Dereje Girma

Financial Literacy and its Effect on Loan
Repayment Performance.The Case of
Weltane Ambo Saccos Union of West Shoa
Zone, Oromia Regional State, Ethiopia

G [RIINS



BEI GRIN MACHT SICH IHR
WISSEN BEZAHLT

- Wir veroffentlichen lhre Hausarbeit,
Bachelor- und Masterarbeit

- |hr eigenes eBook und Buch -
weltweit in allen wichtigen Shops

- Verdienen Sie an jedem Verkauf

Jetzt bel www.GRIN.com hochladen
und kostenlos publizieren

GIRINIS



Bibliographic information published by the German National Library:

The German National Library lists this publication in the National Bibliography;
detailed bibliographic data are available on the Internet at http://dnb.dnb.de .

This book is copyright material and must not be copied, reproduced, transferred,
distributed, leased, licensed or publicly performed or used in any way except as
specifically permitted in writing by the publishers, as allowed under the terms and
conditions under which it was purchased or as strictly permitted by applicable
copyright law. Any unauthorized distribution or use of this text may be a direct
infringement of the author s and publisher s rights and those responsible may be
liable in law accordingly.

Imprint:

Copyright © 2021 GRIN Verlag
ISBN: 9783346422255

This book at GRIN:
https://www.grin.com/document/1023406



Dereje Girma

Financial Literacy and its Effect on Loan Repayment
Performance. The Case of Weltane Ambo Saccos Union
of West Shoa Zone, Oromia Regional State, Ethiopia

GRIN Verlag



GRIN - Your knowledge has value

Since its foundation in 1998, GRIN has specialized in publishing academic texts by
students, college teachers and other academics as e-book and printed book. The
website www.grin.com is an ideal platform for presenting term papers, final papers,
scientific essays, dissertations and specialist books.

Visit us on the internet:

http://www.grin.com/
http://www.facebook.com/grincom

http://www.twitter.com/grin_com



AMBO UNIVERSITY

COLLEGE OF BUSINESS AND ECONOMICS

DEPARTMENT OF COOPERATIVES

AN ANALYSIS OF FINANCIAL LITERACY AND IT’S EFFECT ON LOAN
REPAYMENT PERFORMANCE OF MEMBERS (THE CASE OF WELTANE AMBO
SACCOs UNION) OF WEST SHOA ZONE, OROMIA REGIONAL STATE, ETHIOPIA

A THESIS SUBMITTED TO THE DEPARTMENT OF COOPERATIVES IN PARTIAL
FULFILMENT OF THE REQUIREMENTS FOR THE AWARD OF MASTER OF ARTS
DEGREE IN COOPERATIVE ACCOUNTING

BY

DEREJE GIRMA BALAMI

APRIL, 2021
AMBO, ETHIOPIA



ACKNOWLEDGEMENTS

Although this work is a result of my own effort, I wish to thank God who has given me the will and the
guidance throughout this time. I extend sincere gratitude to my competent professional Advisor Getachew
Gobena (Asst. Professor) who has guided me all this time in all the stages of my research. May God bless
you sir. I would like to thank all my lecturers at Ambo University for their valuable support and

encouragement.

Special thanks also go to my friends and classmates of Ambo University for their idea sharing; my
beloved family for your love and encouragement throughout the research process, and for those whose
names have not appeared here, I will always remember your contributions. Your contributions are

engraved deep in my heart and you will be in my mind always THANK YOU and God bless you all.

I am indebted to Weltane Ambo saving and credit Cooperative Union workers and members at each level
for their assistance during the data collection time. Without their cooperation the data would not have been

collected in time.



