
REPORT

A Micro Financing Framework 
for Rural Water and Sanitation 

provisioning in Sub-Saharan Africa

Sandrine Mengueze, Dorcas Mbuvi, Sarah Dickin, Corinne Schuster-Wallace



© 2014 United Nations University

Front Cover Photo Credit: Kibae Park, UN Photo

Layout Design by: Carly Popenko, UNU-INWEH

UNU-INWEH is supported by the Government of Canada



Preface

1

Water supply and sanitation (WSS) services are 
one of the crucial elements of basic human ne-
cessities, but unfortunately, in large parts of the 
world, access to these services is far from obvious. 
The original Millennium Development Goals 
(MDGs), which set targets for 2015, incorporate 
WSS services, but it seems as if these targets will 
be difficult to achieve, especially in rural environ-
ments in Sub-Saharan Africa. The United Nations 
University (UNU) is determined to address these, 
and other problems related to human develop-
ment, by policy-relevant research that may lead 
to concrete progress. In the case of WSS services, 
a number of the UNU-institutes across the globe 
are committed to the topic. In the current research 
document, UNU-INWEH and UNU-MERIT join 
forces to investigate potential issues with regard 
to water and sanitation. UNU-INWEH is the 
UNU’s institute ‘specialized in water’, addressing 
the broadest range of development challenges 
related to water access. UNU-MERIT focuses on 
the role of innovation and governance in develop-
ment. 

The combination of these approaches bears 
great promise for potential future solutions for 
the great ‘water challenges’ facing the world. In 
particular, as this document argues, technolog-
ical fixes alone are not enough. They need to be 
complemented by other forms of innovation, for 
example in terms of local community organization, 
and financial innovation. In particular, in addition 

to providing cheap water supply and sanitation, 
creating opportunities for credit will make these 
services affordable for the poorest people living 
in developing countries. Microcredit and other 
community savings models are already currently 
being implemented in the WSS context, leading 
to concrete and measurable results. UNU, and 
in particular UNU-INWEH and UNU-MERIT, want 
to commit themselves to undertaking relevant 
research in this area, and contribute to imple-
menting this research in specific policy context. 
Therefore, the current document must be seen as 
the start of a trajectory of cooperation, which can 
also be widened to other UNU-institutes, towards 
implementation of the UNU’s goals of contributing 
to human development and a better world.

Zafar Adeel, 
Director

Bart Verspagen, 
Director
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Across rural regions in particular, inadequate 
access to water supply and sanitation (WSS) 
services negatively affects women more than 
men. Women and girls are twice as likely as men 
(and boys) to bear the burden of water collection 
that requires walking long distances in search of 
improved sources. Collecting and carrying large 
amounts of water is physically demanding and 
limits time available to pursue educational, profes-
sional and leisure activities. Indeed, women lose 
about forty billion hours each year in daily water 
collection in SSA - time that could be redirected 
towards other socio-economic and productive 
activities. Moreover, women and girls risk physical 
and sexual assualt when collecting water or trying 
to find a dignified location to relieve themselves.

Given the need for sustainable access to WSS 
in rural Sub Saharan Africa for improved quality 
of life, universal access becomes a moral and 
practical imperative. Water is necessary for health, 
food production, economic activities and envi-
ronmental integrity. In order to attain national 
water supply and sanitation (WSS) Millennium 
Development Goal targets by 2015, developing 
country governments need to advance their 
rural WSS services coverage. In Sub Saharan 
Africa in particular, scaling up functional, quality, 
reliable and affordable WSS facilities among rural 
populations is a significant impediment. Moreover, 
in most cases rural households find it difficult to 
raise up-front capital that is often required for the 
construction of facilities. 

SUMMARY
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SUMMARY

Self-sustaining micro financed facilities can 
be realized for equitable and safe rural WSS 
provision. A systematic model through which 
sustainable rural WSS-related micro financing can 
be attained is currently lacking. Self-supply, while 
contested with respect to issues of responsibility, 
is a feasible option given that there is money 
to be made in service delivery and the fact that 
many rural families pay considerably more for their 
drinking water through informal water providers, 
without any guarantee of quality. This does not 
have to undermine government responsibility 
for provision; rather accelerate the scale up and 
out of rural access and put community-based 
mechanisms in place for sustainable interven-
tions that can be incorporated into national WSS 
strategies as they become established.  Moreover, 
it overcomes the primary challenge in self-supply 
– that of up front funds for infrastructure. Given 
that key principles of successful microfinance 
(including shared solidarity and mutual account-
ability, access to capital, capacity development 
and ownership) are similar to and supportive 
of the principles of sustainable WSS interven-
tions (community engagement and ownership, 
capacity development, financial accountability), it 
makes sense to explore this as a mechanism for 
self-supply in rural settings in order to increase 
access in a timely manner.  

 UN Photo/Myriam Asmani
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SUMMARY

A co-operative microfinance framework would 
potentially share the financial and social costs and 
benefits between communities and governments. 
Many of the benefits that accrue through WSS 
access are realized by the community (through 
increased health, school attendance and time 
savings) and the government (through reduction in 
requirements for other services, such as healthcare, 
and improved productivity that supports national 
growth). The framework demands active and 
coordinated government support through specific 
related ministries (water and sanitation, health, 
finance, rural development, public works, etc.). It 
relies on continued village demand for improved 
WSS facilities and willingness to effectively engage 
in the revolving RoSCA schemes. Additionally, it is 
founded on clear division of responsibilities among 
four main stakeholders for the transparent and 
accountable operationalization of interventions. 
The revenue generated, in addition to paying for 
the operation and maintenance of the system(s) 
can be used to acquire or expand additional 
basic household services. As a result, co-operative 
members are able to engage in other water and 
non-water related entrepreneurial activities, to 
add on to the WSS-fund and strengthen the local 
economy more generally. However, the framework 
is flexible and not limited to WSS provisioning.

SUMMARY



Photo Caption



9

Access to potable drinking water and secure 
sanitation facilities is recognised as a human right. 
However, the importance of water, particularly in 
rural communities, lies not only in its requirement 
for sustaining life.  Water is necessary for food 
production, some economic activities and envi-
ronmental integrity, which all contribute to human 
wellbeing. Globally, clean water is under threat 
from damaging human activities including the 
release of untreated wastewaters into aquifers and 
surface waters.

1.1 Why focus on rural water and 
sanitation provision in Sub-Saharan 
Africa?

Sub-Saharan Africa (SSA) still lags behind its 2015 
regional development goal targets on access to 
improved drinking water (78% versus the current 
66%; AUC et al., 2012) (Box 1) and sanitation 
facilities (70% of the population still lack access 
to improved sanitation facilities; JMP, 2012) (Box 
2). Service coverage is worst across rural regions 
owing to high capital costs and minimal returns on 
investments among other difficulties (Hutton, 2012; 
Banerjee et al., 2009). At the same time, overseas 
development assistance by both traditional (e.g. 

