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Ethiopia: Providing poor people
living in rural areas sustainable
access to financial services
The objective of the Rural Financial Intermediation Programme
(RUFIP) in Ethiopia was to enhance the access of poor rural
people to regular and reliable financial services with a view
to improving food security and family incomes, as well as to
expand outreach to about 1.5 million rural households, develop
a community banking framework, and promote linkages between
rural financial institutions and the banking sector. Its main
focus was to provide incremental resources for onlending
through microfinance institutions (MFIs) together with targeted
institutional support. It also provided support to the creditcooperative sector, which was still in its infancy. The programme
was financed jointly by IFAD, the African Development Bank
(AfDB), Government of Ethiopia, Development Bank of Ethiopia
(DBE) and other participating commercial banks, and MFIs.

Main evaluation findings
The IFAD Office of Evaluation undertook an interim evaluation of
RUFIP in 2009, both to assess its performance and to guide IFAD
and the Government in preparing a possible second phase. The
evaluation found that, overall, the programme had been relevant to a
rural context where the demand for credit was high, formal banking
outreach was almost non-existent outside the major towns, customary
forms of credit were limited, and moneylenders and other traditional
institutions charged high interest rates. During the period from project
design in 2001 through 2008, the macro economy shifted from
deflation to rising inflation, with a peak in 2008, calling into question
both the relevance of promoting savings and the overall justification
for debt finance from programme and commercial bank resources.
While high inflation rates are generally a challenge for any programme
aimed at developing financial services, the problem in Ethiopia was
severely aggravated by its financial institutions’ policy of not adjusting
the interest rate, which led to grossly negative interest rates on both
savings and loans. However, the rapid drop in the inflation rate during
the first half of 2009, falling below 3 per cent in June of that year,
leads one to hope that the problem may not persist.
Having expanded outreach to well over 1.5 million rural households
and promoted linkages between rural financial institutions and the
commercial banking sector, the programme generally achieved or
exceeded most of its targets, and at similar costs to those estimated at
appraisal.
In this connection, the clearest manifestation of programme
success was in the provision of commercial credit lines to MFIs

RUFIP provided credit and training to
microfinance institutions and also some
support (mainly training) to rural savings
and credit cooperatives. These rural
financial institutions have a wide outreach,
including to blacksmiths and tanners.
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through a growing number of commercial banks,
indicating the increasing maturity of the sector. The
programme also supported the expansion of the
cooperative-credit sector (the community banking
framework), although there are concerns regarding
the sustainability of these grass-roots institutions.
The single most important factor undermining the
efficiency of the intervention, particularly in 2008,
was the failure of MFIs to respond to inflation and to
adjust lending rates to positive real levels.
RUFIP’s success in achieving its objectives had a
real and sustainable impact on rural poverty and
in the development of MFIs that are now starting
to consider raising capital on commercial terms
(the ultimate sustainability litmus test for any

financial institution). However, more remains to be
done if continued expansion is to be sustained. In
rural Ethiopia, which continues to be poorly served by
commercial financial institutions, there is a huge, pentup demand for financial services. At present, one of the
most pressing issues is to increase access to financial
resources in order to continue fuelling expansion
and meeting demand. The emerging cooperativecredit sector has expanded rapidly with programme
assistance, but there are real concerns that the vast,
very rapid expansion of the rural savings and credit
cooperatives may not be sustainable. Designing a fully
functional cooperative-credit system and a system of
appropriate regulation and supervision by a financial
authority should have taken priority.

Key recommendations
• Enhance savings mobilization in the microfinance sector.

• Engage in policy dialogue to facilitate the mobilization of funding for MFIs.

•

• Develop an appropriate regulatory and supervisory system for the credit cooperative sector.

Depositing savings at Gasha MFI. Overall the programme has
achieved both its primary objective of promoting access to
financial services for the rural poor, and its specific objectives,
expanding outreach to well over 1.5 million rural households
targeted at appraisal, and promoting linkages between MFIs and
the commercial banking sector.
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