
 

1 

ETHIOPIA WATERCREDIT MARKET ASSESSMENT: EXECUTIVE SUMMARY 

June 2014 

This report was developed by Water.org in collaboration with Mi2 Consulting to assess the market for 

water, sanitation and hygiene (WASH) services in Ethiopia and gauge potential opportunities to expand 

access to WASH through financial services, particularly microfinance. The assessment is based on the 

analysis of technical documents as well as a series of interviews with a broad range of actors 

representing government entities, financial institutions, water and sanitation service providers, and 

non-governmental organizations (NGOs). A community level survey was carried out in eight woredas, or 

districts, found in four regions: Addis Ababa city administration, Amhara Region, Oromiya Region and 

the Southern Nations, Nationalities, and Peoples' (SNNP) Region. The community survey consisted of 

461 individual interviews using questionnaires and 16 focus group discussions (FGDs).  The assessment 

research, interviews, and FGDs took place between March and April 2014. 

Country Context and WASH Access in Ethiopia 

During the two last decades, the Ethiopian Government has made significant efforts towards achieving 

universal access to water and sanitation services. However, the country still ranks among the lowest in 

the world in levels of safe water and sanitation coverage.  While access to safe drinking water has 

improved by almost five times in this period, coverage remains extremely limited with 90 percent of 

Ethiopia’s population still lacking access to these basic services in their homes.1  Sanitation needs in 

Ethiopia are even greater. Sixty-three percent of the country’s inhabitants lack access to basic 

sanitation, and of these, 37 percent have no access to sanitation facilities whatsoever. Diarrhea 

continues to be the leading cause of death among children under five.2  

The majority of Ethiopia's citizens live in rural areas where rates of coverage are even lower.  Among 

rural Ethiopians, only 42 percent have access to an improved water supply and 30 percent to basic 

sanitation facilities.  Of this vast majority, the JMP data showed that nearly half of the rural population 

practice open defecation, which further highlights the gravity of the sanitation problem. 

 

                                                           
1 WHO/UNICEF Joint Monitoring Programme for Water Supply and Sanitation. April 2104.  “Ethiopia: estimates on the use of water sources and 
sanitation facilities (1980-2012). 
2 World Health Organization (WHO). “Ethiopia Factsheets of Health Statistics 2010.” 
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With significant progress achieved to date on improving access to water and sanitation, Ethiopia has 

already achieved its 2015 Millennium Development Goal (MDG) targets for both water and sanitation.  

However, the 2012 UNDP Ethiopia MDGs Report calls for an improved reliability of data and more 

efforts to be made to further improve access to safe drinking water and sanitation services. 

Access to water and sanitation is also influenced by the context in which it lies. Ethiopia is the second 

most populous country in sub-Saharan Africa, with 91.7 million people, and has one of fastest growing 

economies in Africa. Although Ethiopia has a low level of urbanization, with 17 percent of the 

population living in urban areas, the annual rate of migration to urban areas is growing at 3.57 percent 

and straining both the government’s and ecosystem’s capacity to provide people with basic services.3  

The majority of the population, or 77 million people, is concentrated in four regions: Amhara, SNNPR, 

Oromiya and Addis Ababa city, with the capital housing 3.8 million residents. 

The availability of water in Ethiopia is highly influenced by its topography which is marked by central 

highlands and mountains that rapidly descend in to the Affar depression in the northeast and the 

Ogaden desert in southeast. Recurring droughts and a history of food shortages and famines also 

impact the severity of the water access problem.   

Land tenure also plays a large part in the ability of households to improve their water and sanitation 

access. The history of land tenure is long and complex in Ethiopia, particularly before the 1974 

Ethiopian Revolution, which was followed by the Land Reform Program of 1975.  Land tenure is a 

major issue as the lack of land or property ownership can hinder household interest or ability to invest 

in WASH improvements since proof is often a requirement to secure a loan.  

Some of the other challenges that exist in the Ethiopian WASH sector are: 

 A quarter of the rural water schemes are dysfunctional, a function among others of 

poor/limited capacity with WASH committees. 

 The water and sanitation supply chain is weak with a shortage of trained WASH masons and 

suppliers in rural areas. 

 There are huge demand-supply gaps for water in urban areas. The urban utilities do not get 

adequate or timely funds for expansion and capital expenditures. 

 Most urban utilities are not able to cover their costs from the revenues. 