OECD countries etc.) and emerging (e.g. BRIC 
countries etc.) development partners as well as 
private investors is minimal or absent across most 
rural water sectors in SSA (WHO, 2012). This is 
largely due to the remoteness, inaccessibility and 
the financially unattractive nature of rural water 
markets (Hunter et al., 2010). 

Compared to urban water provisioning, rural water 
supply in most developing countries and SSA in 
particular, is unique in several aspects. First, mar-
ginalized, poor and sparsely populated rural 
households are the main customers. Compared 
to urban customers, rural-based customers often 
have lower willingness (and abilities) to pay for 
quality basic services including improved water 
supply and sanitation (WSS). However, lower 
population densities may result in lower levels of 
contamination in the first place. Second, localized 
small scale systems are often used to abstract, 
store, treat and convey safe water (as well as 
dispose of wastewater and human excreta) within 
and across communities.

Introduction

CHAPTER 1

Introduction
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Box 1:   Domestic water source types

Improved* Unimproved

Public taps or standpipes Unprotected dug wells

Tube wells or boreholes Unprotected springs

Protected dug wells Tanker trucks

Protected springs Carts with small tanks or drums

Protected rainwater Surface water (river, dam, lake, 
pond, stream, irrigation channel, 
etc)

Bottled water**

Piped water into dwellings, plots 
or yards

* Sources whose quality is assured locally or by a central agency.

**Only if from an improved water source.

Source: UNICEF and WHO (2012).

Third, few stakeholders are interested in engaging 
with rural WSS supply partly due to the non-
profitability of the sector – owing to scope and 
customer density diseconomies. Fourth, rural 
water supply relies largely on communal raw 
water sources including swallow wells, shallow 
boreholes, rivers and natural springs. Water avail-
ability and quality in these public supply sources 
varies across seasons and from one locality to 
another. Fifth, rural communities are more likely to 
practice open defecation and rely on unimproved 
sanitation facilities. Indeed across the 35 African 
countries that were studied for the 2012 global 
water update report, piped water is non-existent 

among rural communities while open defecation 
is practiced by over 60% of rural households (JMP, 
2012).

While most communities are motivated and 
have the knowledge on how to locally abstract 
and distribute non-piped, but improved, water 
services as well as construct suitable sanitation 
facilities, they fail to operationalize these ideas. 
This is mainly due to the lack of start-up capital 
(Banerjee et al., 2009; Hunter et al., 2010), that is, 
costs related to the design and construction of 
WSS facilities. Many governments cannot afford 
the large upfront financial investments required 
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for infrastructure development, so in many cases 
responsibility is devolved to the local level. At 
this scale, governments and NGOs, as well as 
community members themselves, become re-
sponsible for water and sanitation service delivery. 
To improve the likelihood of sustainability, 
some programmes require co-financing, where 
households contribute part of the money, labour 
or materials to build facilities. In other cases, 
facilities are owned by the relatively wealthier 
community members and sometimes shared 
(freely or at a cost) with neighbours. Under either 
scenario, it is important to ensure that provisions 
are made for the ultra-poor. The legal status of 

specific communities could further hinder access 
to improved WSS services – especially if provided 
by the government.

At the household level, water consumption in 
sufficient quantity and quality (i.e. minimum of 25 
litres per capita per day; Kessides, 2004) is a basic 
human right (United Nations, 2010) indispensable 
for a healthy and productive life - reduced disease 
incidences, reduced health-related costs and 
improved socio-economic development (Hutton, 
2012). Of the 26 countries around the world with 
under-five mortality rates above 100 deaths per 
1,000 live births, 24 are in SSA (AUC et al., 2012). 

Introduction

Box 2:   Domestic sanitation facilities

Improved* Unimproved

Pit latrines with slabs Pit latrines without slabs 

Composting toilets Open pits

Ventilated improved pit (VIP) latrines Hanging or bucket latrines

Flush or pour-flush to:  
- Piped sewer systems 
- Septic tanks 
- Pit latrine

Shared or public toilets/latrines

Open defecation (in fields, forests, 
bushes, water)

Flush or pour-flush not to piped 
sewer systems, septic tanks or pit 
latrines

* Neither shared nor public but located within households.

** Human excreta are not separated from human contact.

Source: UNICEF and WHO (2012).
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Children living in rural areas, marginalized com-
munities and from poor households are the most 
at risk of both neonatal (death within the first 28 
days of birth) and under-five mortality (AUC et al., 
2012). Diarrhoeal diseases are among the main 
killers accounting for 15% of under-five deaths 
worldwide, second only to pneumonia (18 %) (AUC 
et al., 2012). 

The incidence of water-based (e.g., schistoso-
miasis), waterborne (e.g., cholera), water-related 
(e.g., malaria) and water-washed (e.g., scabies) 
diseases can be abated through the sustainable 
and affordable universal access to improved WSS 
and better hygiene (Hunter et al., 2010; Prüss-
Üstün et al., 2008).  Indeed, investments in these 
three intervention areas across SSA have been 
shown to reduce mortality rates – equivalent to 
about 71 million DALYs averted (Haller et al., 2007). 
In addition to mortality as a result of the diseases 
themselves, half of the malnutrition-related deaths 
among children are attributable to repeated 
diarrhoea or intestinal nematode infections due to 
unsafe water, inadequate sanitation or insufficient 
hygiene (Prüss-Üstün et al., 2008). Other impacts of 
chronic diarrhoea over the long term can include 
delayed mental and physical growth as a result of 
compromised nutritional levels (Hunter et al., 2010). 

Across rural regions in particular, inadequate 
access to WSS negatively affects women more than 
men. Women and girls are twice as likely as men 
(and boys) to bear the burden of water collection 
that requires walking long distances in search for 
improved sources. Collecting and carrying large 
amounts of water is physically demanding and 
limits one’s time to pursue educational, profes-
sional and leisure activities (WSP, 2010). As noted 
by Cosgrove and Rijsberman (1998), women lose 
about forty billion hours each year in daily water 

UN Photo/Mark Garten
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collection in SSA - time that could be redirected 
towards other socio-economic and productive 
activities. 

The absence of improved pit latrines at the 
household level limits women’s privacy, com-
promises their comfort and endangers their 
hygiene and dignity (WHO, 2012). In cases where 
sanitary facilities are shared among households, 
their cleanliness or accessibility by children, the 
elderly or physically challenged or at night is 
not always guaranteed (JMP, 2012). The absence 
or inadequate provision of separate male and 
female sanitary facilities at schools contribute to 
irregular school attendance and/or high dropout 
rates of females, particularly post-puberty (Brock-
lehurst and Bartram, 2010). The alternative - open 
defecation - threatens the personal safety of 
women and children, as they may become targets 
of sexual harassment, attacks by wild animals or 
suffer other injuries. Moreover, open defecation is 
a significant health hazard as faeces are washed 
into surface or compromised ground water bodies 
during rainfall and flood events (Reis and Mollinga, 
2012). 