Table of Contents

ACKNOWLEDGEMENTS ...ttt ettt sttt et st s ae e sbe et e st e s bt et e sabesatesaeesbeenbesatesbeenbesabesates senbensean i
TADIE OF COMEEIITS ......ooneeiiiiiiiieiee ettt et et e st e s bt e e s bt e e b e e st e e sateesbee e beesabeesabee £eesatesnneesbeesnteennee i
ST OF TADIES ...ttt ettt e b et e b e s bt e st e e s bt e e b ee e bt e sas sateesateesbeesbeesabeesnteennee v
LLESE OF FAGUITES........ooieeii ettt e et e st e e et e e s bt e e e sabe e e s bt e e e e abeeeeambeeeeans snbeeesabbeeesabeeeeanseeenans Vi
LIST OF ACRONYMS AND ABBREVIATIONS ..ottt ene e e vii
ABSTRACT ...ttt ettt sttt st h e s b et s et e s b e e bt e b e e s b e s b e e b e e st e e et s Reeabee et sheenbeenneenneereesreenseennesnee viii
CHAPTER ONE ...ttt ettt ettt st s bt e b st e s he e s be e be e s besatesae e bt eatesatesheesbeent sbeenbeenbesatesbeanbeentas 1
INTRODUCGTION.....c.etitiiieite sttt ettt ettt e be e beeatesateshe e bt s besatesbe e beeabesabesaeenbeeabesabesheesbeenbes senbesabesabesaeansenasas 1
INEEOAUCEHION ...ttt ettt e st e bt e bt e s b e e sate e s bt e e b eeeabe e eesateesabeebeesabeesaseennteennes 1
1.1 Background Of the StUAY...........cccoooiiiiiii et et e et e s st e e s bt e e s bre e e eabeee e eeean 1
1.1.1 Background of Weltane Ambo SACCOS UNION.......ccciciieiiiieeiiieeeeiteeesieeesctteeessteeeesteeeessseeesssesessssssssssesesnns 2

1.2 Statement Of the PIrobIEM ...........cc.ooiiiiiiiiiiii ettt s e s be e st e st e s sbeesbeesabee bes 3
1.3 ODjJectives Of the SEUAY..........cooiiiiiiiii et e sa et b e st e e sa e e s ab e e saeesbeeeabee reesares 4
1.3.1 GENETAl ODJECLIVES ...e.vvvieueeniieeniesienteeie ettt ettt et sttt r sttt e et s r et s bt bt sae et e st et e naesbe s bt s bt sse e st eten smnennens 4
1.3.2 SPECITIC ODJECTIVES ...ttt sttt sttt aea e sa e sresresme st et e e e e snennens 4

1.4. ReSEArCh QUESTIONS ........cooiiiiiiiiiiie ettt ettt e et e e s sabe e e sabte e e e bt e e saabeeessbeeesbbee e aeesneeenns 5
1.5 Significance Of the STUAY ..ottt et e st e e s bt e e s bre e e sabeee e eeean 5
1.6 SCOPE OF the STUAY.......eoiiiiiiiiiiiii ettt ettt bt e st e e sabeesab e e sbe e e bt e sabeesabee s senbeesneeenees 5
1.7 Limitation of the STUAY .........cooiiiiiiiiiii ettt ettt st e st e e st e e saeesbeesabe e eesabes 6
1.8 Organization of the Paper ... 6
CHAPTER TWO ...ttt sttt et b e et she e s bt b e s ateshe e be e beeabesaeesbe e bt eabeeaeesbeesbeen eabeenbesabesabesbeenbeentas 7
LITERATURE REVIEW ...ttt sttt sttt et st she e she e te st e sbeesbesabesaeesaeesbeeatesaeesbeenbeeabeen sabesnnenees 7
INEEOAUCEION ...ttt et et e st et e e s b e e e bt e tesaeeesmeeeameesneesreesneeenes 7
2.1 TREOTELICAL FEVIEWS .....cveiiiiiiiiiiieiteee ettt et s st r e e n e st e s bt e nn e e ne s cemnesmnenns 7
2.1.1 FINANCIAL THEETACY ....cnveiiiiiiiiiieete ettt et st sa e sa e e bt e et e e st e e sabeesbteeabeeen senbaesaneas 10
2.1.2 Importance of fINANCIAl LIEEIACY .....eeueeuieeirierieriririe ettt sttt nne s 11
2.1.3 Findings on fiINancial [IeTaCY ........cceveeeeeerienieniinirie ettt ettt s s 13