The economic outlook for the country is positive as the government has reduced inflation to single 

                                                           
3 United Nations Population Fund.  Ethiopia Country Profile. 
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digits and economic growth has averaged 10.6 percent from 2004 - 2012.4  Despite this, the average 

household income is USD$4105 and 29.6 percent of households continue to live below the national 

poverty line.  Using the international poverty ratio of living on USD$2 per capita per day, this figure 

increases to 66 percent of households.6 

Ethiopia WASH Delivery and Oversight 

The Ethiopian Government launched the Growth and Transformation Plan (GTP) for 2011- 2015 with 

targets of providing 98.5 percent of the population with access to safe water and 100 percent with 

access to basic sanitation. A further goal was 84 percent coverage of improved sanitation by 2015. 

The two ministries at the federal level responsible for providing policy directions for the WASH sector 

are the Ministry of Water and Energy (MoWE) and the Ministry of Health (MoH). MoWE is primarily 

responsible for policy formulation, coordination and regulatory functions related to water supply. The 

MoWE coordinates with MoH, Ministry of Education and Ministry of Finance and Economic 

Development.  

At the regional level, there is decentralization where Regional Water Bureaus are responsible for 

planning and coordinating water supply schemes at the regional and zonal level.  Here, the Regional 

Water Bureaus coordinate with the Regional Health, Education, Agriculture and Women’s Development 

Bureaus. 

Service delivery is further decentralized to the woreda or district level. There is a Woreda WASH Team 

(WWT) in every woreda. The role of the WWT is to prepare and manage a Woreda WASH Program, 

integrating and coordinating the inputs of the Sector Offices and those of participating NGOs. At the 

woreda level in rural areas, there are also WASHCOs, which are community institutions responsible for 

operation and management of water schemes. Research suggests that there are still issues related to 

capacity of WASHCOs and financial dependency on the government. There is also a weak supply chain, 

as the WASHCOs must completely depend on Woreda WASH offices for any major breakage or 

maintenance issues.  

In urban areas provision of water is the responsibility of Water Utilities (WU) set up by government. The 

WUs are autonomous bodies and function under the direct supervision of city/town administration.  

WUs are governed by Boards consisting of the mayor of the local municipal body and representatives of 

various bureaus of the local government (including health and water). In Ethiopia, all urban settlements 

having more than 2,000 households can have WUs. At present, there are about 900 utilities in the 

country. The WUs are primarily funded by the government’s Water Resources Development Fund and 

face challenges in accessing commercial capital.  

The national water management policy requires decentralized management of rural water supply 

schemes by the user community. Accordingly, household clusters using the same water point establish a 

WASHCO by electing members among the users. The water supply is mostly through water structures 

(or schemes) constructed by the government or NGOs. Each water scheme is meant to serve around 50 

to 200 households in the village. In addition to small water schemes there are also large Rural Water 

Supply Systems, which may cut across various kebeles- wards or neighborhoods- and even woredas. 

                                                           
4
 The World Bank (2014). Ethiopia Economic Overview.  http://www.worldbank.org/en/country/ethiopia/overview 

5
 Ibid. 

6 World Bank (http://www.worldbank.org/en/country/ethiopia); UNDP HDI Report 2013 



 

4 

Such water systems are managed by Boards, having members from different concerned WASHCOs.  

The government of Ethiopia has adopted a no subsidy approach to promoting rural sanitation with 

respect to household toilets and it has primarily restricted its role to promotion and awareness building.  

Similar to rural areas, in the urban areas as well the onus of improving sanitation is on the households 

and there is no subsidy for the construction. Further, in urban areas, mandates for improving urban 

sanitation are unclear. 

Ethiopian Microfinance & Cooperative Sector 

Ethiopia is the third largest microfinance market in sub-Saharan Africa in terms of active borrowers and 

portfolio, according to the MIX Market.  According to the Association of Ethiopian Microfinance 

Institutions (AEMFI) as of December 2013, there were 31 microfinance institutions (MFIs) in the country 

reaching around 3.1 million borrowers with a combined portfolio of USD 662 million. At present, 

microfinance in Ethiopia is characterized by dominance of state owned MFIs, significant savings 

mobilization, steady growth and a focus on sustainability. On the basis of ownership, the MFIs in 

Ethiopia can be classified in three categories: 

1. Owned by the regional governments and affiliated NGOs or entities 

2. Owned by the NGOs affiliated to the International NGOs 

3. Owned by individuals or other local institutions 

The greater financial sector in Ethiopia is made up of commercial banks, MFIs, and Savings and Credit 

Cooperatives (SACCOs). The outreach of commercial banks has increased in the last decade, but the 

MFIs are still able to reach much wider and deeper. According to the research conducted in this market 

assessment, Ethiopian MFIs reach about 25% of total potential clients with their loan products.7  The 

five largest MFIs of Ethiopia also account for about 85% of total active borrowers in the country. It is 

worth noting that all five MFIs are owned by the regional governments and operate largely in a single 

region. 