Overall, sustained access to improved WSS facilities 
for rural households generally results not only in 
better hygiene and living standards, but contrib-
utes to higher literacy rates (especially among 
girls), increased labor productivity (especially 
among women) and strengthened environmental 
sustainability. Across SSA for example, each US 
dollar spent in advancing improved WSS facilities 
has been demonstrated to result in economic 
returns of between 2.5 and 2.8 (Hutton, 2012). 

Given the need for sustainable access to WSS in 
rural SSA for improved quality of life, universal 
access becomes a moral and practical imperative. 

One potential financing solution that is currently 
underutilized in the WSS sector is micro financing. 
While literature includes some studies on effective 
WSS-related (micro) financing (Section 2.2), a 
systematic model through which sustainable rural 
WSS-related micro financing can be attained 
is lacking. This paper outlines a framework by 
which self-sustaining micro financing facilities 
can be realized for equitable and safe rural WSS 
provision. The paper relies on a systematic desk 
research with a particular focus on the rural WSS 
sector in SSA.
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Many approaches exist for financing rural WSS 
provisioning. Across most SSA countries and in 
the absence of national government support, 
non-governmental entities tend to facilitate rural 
WSS advancement. These include private small 
scale vendors, faith-based groups and civil society 
organizations as well as internationally financed 
development agencies.  These stakeholders not 
only provide WSS services, but transfer techno-
logical knowhow to rural communities. Never-
theless, their operations tend to be sporadic, 
project-based and conditional on the availability 
of support funds – whose target recipients, extent 
and duration depend on foreign policy agendas 
of donor governments. Within this framework, 
once the funds are expended, activities subse-
quently end, in many cases with little thought to 
the sustainability of WSS services post-project. In 
addition, most of these stakeholder operations are 
unregulated, uncoordinated and tend to overlap, 
threatening the sustainability of rural development 
operations. 

To mitigate these risks, active (in)direct support 
of the government to rural community programs 
(rather than projects, see Section 3) is essential. 

Indeed, given that WSS is one of several sectors 
for which governments incur high opportunity 
costs for exclusive provision (i.e. merit-services; 
Savenije, 2002; Mbuvi, 2012:2-3), it is the role 
of governments to (wholly or partly) construct 
and maintain rural WSS systems. However, 
government interventions in the form of subsidies 
(among other social transfers) are often delayed, 
inadequate or absent among local communities 
(Cardone and Fonseca, 2006). Moreso, and given 
their informality and small operating scales, these 
rural WSS delivery operations hardly suit, attract 
or benefit from large scale funding by mainstream 
formal financing institutions such as commercial 
banks (Fonseca et al., 2007). As noted in Morduch 
(1999), it is much cheaper for commercial banks to 
administer large credits/loans to few customers 
than small loans to more borrowers. 

For equitable and sustainable access to safe WSS 
services, local micro financing provides an alter-
native avenue through which rural households 
can organize themselves and mobilize funds 
to acquire, maintain and/or improve their WSS 
facilities. Micro financing entails the provision of 
relatively low interest rate loans or grants to (poor) 

Financing Rural Water and Sanitation 
Provision: Models and Challenges

CHAPTER 2

Financing rural water and sanitation provision: Models and challenges
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community members for the establishment and/
or expansion of small-scale income generating 
activities (Bateman, 2010). Typically, clients seek 
micro loans for non-WSS related micro businesses 
with the expectation of immediate economic 
returns, but there is no reason that they cannot 
support WSS-related micro enterprises. As noted 
in Cardone and Fonseca (2006:25): 

“Microfinance provides access to lump sums and/
or saving small amounts of money by beneficiaries 
who are excluded from formal sector financial in-
stitutions because of their low asset level, subsis-
tence-level activities and the high costs involved 
in lending. Key characteristics of microfinance in-
stitutions are that they are local level operations 
that rely upon social and ‘solidarity’ economy 
principles in order to enhance the mobilization of 
financial resources”

Nonetheless, micro financing is not a panacea 
for sustainable financing of rural WSS services, 
especially in rural populations. Specifically, issues 
can arise around exclusivity and inequity, even if 
inadvertently (e.g. Bateman, 2010; Mader, 2011; 
Sinclair and Korten, 2012). A case study in Vietnam 
found that a rural household water and sanitation 
micro financing programme only benefitted 
medium and higher income households (Reis and 
Mollinga, 2012). While in principle the loans were 
available to everyone, they were conditional on ac-
quisition of septic tanks, which have a high water 
demand and are therefore unaffordable for most. 
Households can also divert micro loans meant for 
water and/or sanitation-related micro-enterprises 
to other activities and continue to rely on alterna-
tive (and potentially unimproved) water sources. 
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2.1 Microfinance:  Historical overview

 
December 1997 marked the enactment of 
resolution 52/194 by the UN General Assembly 
(UN, 1997). The resolution underscored the efficacy 
of micro credit programmes as tools in liberating 
people from poverty, empowering vulnerable 
groups and increasing citizenry participation in 
socio-economic and political processes. The 
Assembly subsequently called upon the relevant 
organizations including UN bodies, to explore the 
use of micro credit in anti-poverty initiatives. During 
the same year, RESULTS Educational Fund - a U.S. 
based non-profit agency - organized the first Micro 
Credit Summit (www.microcreditsummit.org). The 
meeting highlighted the use of microfinance by 
the international development community as a 
mechanism for attaining the Millennium Develop-
ment Goals (MDGs). To support worldwide imple-
mentation of microfinance, 2005 was named the 
UN International Year of Micro Credit. 

Micro credits have long been used to (re)build 
local, regional and national economies. Following 
the Second World War for example, different gov-
ernments relied on micro financing (e.g. through 
credit unions, financial cooperatives, national 
credit banks and small-scale non-state mutual as-
sociations) to foster small-scale enterprises for fair 
and equitable, bottom-up socio-economic devel-
opment (Bateman, 2010). Countries such as Japan, 
Spain and (northern) Italy utilised conditional micro 
loans to nurture enterprises with long-term socio-
economic growth potential (agriculture, service 
industry, manufacturing, etc.). These micro credits 
targeted specific deliverables such as the intro-
duction of new technologies or ideas especially 
among marginalized and vulnerable communities 
(Bateman, 2010). Beneficiaries were encouraged to 
save accrued returns and reinvest in the expansion 

or maintenance of their productive enterprises. 
Savings by community members were also 
recycled in the form of capital for further micro 
loans by the local credit banks, unions or associa-
tions (Bateman, 2010).