2.2 Cooperative EAUCAtION ... 17



2.3 Saving and credit COOPETAtIVES ............cciiiiiiiiiiiiii e e 18

2.4 Effect of finance literacy on 1oan repayment..............c..cccooeiiiiiiiiiiiiiniiii e 19
2.5 Loan Default RAte IN SACCOS ........ooiiiiiiieieeeeee ettt sttt st st she e s be e be st e sbeesbesabesaeesaeesbeentesaeas 20
2.6 The 5 CS Of Credit.........ooooimiiiieieeee ettt st s e et s sbe e b e e e e sae eemrenneens 21
2.7 EMPITICAL TEVIEWS.......eeiiiiiiiiiiiie ettt et e e sttt e e e at et e st e e e s bt e e e baeeeaabeee e beeeaaabeeesanseee aeeesaseeesans 21
0 2T 3 o 1 ) N 25
2.9 Conceptual frameWorK .....ccccccviiiiiiiinnmmnniiiiiiiii st s s sassasas st s e n e e e e 26
CHAPTER THREE .........ooiiiiiiiii ettt ettt ettt st s he e s bt e s bt et e sae e s bt e besabesaeesaeesbe et eebeeasesaeenseens 28
3. RESEARCH METHDOLOGY .....oooitiiiiiiiiieiieie ettt ettt sttt et et sheesteeatesaeesheesbeentesmtesbeesbeenseensesnaesbeensesnne 28
INEEOAUCTION ...ttt e st e e st e r et e e s an e e s s et enes eeeneeeneesaneesnneennneen 28
3.1 Description of The StUAY AT@A .........coceoiiiiiiiiiiiieiieee ettt ettt et e s be e sate e saee s sbeesbeesabeesateens 28
3.2 ReSEATCI @S ....c...eiiiiiiiiiiiee ettt ettt sttt e b bt e b e s bt e sa bt e s a bt e ab e e bt e en s ebeeeabeenanean 28
3.3 Study area and POPUIALION ..........coccoiiiiiiiiiiie ettt st st e e st e bt e s bt e sabe e st e e saeeennes 30
3.4 Source and NAtUre Of dAta ..............cooiiiiiiiii e s s 30
3.5 Determination of SAMPle SiZe ... 30
3.7 SamPling teChIIQUES ..........ooiiiiiiiie ettt et e et e e e e e e e sa bt e e e sbeeeesneeeesaseeesanree srreeeans 31
3.8 Data collection INSEFUIMENES.............ccoiiiiiiiiiiiiiiic et sre e s e e e r e e e sreesreenre e 32
3.9 Data colleCtion PrOCEAUIES ...........ccceeiiuiiiiiiiiiie ittt ettt et e st e st e e sbee s sbe e sbeesateesbeesbeesabeesateenneesnnes 32
3,10 Data ANALYSIS .....cocoiiiiiiiiiiiicc e et et b s a e 33
3.10.1 Multiple Regression Model SpecifiCation..........c.ceeirieirieiienineneneneeeeeeeeere e e 33
CHAPTER FOUR ...iitteiee ettt ettt ettt ettt she e b e et e s at e s bt e s be e beeaeesaee s bt eabeeasesaeesae et sheenbeenbeeasesaeenseans 36
RESULTS AND DISCUSSION ....coittiiitiitieeittesie sttt sieestees et sreesteeseeseesreesseessesseesseessesssesmeesmeesseensesneesseensesssesnseseeseas 36
4.1 The results of descriptive analySis ......ccciiiiiiiiiiiimenmeniiiiiiieiiiiiiieeeenmenmssieeesseertesesrsnnmsssssssssssssssssssssnnnssssssns 36
4.2 Financial literacy and LOAn repaymeNnt .......ccceeeeueeerereenceeieennneceeeensseseressssessessnssesssssnssssssssnsssssssssnssssssssnnnes 48
4.3 INtervieW DISCUSSION .iiiiiiiiiiiiiiiiiiiiinnnnnnnniiiiiiiiiieeeeeiiisssesssssssssssssssssssssssssmsmtsteeseessssssssssssssssssssssssssssssnnsnnnes 65
4.4 Correlation ANAIYSIS ...ce.ieiieeeeiiiiieeneieerirenniertrennsseerernasssessesnsseseseenssssseressssssssesnsssssssanssssssesnssssssssnnssssssssnnnes 65
4.5 REZreSSION ANAIYSIS .uuuuuiiiiiiiiiiiiiieerinnniissiieessinerieeeennmnmsssssssssssesssassessnsnsssssssssssssssssssssssnnssnsssssssssssssssssssnnnnes 67
4.6 DISCUSSION ceeerriiiiiieiiiiiiiiiiiiiiiiiiiiiiiiisnssssssssttttitttteettetiiesiesssssssssssssssssssssssssstsesteeeeessssssssssssssssssssssssssssssssssnnns 68
4.6.1: Influence of finance literacy on 10an repaymMeNnt.......cccccveiiiieeiiciee e e e e e e be e e s sraeeeenes 69
4.6.2: Influence of Budgeting literacy in 10an repaymMeENt ......ccciiiiiiiiiiiii e seee e 69
4.6.3: Influence of debt management literacy on loan repayment WASACOSU .......cccceevviieiniieeinieeesnieeenieeeens 70
CHAPTERR FIVE ..ottt sttt ettt st st b e et st s he e s bt e b et e saeesbeenbesabesatesaee b seesbeenbesabesaaanbeens 71