MFI Name Active Borrowers Loans Outstanding (USD) 

ACSI 894,867 $228,252,341 

OCSSCO 842,819 $139,193,169 

DECSI 393,413 $132,926,419 

OMO 327,888 $29,816,514 

ADSCI 230,839 $63,863,405 

Wasasa 70,630 $10,550,459 

Busaa Gonofa 67,787 $8,205,912 

Vision Fund 58,269 $14,016,310 

Sidama 47,810 $2,344,546 

SFPI 36,842 $5,453,619 

Others 178,576 $26,197,757 

Total (31 MFIs) 3,149,740 $661,009,174 

 

Source:   Association of Ethiopian Microfinance Institutions (AEMFI), December 2013 

Microfinance in Ethiopia was formalized after the government introduced regulation for the MFIs in 

1996. Through this regulation the National Bank of Ethiopia (NBE) was made the regulator for the MFIs 

                                                           
7 As per World Bank data, 55 million persons in Ethiopia are below poverty line (USD 2 a day, PPP). Taking average household size to be 4.6 (as 
per Ethiopia Demographic and Health Survey, 2011), potential market for microfinance is estimated to be about 12 million households.  
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and NGOs and other organizations are prohibited from offering microfinance services.  Registered MFIs 

are allowed to mobilize deposits and offer loans. 

In addition, AEMFI plays a key role as a network for MFIs in Ethiopia by providing leadership through 

advocacy efforts to ensure favorable policy and capacity building of the MFIs by organizing training 

programs and exposure visits. The organization is looked upon as a key resource for data and 

information for the sector. 

Almost all MFIs offer loans to clients organized in joint liability groups for income generation purposes. 

Some of the MFIs have also started providing individual loans to microenterprises and for housing 

purposes. Lending for WASH products is not common (see further discussion in next section). From the 

One WASH  National Programme (OWNP) for which data was available, the maximum loan size was USD 

210 with flexible loan terms (not to exceed two years), and borrowers paid a 10 percent flat interest 

rate per annum.  In general, MFIs in Ethiopia charge a flat rate interest ranging from 9.7- 39.3 percent 

for the five largest MFIs.8 There is no cap on interest rates by NBE, allowing MFIs to set rates. 

The capital structure for MFIs in Ethiopia is well-diversified, made up of equity, savings and loan funds. 

For government-owned MFIs, the government is the main source of equity capital, while for the NGO-

owned MFIs, donated equity is the main source of capital. Ethiopian MFIs are well capitalized with an 

average equity to total assets ratio of 45 percent.9    

SACCOs have also played a significant role in overall economic development over the years. As of 

December 2013, there are 11,340 SACCOs across the country with 557,460 individual members. Of 

those SACCOs, 2,442 are affiliated with credit unions. More than half of SACCOS are in the Amhara and 

Oromiya regions, and another 37 percent are spread among the SNNP, Tigray, and Addis Ababa regions. 

Due to the large number and relative spread of SACCOs, the actual membership numbers are very low, 

often less than 100 members, and on average only 49.2 members. This small member base limits the 

ability of the SACCOs to become financially sustainable. Additionally, many cooperatives also struggle 

with staff and management capacity and manual systems. A further concern is that most of the SACCOs 

operate in limited geographical areas, which exposes them to covariant risks. 

Microfinance and WASH Linkages 

In order to address the limited WASH coverage, the Ethiopian government is relying on low cost 

approaches, which are mostly self-financed. Known as the “self-supply” approach, this is one of the four 

modalities which are being actively promoted for enhancing access to WASH.  

With the government’s large reliance on self-funded schemes for access to WASH, one of the key gaps 

that exist in the sector is the lack of any financing mechanism for the people who are expected to make 

their own investments. The Ethiopian government’s strategy documents do include the involvement of 

MFIs, yet no institutional arrangement of financing has been created to promote and encourage MFIs to 

serve this sector.  

