






Gebrehiwot Ageba: Ruro/ Credit and Peasant Indebtedness

PAin terms of membership. As a result, 48 households from Argaga, 39 households
from Saramba, 34 from Merye, 31 from Ensertu, 31 from Mengeta and 28 from
Gedelgie PAs were randomly selected and the questionnaire was administered to the
selected households. Of the selected 211 households, 81.5 per cent are male-headed
and 18.5 per cent female- headed.

IV. THE CASE STUDY

4.1 Loan Size

Over the eight-month period between Sene 1981 and Tir 1982 (Ethiopian
Calendar (EC», 80 (37.9 per cent) of the 211 households took loans. Of these, 17
(21.3 per cent) are female-headed and the rest male-headed. As of Tir 30, 1982
(EC) 59 (28.0 per cent) households had outstanding loans. The size of the loan per
transaction ranged between one and Birr 1,000, the average and standard deviation
being 190.1 and 231.4 Birr respectively. The median loan size is Birr 100. Forty one
of the 59 households (69,5 per cent) had loans below the average and the rest above
it. The amount of borrowing per household is by far larger than the MOA average
figures of Birr 20 for the country as a whole and of Birr 29.8 for Shewa. To be
specific, the amount of household credit is far above Birr 20 in 86.4 per cent of the
cases, as can be seen from Table 1.

Table 1: Distribution of Borrower Housebolds by Size of Loan

Amount < 20 > 100 > 250 > 500

(in Birr)

Per cent of cases 13.6 50.8 27.1 13.6

It can be seen from Table 1 that 13.6 per cent of the borrower households
took loans of Birr 500 or more, whilst 27.1 per cent and 50.8 per cent have loans of
Birr 250 or more and Birr 100 or more respectively.

The degree of indebtedness of borrower households is better seen by
comparing the loans to household income than from the absolute magnitude of
borrowing. Borrower and non-borrower households do not differ much in terms of
their average income4 which is Birr 554.7 for the former and Birr 588.8 for the latter.
It should be noted, however, that the variation of income among non-borrower
households is much larger than among the borrower ones. Income ranges between
46 and 1,500 Birr for borrower and between 46 and 3,105 Birr for non-borrower
households. Judged by the relative amount of loans, borrower peasant households
are highly indebted. The proportion of loan to household income is high. In 12.2
per cent of the cases the amount borrowed in the eight-month period from Sene 1981
to Tir 1982 (EC) was larger than the; households' total income for 1981 (EC). This
means that these households have 10ans which they cannot repay even with their
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evolved over long years of neighborhood/ friendship, etc. Of the borrower
households, 86.4 per cent had known their lender(s) for ten years or more.

Table 3: Average, Minimum and Maximum Loan Size by PA
(Sene 1981 -Tir 1982 EC)

Loan size
(Birr) Argaga Ensertu Gedelgie Merye Mengeta Saramba

Average 93.8 94.0 62.2 416.2 63.4 63.7

Minimum 49.0 10.0 4.0 1.0 10.0 5.0

Maximum 170.0 250.0 111.5 1000.0 140.0 200.0

Fifiy-\Wo (88.2 per cent) of the 59 borrower households got the loans from
relatives a~d/or neighbors/friends whilst five households (8.5 per cent) borrowed
from institUtional sources (MOA/Bank, producer/service cooperatives (PCs/SCs»
and only two households (3.4 per cent) from money lenders. Of the five households
who borrowed from institUtional sources, four have positions in the leadership of
their respective PAs or PCs/SCs. Thus non-institUtional lenders account for more
than 96 per cent of the total credit in the study area. Eleven of the twelve female-
headed borrower households borrowed from relatives or neighbors/friends and one
from a money lender. None of the female-headed households borrowed from
institUtional sources. These show that informal lenders playa crucial role in meeting
the credit needs of peasant households and, within that, the most important are
relatives and friends/neighbors in that order. The role of the money-lender as a
source of credit is very limited.

An interesting point here is that a large proportion (89.6 per cent) of the loans
involved no interest charges. Besides, no delinquency interest is charged on loans
overdue. Theoretically, informal market loans are supposedly believed to carry
hidden interest charges (over and above the explicit interest) of various forms such
as requiring the borrower to provide labor service to lender, to repay loans taken.in
kind in terms of a higher quality product which fetches higher price, requiring
repayment of loans taken when prices are high (usually the rainy season) during low
price periods (usually the harvest season), etc. According to responses received,
however,labor service was neither requested by creditors nor provided by borrowers.
A comparison of the type of loan taken with the type of repayment used also
indicates that all of the credits in kind were repaid in kind of the same type and
quantity. All cash loans were paid in cash. Hence, the loans carry no hidden interest
ch~ges. Considering inflation, which was 7.8 per cent in 1988/89 [National Bank
1988/89] and the opportunity cost to the lender, the loans actUally had negative real
interest rates. Even in those cases involving interest charges, the rates are 10-30 per
cent, and the sources were relatives or friends/neighbors and money-lenders (only
two cases). Of the 156 respondent households who had not borrowed during Sene
1981 to Tir 1982 (EC), 48.7 per cent did so because they did not want to borrow
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