FINDINGS, CONCLUSION AND RECOMMENDATIONS .....ccciiiiiiiiiiiiinrene e 71

5.2, CONCLUSIONS ......uuuetiiiiiiiinnttietiiiisnttteenicisnstteeiesssssseettissssssssseesssssssssneesssssssssneessssssssseessssssssssnassssssssssnnnee 72
5.3 RECOMMENDATIONS ......uuuuuumnmntnttttiiiitieiiiiiiiiiesisisssseessssssssssteetetteteesssssisssssssssssssssssssssssssssssseesessssssssssss 73
REFEIEIICES ...ttt et e s st e bt bt e s bt e s ar e e s n e e me e s b e e £eear e e e r e e e ar e e ne e e ree e neeeans 75
APPENDIXES I Questions for FOCUS GroUP DiSCUSSION ......uuiieiiiieeiieeeeiieeesteeeestteeesstre e ssvreessreaessseeeeesnneesesnsaeesneeas 94



List of Tables

TABLE 3.1 . TARGET POPULATION .....cccuiiiiiiiiieeitieeesitieeeiteeeestaeesssvaeessssseseesssassssssesesssseesssssssessssesesssseessnsses 31
TABLE 4.1. BACK GROUND OF THE RESPONDENT .......uutteiiiiiitreeeeeeisierreeeseesissssseessssssssseessessssssssessssnssssssesans 36
TABLE 4.2 MEMBERS RESPOND ON FACTOR STRUCTURE OF LOAN REPAYMENT .......cccovvvieeeeiirrireeeeeeinrrreeeeann 40
TABLE 4.3. RESPONDENTS’ RESPONSES ON WEATHER LOAN UTILIZATION AND REPAYMENT ARE EFFECT OR
NOT EFFECT? otiiicittte ettt e ettt e eeettee e et eeestteeestaaeasasaaeeassaeeeasssaeasssasassssasaasssasessssaeeasssesssssaeesasssseesnssneennes 40
TABLE 4.4. RESPONDENTS RESPONSE ON THEIR SACCOS ACTIVITY wevvvveieeiiiirieeeeeeiciireeeeeeesirireeeeeessnvsseeeeens 41
TABLE 4.5. RESPONDENTS RESPONSE ON THEIR SACCOS LOAN REQUEST ....uvvvviiiiiiiieiieeeeeeeeeeeeeeeeeeeeananns 42
TABLE 4.6. SACCOS STRATEGIC ALLIANCE WITH OTHER INSTITUTION ......cooiuvireeeeeeinrreeeeeeenirreeeeeeeennreeeeeens 46
TABLE 4.7. POSSESSION OF FINANCING SKILL ....cccciitttvtreeeesietreeeeeeisetreeeseesisssssssessssssssssesssssssssssesssssssssssesans 48
TABLE 4.8. MEMBERS RESPOND ON THEIR SACCOS LOAN.......ceiiiiiiiiiiieeeeeiiitreeeeeeeeitreeeeeeessrreseeeessessrsseasens 50
TABLE 4.9. STATUS OF MEMBERS ON SACCOS REPAYMENT .....ociiiiiieeeiieeeeereeeesereeesssseeessssseeesssssessssesessnnes 51