The micro financing concept was coined in 1976 
when Nobel laureate Dr. Muhammad Yunus 
launched a research project in Jobra village, 
Bangladesh with the aim of eliminating exploi-
tation of the poor by profit-maximizing money-
lenders (Bateman, 2010, see also Fonseca et al., 
2007). The project provided micro loans to landless 
poor households in rural areas. This created op-
portunities for self-employment and accrued 
mutual benefits for the project as well as the poor 
population (Fugelsang and Chandler, 1997). The 
project ultimately resulted in the formation of the 
Grameen Bank in 1983. Subsequently, the term 
micro financing has widely been used to refer to 
the provision of small loans and credits (savings 
and insurance services) to the poor for use in es-
tablishing small scale enterprises (Fonseca et al., 
2007; Bateman, 2010). 

“Acquisition of WSS- 
related micro 

loans or credits must 
be demand-driven, as 
well as organized and 
controlled by local 
community groups with 
a mandate for WSS 
initiatives.

“
Financing rural water and sanitation provision: Models and challenges
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2.1.1 Microfinance typologies 

Overtime, two distinct micro financing models 
have evolved. The first stems from the original 
research project in Jobra village and the Grameen 
Bank. The model, as noted in Counts (2008), builds 
on the fact that every individual, rich or poor, has 
an entrepreneurial potential that is realizable even 
with the smallest amount of financial support. 
Nurturing this potential is expected to result in 
economic returns and savings that community 
members can use to repay or acquire extra loans 
and/or obtain and maintain additional basic 
services. As such, the model is founded on social 
aims that are embedded in poverty alleviation, 
empowerment of marginalized groups and sus-
tainable reduction of the socio-economic gap 
between the poor and the rich (Bateman, 2010). 

In order to subsidize loans and remain finan-
cially viable, not-for-profit microfinance institu-
tions (MFIs) rely on grants from national govern-
ments, local or foreign NGOs and savings by their 
clients. The Grameen bank, for example, received 
extended financial support from the Bangladesh 
government as well as external donors (Counts, 
2008). This makes it easier for beneficiaries to 
acquire micro credits with low/below market 
interest rates. To reach out to more resource-poor 
clients and attract new cross border financiers, 
most not-for-profit MFIs set up several opera-
tion-centers in diverse regions within a territory. 
In case of specific repayment difficulties, clients 
often fall-back to their local solidarity networks, 
networks built on mutual trust and respect within 
and across families, neighbors and community 
members. Thus, the sustainability of not-for-profit 
MFIs depends on sufficient and reliable capital 
injection, adequate savings and high repayment 
rates.  

The second micro financing typology that has 
variedly been denoted as the ‘new wave micro 
financing’, ‘micro credit privatization’ or ‘micro 
credit commercialization’ (Bateman, 2010; Mader, 
2011) assumes that governments are inefficient 
and unreliable in assuring basic services, especially 
to marginalized populations. As such, socially-
conscious private sector entities should take over 
the government role of providing basic public 
services, with the exception of law enforcement, 
national defense and foreign policy. Moreover, 
it is assumed by the typology’s proponents that 
the poor are already accustomed to paying high 
interest rates and hence they can bear the full 
costs of credit delivered to their doorsteps (e.g. 
Brau and Woller, 2004). 

The commercialization of MFIs has largely been 
driven by neoliberal ideologies of the 1990s, 
championed by the World Bank (Bateman, 2010). 
These reforms seek to (i) downsize bureaucratic 
Weberian governance structures, (ii) deregulate 
public service sectors in attempts to reduce costs 
and increase the entry, merger, acquisition and 
innovativeness of private entreprises, (iii) expose 
public service sectors to quasi-competition and 
(iv) attain full-cost recovery (Mbuvi, 2012). With the 
growth of profit maximizing MFIs, most not-for-
profit MFIs, such as the Bank Rakyat in Indonesia, 
have been commercialized (Bateman, 2010). For 
other MFIs such as the Compartamos in Mexico, 
commercialization attempts have not been 
successful (Bateman, 2010). In 2001, and under 
pressure from other competing profit-seeking 
MFIs as well as key international financiers, the 
not-for-profit Grameen Bank was commercial-
ized through what Bateman (2010:18) refers to 
as the ‘Grameen II’ project. By the end of 2005, 
the number of clients in the reformed-bank grew 
to more than 5 million from approximately 2.5 
million prior to commercialization. Saving deposits 
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trebled, outstanding loans portfolio doubled and 
500 new branches were opened across Bangladesh 
(Bateman, 2010:19). A very real consequence of 
commercialization has been difficulties in repaying 
loans; profits are used, in part, to incentivize 
increases in client base, resulting in marginal loan 
approvals that ultimately require clients to liquefy 
their assets or engage in illegal activities to source 
funds to repay their loans (Bateman, 2010). 
 
Across SSA since early 2000, MFIs have grown 
in terms of numbers, loan portfolios and active 
borrowers (Table 1). The capital base for most 
MFIs is predominantly financed through deposits 
(and interest on loans) although in some cases, 
cross-border financiers including multinational 
NGOs, multinational companies, philanthro-
pists, faith-based charities and other international 
financing institutions inject capital (MIX and CGAP, 
2010). More than half of these loans are consump-
tion loans; they finance consumptive goods and 
services such as health, education and housing 
(mortgage). Interest rates vary from country to 
country and depend on the “target clientele, 
operation area, range of loan products, institu-
tional type and/or the amount of individual loan 
disbursed” (MIX and CGAP, 2010: 21). Since most 
MFIs are profit maximizing, only the rich who tend 
to reside in urban areas can afford and benefit from 
the services. As noted by Bateman (2010:166); 

“the new wave microfinance model has all the 
required attributes of an anti-development inter-
vention; an intervention that initially feels good 
but ultimately undermines economic and social 
development, and so also largely frustrates the 
objective of sustainable poverty reduction”. 
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Table 1:   Growth of microfinance institutions in SSA, 1998 - 2011

Country Project Title 1998 2002 2006 2011

Benin MFIs 1 16 11 13

Active borrowers 6,669 171,913 107,225 234,560

Gross loan portfolio (USD) 3.3 m 74.7 m 75 m 128 m

Kenya MFIs 2 6 16 19

Active borrowers 4,121 145,234 661,019 1.1 m

Gross loan portfolio (USD) 4.8 m 48 m 236 m 1.7 b

Madagascar MFIs 2 10 8 7

Active borrowers 1,908 30,794 44,392 111,971

Gross loan portfolio (USD) 942,879 9.2 m 13.8 m 73.1 m

Nigeria MFIs 1 5 9 39

Active borrowers 2,982 40,165 311,238 977,297

Gross loan portfolio (USD) 156,548 1.96 m 25 m 186 m

South Africa MFIs 1 12 3 2

Active borrowers 8,632 1.8 m 411,521 9,132

Gross loan portfolio (USD) 934,137 179.3 m 133 m 25.8 m

(M)  represents millions; while (B) denotes billions.
Data source: Microfinance Information Exchange, 2012
(http://www.mixmarket.org/mfi/region/Africa/, accessed November, 2012).
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2.1.2 Microfinance institutions

Whether not-for profit or for-profit, MFIs can be 
established as formal, semiformal or informal insti-
tutions (Schreiner, 2001; Matin et al., 2002). 