On the positive side, approximately 70 percent of the Ethiopians surveyed during this assessment have 

expressed willingness to borrow for water and 67 percent for sanitation.  However, the priorities are 

very distinct in rural and urban areas. In rural areas, water is clearly highly prioritized by most people 

over sanitation (60 percent versus 7 percent), while in urban areas sanitation is prioritized by more 

                                                           
8 MFTransparency.org (data based on 2011 survey). 
9 AEMFI. Performance Analysis Report 2013. 
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people, although the difference is not great as water 

is also a problem for them (30 percent versus 26 

percent). This means that given the choice for a 

single WASH loan, the demand for water loans is 

likely to be much higher in rural areas, while in 

urban areas, one could expect mixed demand for 

water and sanitation loans.      

Several NGOs and financial institutions have piloted 

alternative financing for sanitation in rural and 

urban areas in Ethiopia. Most of the pilots 

conducted to date consist of partnerships between financial 

institutions (two with regional government MFIs), NGOs, and 

international funders.  

One microfinance-based WASH intervention recently launched in February 2014 is a JICA-funded project 

with OMO Microfinance (OMFI) and SNNPR Water Resource Bureau promoting a "Rope Pump Credit 

Scheme". The Project is aiming to enhance rural drinking water supply by promoting the low cost 

technology of Rope Pumps (RP) through a revolving loan fund.  The maximum household loan provided 

is approximately $200USD (4,000ETB) with a flexible tenure up to two years. Repayment frequency is 

also flexible – quarterly, semi-annually or annually.  

A rural sanitation project is being jointly implemented by OCSSCO MFI and Resource Oriented Sanitation 

Concepts for Peri-Urban Areas in Africa (ROSA).  The project is an action research project funded mainly 

by the European Union and Hollandse Delta of Netherlands. The project is being carried out in four 

countries of Eastern Africa – Ethiopia, Tanzania, Kenya and Uganda. The main objective of the ROSA 

project is to promote efficient processing of excreta and waste and to use these to improve productivity 

in agriculture. The project is also promoting improved toilet facilities for household through MFI 

financing. Another project partner of Hollandse Delta, WASTE, has had similar project in Abra Minch city 

in SNNPR where about 1,000 loans have already been provided.   

Lastly, the Millennium Water Alliance (MWA) program is ongoing with renewed funding from the 

Conrad Hilton Foundation to continue its program in Ethiopia.10 The MWA work under this new phase 

will begin in July 1014 and aims to increase access to safe water to the poorest and most difficult-to-

reach populations in rural areas water through the “self-supply” approach. The project will be 

implemented in 23 woredas across four regions through the construction of new and rehabilitated 

water schemes for households, schools, and health clinics.   

Conclusion and Recommendations 

The results of this market assessment show that there is a strong need for innovative solutions to 

address the major lack of access to WASH in Ethiopia. Demand for improved WASH services in Ethiopia 

is still very high leaving significant work to be done in the sector. In addition to this, there is a push 

from the government on scaling up financing for household and community-level WASH services and 

creating a favorable environment.  

As there is a strong emphasis on self-funded models both in water and sanitation for achieving WASH 

                                                           
10 Source: Millennium Water Alliance Office 

Source: Primary research, Mi2 
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targets, but with no formal financing mechanisms or model currently available, WaterCredit would be 

appropriate to address this gap. Given the investments needed and the limited incomes of potential 

borrowers, finance will be critical for households to avail WASH products under the self-supply 

approach. Furthermore, the strong network of MFIs working in the key regions where most of the 

WASH activities are also focused can be leveraged for WaterCredit. 

The current WASH stakeholders in Ethiopia also lack expertise and experience working with MFIs and 

developing financial products, and therefore recognize the need for MFIs to provide these services.  

Given the gaps existing in the water and sanitation sector in Ethiopia, two types of interventions for 

Water.org were identified: 

 Creating an institutional financing mechanism. Working with other WASH stakeholders, this 

will require some advocacy efforts with ministries and financial institutions such as 

Development Bank of Ethiopia or Water Resource Development Fund. These institutions can 

create dedicated line of credit (soft loans) or refinancing mechanisms or guarantee fund for 

MFIs and even SACCOs to provide financial services for WASH. Such a financing mechanism 

can greatly facilitate the two interventions below that are recommended. 

 

 Partnering with Microfinance Institutions. There is a strong need to help existing MFIs in 

Ethiopia develop WASH financial products and build their capacity to offer these products.  

MFIs may also need some financial risk sharing mechanisms initially (such as a guarantee), 

which could come either from the institution financing mechanism that is proposed above or 

if developed through current WASH NGOs working in the sector, like the Millennium Water 

Alliance (MWA) who has shown interest in collaborating on new approaches.  