TABLE 4.10. BUDGET LITERACY OF RESPONDENTS .....uvtiiiiitieieirieeeiteeeesnreeesssresessnsesessssesessssesesssssesssssesesnnes 52
TABLE 4.11. RESPONDENT’S RESPONSE ON SACCOS BUDGETING ACTIVITY ..vvvvieeeeicirireeeeeeeiirreeeeeesiennrreeasens 53
TABLE 4.12. POSSESSION OF STATUS OF RESPONDENTS BUDGETING LITERACY OF SACCOS .....cccevvvvnnene.n. 54
TABLE 4.13. RESPONDENTS RESPOND ON IMPORTANCE OF FINANCIAL LITERACY AND PERSONAL FINANCIAL
PLANNING ... .utttteeeeeiettteeeeeeaittreeseeeasssseseesaasesssseseesassssssssssssasssssssessasssssssssssssssssssssssssssssssseessssssssssessssnnses 56
TABLE 4.14. EXPERIENCE OF RESPONDENTS ....ccccutttieitrieeesereeeessreeessseeesssesessssessssssessssssesesssssseesssssessssssesssses 60
TABLE 4.15. RESPONDENTS RESPOND ON WHETHER THEIR SACCQOS HAVING MECHANISM FOR FORECASTING
PROFIT AND LOSSES AND ENGAGING IN THE PROCESS OF BUDGETING NORMALLY ......cccevviieeiieeeenreeeeenee. 62
TABLE 4.16. POSSESSION OF DEBT MANAGEMENT LITERACY ...cccciiiiiuuriieeeeeiiirreeeeeeeiirrreeeesessssrsseseessossssssasens 62
TABLE 4.17. EXTENT TO WHICH DEBT MANAGEMENT SKILLS AFFECT LOAN REPAYMENT BEHAVIOUR........... 63
TABLE 4.18. RESPONDENTS RESPOND ON THEIR SOME ATTITUDE AND BEHAVIOUR STATEMENTS................. 64
TABLE 4.19 . CORRELATION BETWEEN FINANCE SKILLS AND LOAN REPAYMENT ......ccvvviiieeeiiinieeeeeesinnreeeeeans 65
TABLE 4.20 CORRELATION BETWEEN BUDGETING LITERACY AND LOAN REPAYMENT ......ccovvvvvrreeeeeicnnrneeennn. 66
TABLE 4.21 CORRELATION BETWEEN DEBT MANAGEMENT LITERACY AND LOAN REPAYMENT ........ccuuve....... 66
TABLE 4.22 MODEL SUMMARY ....ccceiutttttteeeieittteeeeeeastssseseessssisssssesssssssssssessssssssssssesssssssssssesssssssssssssssssssssssesas 68
TABLE 4.23. ANOV A ... .ottt ettt e et e et e et e e bt e e ta e e s aseessseessseeasbeeessaesaseeensaeensaeesseesseeseeas 68
TABLE 4.24. MODEL COEFFICIENTS.......uuttieittteeeitteeeesreeeeereeeesssesessseeesssesessssesasssssesssssesssssssssssssessssssssssnes 68