Formal microfinance institutions
Formal MFIs are registered financial entities that 
operate under national (non)banking legislation or 
specific microfinance laws. This varies across SSA, 
with specialized microfinance laws in Ethiopia, 
Kenya and Madagascar (MIX and CGAP, 2010), while 
in other countries like Sierra Leone, microfinance 
laws are under development. In other countries 
such as Angola, Ghana, Malawi and South Africa, 
MFI laws are entrenched in national (non)banking 
legislation governing all financial institutions (MIX 
and CGAP, 2010; Chatterley et al., 2013). Formal 
MFIs include development banks, commercial 
banks, postal banks and other non-bank financial 
intermediaries (e.g. the European Bank for Recon-
struction and Development). Recipients constitute 
the richest or most actively entrepreneurial clients 
across both rural and urban regions.

Semiformal microfinance institutions
Semiformal MFIs are often registered as NGOs, 
credit unions or village banks with special charters 
such as the (original) Grameen Bank (Matin et al., 
2002). Generally, semiformal MFIs are licensed 
and supervised by government agencies rather 
than the banking authorities (Ledgerwood, 1999). 
Credit unions are special member-driven self-help 
financial institutions organized by, and comprised 
of, members from a particular group or organiza-
tion who agree to jointly save money and provide 
loans to each other at reasonable interest rates. 
Credit unions are often not-for-profit. In developing 
countries, credit unions constitute more than 9 
million members - 60% of whom are in Africa and 
the Caribbean (Srnec and Hejkrlík, 2005). In many 

SSA countries, the term ‘Savings and Credit Co-
operative Organization’ or SACCO commonly 
denotes credit unions. Usually, SACCO members 
share common traits such as religion or profession. 

Village bank processes are similar to credit unions 
in that they are member-owned (Ouattara et 
al., 1999). However, capital is often provided by 
an NGO or other cross-border financiers. This 
capital is then used to provide micro loans to 
members without collateral (Srnec and Hejkrlík, 
2005). Members can be individuals, groups or 
group members. For group lending, a trial period 
is normally established during which one or two 
group members are first given a micro loan. Other 
group members are not eligible for further micro 
loans until the first group-borrowers have repaid 
their loans (Nelson et al., 1996). Through such peer 
pressure and support among group members 
resulting from an emphasis on solidarity networks, 
village banks can ensure high repayment rates. 
Beneficiaries are encouraged to save with the 
village bank, thus contributing to the bank’s 
capital. In other cases, micro loans are linked to 
savings in such a way that, the more one saves, the 
more they can borrow (Nelson et al., 1996).            
                                                                           
Beneficiaries can elect their own bank leaders 
while group members are free to define their own 
bylaws, select new members, manage their funds, 
audit their accounts and solve internal disputes 
(Nelson et al., 1996). Capacities and skills are easily 
diffused and advanced among groups. This facili-
tates ownership and control of local social devel-
opment initiatives including safe WSS provision.

Informal microfinance institutions
Informal MFIs comprise self-regulated and un-
registered credit and savings providers such as 
individual money lenders and other self-help 
groups, including the Rotating Savings and Credit 
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Associations (RoSCAs). Informal MFI activities can 
be legal or illegal; permanent or temporal.1  Mon-
eylenders are the most common type of informal 
providers in developing countries and extend 
credit at high interest rates (up to 120%, see Arney 
et al., 2008: 3). They often act as a substitute to 
the information-intensive, collateral-based formal 
MFIs, especially for populations with insufficient or 
no collateral (Guirkinger, 2008).

Self-help groups (SHGs) are generally composed 
of 10-20 women or men. They operate under a sav-
ings-first model where members’ savings are used 
to fund different initiatives (Manak and Pradesh, 
2005). These initiatives are decided upon by the 
individual members when it is their turn to receive 
the funds – e.g., to start up small enterprises or 
buy household goods and services. RoSCAs are 
among the earliest self-help mechanisms used by 
households to provide saving and credit facilities. 

1	 For a detailed discussion of diverse MFI categories, see 
Matin, et al 2002 and the references therein.

Consequently, RoSCAs are diversely referred to as 
esu (Bahamas), susu (Tobago), sou (Trinidad), arisan 
(Indonesia), paluwagan (Philippines), gameya 
(Egypt), ekub (Ethiopia), cuchubal (Guatemala), 
tontines (West Africa), pasanaku (Bolivia) and 
andas (Central America) (Seibel, 2005). 

RoSCAs entail the collection of prior-agreed sums 
of money from a number of people at regular 
intervals. A treasurer - who can be replaced 
annually, or according to established terms, is 
appointed democratically within the group. Funds 
collected at any one meeting are transferred to 
each member in turn in the form of a grant. Each 
participant collects the same amount of funds 
following each group-contribution cycle. Members 
can belong to multiple RoSCAs simultaneously for 
diverse purposes and specific periods of time. 
Table 2 provides a comparative analysis of 
informal, semi-formal and formal MFIs in SSA. 
Since activities of most informal MFIs are publicly 
unknown, a specific case for the category is not 

““Asignificant advantage 
of village banking is 

the promotion of autonomy 
and independence among 
its members, along with its 
flexibility to adapt to local 
cultural norms.
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provided, although approximations for different 
aspects are made. As mentioned earlier, and illus-
trated in Table 2, activities of most formal MFIs are 
regulated by the government (through the central 
bank). Formal MFIs target economically active 
poor and middle income clients in both rural and 
urban regions. They are largely for profit agencies 
and charge higher interest rates. Often, borrowers 
are required to show successful previous business 
experience, have economically stable guarantors, 
provide sufficient liquefiable security (e.g., title 
deeds) and/or provide official personal documen-
tation (e.g. birth certificate). This can be prob-
lematic, especially in rural areas.  For example, in 
2005, only 34% of rural Kenyans had birth certifi-
cates.2 For this reason, NGOs such as PLAN have 
underpinned development with facilitating access 
to identification papers.