The following recommendations represent additional guidance for the successful launch of 

WaterCredit in Ethiopia based on the findings of this assessment: 

 Collaborate with existing stakeholders in the sector. Coordinate with WASH NGOs, 

government and MFIs already working together to complement their existing interventions 

and participate in platforms like the Multi Stakeholder Forum to create an enabling 

environment for WASH financing. 

 

 Focus on a mix of water and sanitation products in rural areas, which represent the greatest 

opportunity for scale. The number of people without access to improved sanitation facilities 

in Ethiopia is approximately 57.8 million. The estimated potential demand for sanitation loans 

for rural households without improved toilets is 11.8 million, according to the research and 

estimates of this assessment.  However, respondents of this survey in rural areas put a higher 

priority on taking water loans (70 percent versus 60 percent for sanitation loans). Thus, both 

products have strong potential for success in rural Ethiopia.  

 

 Focus on sanitation products in urban areas. Although there is not a large difference in the 

demand for sanitation versus water in urban areas (74 percent versus 71 percent), the 

number of households not having an improved toilet at home is much greater than those who 

do not have a water facility (2.7 million compared to 1.6 million). So, with the greater number 

of households needing improved sanitation, that sector has the greater market potential and 

could be a priority area. 
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 Strengthen the supply chain, including WASH products. Partnerships with stakeholders such 

as smaller and/or new product suppliers and WASH NGOs will be necessary to ensure that the 

availability of physical products offered are high-quality and represent the products in 

demand among target clients.  

 

 Develop WASH savings products or a hybrid savings and credit product. This could fit with 

the savings culture and alleviate some of the requirements to obtain a loan (such as 

documented land tenure). Financial institutions interested in offering WASH products should 

conduct market research with targeted potential borrowers on both savings and credit 

products.  

 

 Focus on regions with MFI presence. In terms of potential areas for intervention, a number of 

regions were identified to be the most appropriate for WaterCredit based on a strong MFI 

presence and past and current WASH related interventions in the areas.  These are Amhara, 

Oromiya, SNNPR, Addis City Administration and Benishangul, many of which have large rural 

populations. The Amhara and Oromiya regions are considered to have particularly good 

potential for the self-supply approach. 

 

 Collaborate with government stakeholders. Due to the government’s focus on self-supply 

and WASH financing, advocacy at the national and woreda levels could assist in many 

activities that could potentially boost the uptake of WASH lending: subsidies for communities 

taking out loans for infrastructure (written into policy, but not yet practiced), education on 

financing for household WASH by community-health workers, and technical support from 

WWTs.  

 

 Potential for lending to water service providers. If the capacity of the WASHCOs is enhanced 

and they are financially viable, they can even be the potential clients of MFIs. For their fund 

requirements related to any operation and maintenance or small expansion, they could borrow 

from MFIs instead of depending on government agencies alone.  

In terms of loan product pricing and features, there were large distinctions between rural and urban 

areas.  Recommendations have been broken down and summarized in the tables below. 

 

Suggested features for loans for water services 

Product parameters Urban Rural 

Purpose Piped connection Connections from local schemes; 

rope pumps, shallow wells, water 

harvesting structures, pumps 

Loan amount (USD) 25-200 100-500 

Loan tenure (months) 6-18 12-36 

Interest rate (on reducing 

balance basis) 

20-25% 20-25% 

Lending model Individual, individual with 

group guarantee 

Individual, individual with group 

guarantee, group based 
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Suggested features for loans for sanitation services 

Product parameters Urban Rural 

Purpose Improved pit latrines, septic 

tanks 

Improved pit latrines, septic tanks 

Loan amount (USD) 200-500 200-500 

Loan tenure (months) 12-36 12-36 

Interest rate (on reducing 

balance basis) 

20-25% 20-25% 

Lending model Individual, individual with 

group guarantee 

Individual, individual with group 

guarantee 

 

The key findings of this assessment indicate substantial unmet WASH needs across the country with a 

high demand for and interest in innovative microfinance solutions such as WaterCredit. While projects 

in the past have concentrated on a subsidy approach, there is growing recognition for the exploration 

of innovative finance mechanisms including microfinance. There is a gap between the WASH and 

microfinance sectors that needs to be bridged, and this gap represents a significant potential for the 

WaterCredit model to be impactful and successful. 

 

 

 

  