2	 http://plan-international.org/birthregistration/resources/
country-case-studies/kenya

Formal MFIs also offer differentiated loan 
products, provide additional services such as 
consultancy, and target income generating micro 
enterprises such as those in the manufacturing, 
transport, retailing and service sectors. Compared 
to semiformal and informal MFIs, they offer higher 
maximum micro loan sizes per borrower and rely 
largely on foreign capital in the form of low interest 
loans from e.g. the International Finance Corpora-
tion, among other emerging market financiers.

All MFIs channel and build their services around 
solidarity networks such as women/men groups, 
youth groups or community groups. For sustain-
ability, most MFIs (especially in the formal category) 
target female clients for their high repayment rates 
and offer prior training to borrowers on different 
business opportunities and debt management as 
part of the micro loan. 

UN Photo/Evan Schneider
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Table 2:   Comparative analysis of microfinance institutions in Sub-Saharan Africa 

Type of micro finance institution

Aspect  Informal Semi-formal Formal

MFI name & 
country

Community-
based

Money lenders DECSI, Ethiopia 
(Tigray)**

MEC APROVAG, 
Senegal¥

Equity Bank, 
Kenya8

UOB, Rwanda±

Year 
established

N/A N/A 1997 1988 Mid 1990s1  2007

Regulated No No Yes No Yes Yes

Clients (count) 1 (minimum) 1 (minimum) > 200,000 N/A 5.1m (with deposit 
accounts)

> 120,000 (88% 
women)

Active 
borrowers 
(AB)*

1 (minimum) 1 (minimum) 356,372 1050 (30% women) 664,269 41,135

Personnel 
(count)

1 (minimum) 1 (minimum) N/A 15 5,781 240

AB per staff 
(ratio)

N/A N/A N/A 70 115 171

Branches or 
offices

1 (minimum) 1 (minimum) 9 (96  sub-branches) Located in 7 towns 692 9 (presence in ≥ 30 
districts)

Recipients Poor with or 
without business 
potential

Poor with business 
potential

Poor civil servants, 
farmers & SMEs 
without other 
formal MFI’s 
support

Mainly peasant 
banana farmers

Economically active 
youth, women, 
farmers, etc 

Economically active 
poor and middle-
income persons or 
groups not served 
by other commercial 
banks

Rural or 
urban 

Mainly rural Urban & rural Urban (20%), rural 
(80%)

Rural Urban & rural Urban & rural

Purpose Household 
consumption 
goods & services, 
SMEs, etc

Household 
consumption 
goods & services, 
SMEs, etc

Agriculture, 
handicrafts, local 
trade and service 
rendering SMEs

Agriculture, trade & 
education

Transport, trade, 
construction, 
manufacturing &  
other service sector 
SMEs

Farming, 
manufacturing, 
retailing

Rendered 
services

Grants, micro 
loans, savings

Micro loans, 
savings

Micro loans, 
savings, fund 
transfer

Micro loans, savings Micro loans, savings, 
fund transfer, 
training and 
consultancy

Micro loans, savings,  
training, consulting, 
insurance, 
remittances

* 	 With outstanding loans. 
** 	 Debit Credit and Savings Institution S.C (http://www.bds-ethiopia.net/finance/dedebit.html, assessed Nov 2012).
¥ 	 Mutual Savings and Loan Association of Banana Producers in the River Valley Gambia 
   	 (http://www.aprovag.org/mutuelle.html, assessed Nov 2012).
8 	 As at September 2012.
±  	 Urwego Opportunity Bank [ a merger between Urwego Community Banking founded in 1997 and Opportunity International 	
	 Bank of Rwanda, see http://www.uob.rw/, assessed Nov 2012. Data are from June, 2012.
N/A: 	 Missing information; SMEs: Small and medium entrepreneurs; REST: The Relief Society of Tigray; NBR: National Bank of Rwanda.
         	 Source: Own compilation. Information was also sourced from Microfinance Information Exchange, 2012.
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1 The bank was originally established as Equity Building Society in 1984 
  (see, http://ke.equitybankgroup.com/index.php/about/our-history - Assessed November 2012).
2 However, micro loans to youth borrowers for example, attract lower interest rates between 8 – 10%.
3 As at Oct 2012, the National Bank of Rwanda charged 8.46% and 17.14% interest rates on deposits and lending (loans), respectively; see 
  http://www.bnr.rw/, Assessed Dec 2012.

Table 2 CNT’D:   Comparative analysis of microfinance institutions in Sub-Saharan Africa 

Type of micro finance institution

Aspect  Informal Semi-formal Formal

MFI name & 
country

Community-
based

Money lenders DECSI, Ethiopia 
(Tigray)**

MEC APROVAG, 
Senegal¥

Equity Bank, 
Kenya8

UOB, Rwanda±

Use of 
solidarity nets

Yes Yes Yes Yes Yes Yes

Gross loan 
portfolio (USD)

N/A N/A 107m (63m 
deposits)

N/A 1.45b (1.65b 
deposits)

15.6m (9.8m 
deposits)

Maximum loan 
size (USD)

N/A N/A 1,649 (30,000 Birr) 
for SME loans. Rest 
loan products have 
smaller maximum 
sizes

N/A 582,072 (50m Ksh) 
for SME loans. Loan 
sizes vary from one 
loan product to the 
other & depend on 
the purpose of the 
loan.

N/A

Average loan 
per client

N/A N/A 300 N/A 2,181 378

Fund sources Own savings, etc Owner savings, 
interest on loans, 
etc

Savings,  interest 
on loans, grants, 
REST (NGO)

Mainly member 
savings,  interest on 
loans

Savings,  interest 
on loans, grants, 
international 
financing

Savings, loans, 
grants, international 
financing (from 
development banks, 
etc) 

Interest rate 
(IR)

Low High 15% (monthly 
installments) or 18% 
(in case of end-term 
installments

N/A 18%  ≥  IR  ≤ 30%2 N/A3 

Repayment rate N/A N/A N/A N/A N/A N/A

Sustainability 
(how assured)

N/A N/A To be eligible, 
clients need to 
show sustained 
source of income or 
(potential) business 
cash flow

Have diversified 
farming activities 
and extended 
eligibility to other 
individuals with 
income generating 
SMEs 

To be eligible, 
clients need to 
show previous 
business experience, 
economically stable 
guarantors or 
liquidable security 
(e.g. title deed) 

For new loans, 
group members or 
individuals have to 
show previous high 
repayment history 
and viable business 
potentials

For-profit No Yes Yes No Yes Yes
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2.2 Application of microfinance to   
rural water and sanitation services

While SSA is one of the regions where WSS access 
has not achieved regional and national targets 
under MDG7c, the disparity between the “haves” 
and “have-nots” is most pronounced between 
urban and rural populations.  Indeed, even with 
the global MDG target of reducing by half the 
number of people without access to improved 
drinking water and adequate sanitation by 2015 
having been met by 2010, rural communities lag 
urban counterparts.  In SSA, where approximately 
37% of the population lives in urban settings, 
only 51% of the rural population have access to 
improved drinking water (compared with 84% of 
the urban population) and 24% have access to 
adequate sanitation (compared with 42% of the 
urban population) (JMP, 2013).

The reasons for this discrepancy are many-fold and 
include issues of access, infrastructure, population 
density and capacity. Despite being a government 
responsibility in many SSA countries, more and 
more the burden of supply is falling to NGOs and 
communities themselves.  This self-supply, while 
contested with respect to issues of responsibility, 
is a feasible option given that there is money 
to be made in service delivery and the fact that 
many rural families pay considerably more for their 
drinking water through informal water providers, 
without any guarantee of quality. Given that key 
principles of successful microfinance (including 
shared solidarity and mutual accountability, access 
to capital, capacity development and ownership) 
are similar to and support the principles of sustain-
able WSS interventions (community engagement 
and ownership, capacity development, financial 
accountability), it makes sense to explore this as a 
mechanism for self-supply in rural settings in order 
to increase access in a timely manner.  

“M icrofinancing should not undermine 
government responsibility for provision; 

rather accelerate the scale up and out of rural 
access and put community-based mechanisms in 
place for sustainable interventions that can be 
incorporated into national WSS strategies as they 
become established. Moreover, it overcomes the 
primary challenge in self-supply – that of up front 
funds for infrastructure.

“
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Photo Caption

 As many of the benefits that accrue through WSS 
access are realized by the community (through 
increased health, school attendance and time 
savings) and the government (through reduction in 
requirements for other services, such as healthcare, 
and improved productivity that supports national 
growth), a co-operative microfinance framework 
would potentially share the financial and social 
costs and benefits between the two groups. 
Indeed, there are many local examples of commu-
nities running WSS systems and using payments 
for i) operation and maintenance; ii) expansion; 
and, iii) other community social services, such as 
education subsidies.

While micro financing appears to be a potential 
solution for self-supply in rural communities 
(Trémolet and Muruka, 2013; Trémolet and Kumar, 
2013; EUWI-FWG and SHARE, 2012), it is clear that 
few studies exist on microfinance-leveraging for 
rural WSS provision. Table 3 provides a literature 
overview of several cases that piloted or specifi-
cally focused on rural WSS micro financing. Micro-
finance support for rural WSS started in the late 
1990s. In most cases, MFIs target rural households, 
self-help groups and water boards (in the case of 
Ghana) with serious WSS access difficulties and 
the potential to accumulate self-group savings. 
In Vietnam and Tamil Nadu in India, micro loans 
are administered through rural women self-help 
groups or unions. 

In cases where specific governments support or 
subsidize loan facilities, beneficiaries are charged 
low or below market interest rates (e.g., in Vietnam 
and Bolivia). Moreover, such support is correlated 
with increased sustainable WSS facilities-coverage 
among households/community members (Reis 
and Mollinga, 2012). 

UN Photo/Kibae Park
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Table 3:   Earlier studies on rural water and sanitation micro financing1

AUTHOR Period & 
PLACE

Facility Funding 
source

Purpose &  
beneficiaries

Interest 
rates

Administration Effectiveness

Chatterley  
et al., 2013

2013, 
Ntarabana 
sector, Rwanda

Micro 
loans

SACCO 
(Inganza)

Ecosan & biogas 
latrines

2% monthly,  
declining

Solidarity groups 48 sanitation loans 
issued with 100%  
repayment rate 

2013, 
Arequipa, Peru

Micro 
loans

SACCO 
(GESTION)

Peri-urban sanitation 
systems
(septic tanks and 
biodigestors)

30% annual, 
declining

Individual 
households

5 sanitation loans 
issued with 100%  
repayment rate

Reis and 
Mollinga, 
2012  

Since 2004, 
Vietnam

Micro 
loans

Government, 
savings

WSS to households 
without W&S facilities 
or with facilities that 
do not meet national 
standards 

Below 
inflation rate 
(0.9% in 2008)

Through women 
unions

Of all constructed 
facilities, 32 % were 
water supply and 
the rest sanitation 
(septic tanks).

Arney et al., 
2008

Since 2004, 
Tamil Nadu, 
India

Micro 
loans

WSS NGO 
(Gramalaya), 
with support 
from private 
actors e.g., 
WaterPartners 
International, a 
US based NGO 
and BASIX bank

Self-help group 
members to  
construct latrines, 
bathing facilities, 
stand posts, etc

18% (in 2008) Women self-help 
groups

Open defecation 
dropped from 90% 
(pre-program) to 
9% (post-program)

Diarrhoea 
incidences 
declined

Kouassi-
Komlan, 2007

Since 2001,  
Lomé, Togo

Micro 
loans

Private MFIs e.g., 
NGOs

Households with 
serious WSS access 
problems. Mainly 
to construct shallow 
boreholes and rain 
water harvesting 
tanks.

21% plus 2% 
administration 
costs (in 2007)

Individuals who have 
to be guaranteed 
by 2 persons with 
MFI accounts for ≥ 3 
months*

By 2007 ≥ 1,200 
households had 
own water points

Acheampong, 
2007

Since 1995, 
Northern 
Ghana

Micro 
loans

Water Supply 
and Sanitation 
Development 
Boards 
(WSSDBs, 
registered as 
NGOs)

WSS to households 
through  Water 
Boards (who should 
be members of the 
WSSDBs)

Based on 
current 
financial 
market rates

Via Water Boards 
(should be 
guaranteed by a 
specific district 
assembly)

Not clear how 
much WSS 
coverage has been 
attained as a result 
of the micro loans

Mehta and 
Virjee, 2007

Kenya
(pilot project)

Subsidy International 
financing (WSP, 
Kenya, PPIAF, 
GPOBA) through 
K-Rep Bank 
(local MFI)

To small rural water 
projects whose 
owners are registered 
under the Societies 
Act by the Auditor 
General  

N/A Output-based-
capital subsidies 
(paid only after the 
delivery of pre-
determined outputs 
monitored by an 
independent project 
audit consultant)

N/A

*   The micro loan is directly given to a private actor who constructs the WSS facility in collaboration with specific households/		
     borrowers. In rare cases, the micro loan can be transferred directly to individual borrowers.

1  For additional surveys on WSS-related micro financing to the urban poor among other community types in Bangladesh, India and 		
Vietnam, see Mehta (2008).

A Micro Financing Framework for Rural Water and Sanitation provisioning in Sub-Saharan Africa



“
A microfinancing 

framework founded 
on rotating RoSCAs at the 
community level can be used 
to leverage an additional 
“WSS RoSCA” contribution 
that will support sustainable 
rural WSS financing and 
provisioning. These WSS 
RoSCA contributions can be 
used to source a subsidized 
mircoloan and members can 
benefit from reduced fees 
for WSS services.

“
”
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Given the role microfinance and community 
savings play in local development, the following 
framework for community-based WSS financing 
and operation is proposed. In particular, the 
framework calls for the strengthened use of 
RoSCAs, village banks and the active involvement 
of the government alongside assistance from 
NGOs and the private sector. Most rural villages 
in SSA and in most developing countries have 
established self-aid RoSCA groups among 
households. These entail, but are not limited 
to, village member-based groups (one member 
per nuclear household) founded on mutual 
development goals. Members meet and contribute 
agreed x amount of money for specific purposes 
at a time.
 
Traditionally, this money is saved in a common 
account and used to cater for expenses related 
to weddings, funerals, household consumables 
and entrepreneurial activities.  Members can 
borrow from these pooled-funds at low or no 
interest rates (as agreed by members). These 
groups are often large (≥ 20 community members) 
and non-rotational. In other cases, especially 
among women-based groups, members meet in 

a revolving basis and transfer each monthly con-
tribution to one of the members. Membership is 
normally limited to less than 20 members as it is 
easier to manage small groups. In the case of a 
12-member group for example, each member 
receives a one-time amount each year equal to 
12 times the regular monthly payment to use for 
her personal household development. Other co-
operatives form around a particular employment 
activity, e.g. car-washing, where members pay a 
fee to join and the co-operative puts money aside 
for rent (paid back at the end of each month) and 
sickness benefits (accessed when required).

RoSCA groups work on mutual trust and account-
ability among their members. Often, defaulting 
or non-co-oporative members are informally 
penalized either in cash or in kind. Community 
solidarity is paramount for a number of reasons. 
First, groups are more likely to qualify for micro 
loans or credits than individual members. Second, 
it is less costly to provide small loans to a few groups 
that essentially manage themselves, than to many 
different individuals – owing to high economies of 
scale in terms of, for example, low administrative 
costs in visiting clients.  Third, community projects 

A Micro Financing Framework for Rural 
Water and Sanitation Provisioning

CHAPTER 3

A micro financing framework for rural water and sanitation provisioning
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(in this case WSS systems) compared with individ-
ually-sourced initiatives, minimize inequity in rural 
services access. Inequity can occur in cases where 
only richer households are selected to benefit 
from, or apply for, micro loans or credits to build 
exclusive individual facilities. 

To harness and extend this efficacy to other local 
development goals (e.g., acquisition and sustained 
access to WSS facilities), the inclusion of an ‘extra 
RoSCA element’ is proposed (discussed in detail 
in Section 3.1) that is actively supported by the 
government with assistance from other interested 
stakeholders such as NGOs. Most micro credits 
are primarily offered to impoverished groups by 
NGOs. As advanced in Counts (2008), NGOs have 
proven to have the best methods for timely micro 
credit service expansion and outreach as well as 
improved management skills. However NGOs, like 
other external actors, face diverse challenges that 
threaten the sustainability of rural WSS interven-
tions (see Section 2). 

3.1 Proposed micro financing framework

The proposed framework consists of four main 
stakeholders. That is, RoSCA groups, a community 
WSS committee (hereafter CWC), a village bank 
and the government (see Figure 1). 

3.1.1 RoSCA groups 
The rotating-self aid framework, especially in 
groups with less than 20 members reflects a 
structure where monthly contributions are im-
mediately consumed with no opportunities for 
group-savings. This classic RoSCA arrangement 
can be modified by asking for an additional y 
amount of money (extra RoSCA element) to be 
paid alongside the standard RoSCA payment 

by each member. This extra money remains in a 
common-pool reserve fund managed locally by 
the community finance committee that is part of 
the CWC. Essentially, all RoSCA members agree 
(through their participation) for these funds to 
be administered on their behalf by the CWC 
to acquire and sustain locally improved WSS 
facilities. Through their participation in this extra 
RoSCA element, all members of all participating 
RoSCA groups within the community become 
members of the Community WSS Co-operative 
(run by the CWC). This membership entitles them 
to reduced rates for water and sanitation services 
as well as access to additional personal loans (and 
any benefit returns as appropriate e.g. educational 
subsidies). 

One of the key additional benefits to RoSCA 
groups within this framework (beyond access to 
improved drinking water and adequate sanitation 
facilities) is the ability to leverage the community 
WSS funds to attain extra capital from the village 
bank to engage in (non)WSS-related entrepre-
neurial activities. The latter can be based on the 
newly accessed safe WSS facilities including water 
retailing to members (at a lower cost) and non-
members. Business activities can also be driven by 
the existence of the WSS facilities - such as trade 
in spare parts, treatment technologies (filters, 
etc) and well digging. To benefit from group 
economies, RoSCA groups from the same village 
team up (≤ 15 RoSCAs) in order to expand WSS 
facilities and services. 

For successful operationalization of the framework, 
it is the responsibility of RoSCA groups (located in 
specific villages) to: 

•	 Commit to an extra monthly y amount of 
money through the RoSCA structure that 
is directly deposited on their behalf by the 
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specific elected RoSCA treasurer into the joint 
WSS reserve fund. Essentially, the treasurer 
collects and records members’ standard and 
extra-RoSCA contributions in collaboration 
with the specific elected RoSCA secretary. 

•	 Appoint a secretary who will be responsible for 
liaising with the CWC.

•	 Volunteer to serve in the CWC if elected (as 
the committee chair, treasurer, secretary or a 
community representative).

•	 Elect RoSCA representatives to the CWC 
(no more than 1 representative per RoSCA), 
where elected representatives are expected to 
represent the interests of the community as a 
whole and not simply their individual RoSCAs. 

•	 Elect CWC secretariat members (chair, treasurer 
and secretary) from within the elected RoSCA 
representatives.

As such, RoSCA members benefit from:

•	 Access to improved WSS services at reduced 
costs. 

•	 Preferred benefit from social programmes 
derived from the WSS profits.

•	 Preferred access to individual loan capital.
•	 Regular consultation and active participation 

in rural WSS infrastructure development within 
the community.

3.1.2	C ommunity WSS committee (CWC)

The CWC is responsible (in consultation with its 
members) for the management, operation, mainte-
nance and expansion (where appropriate) of WSS 
services within the community. The committee 
moreover manages finances to ensure full cost 
recovery of the WSS systems (including loan 
repayments, salaries, supplies and a maintenance/
expansion fund). In consultation with the water 
co-operative, the CWC will establish the amount 

of the “extra RoSCA element” (hereafter referred 
to as the WSS RoSCA Payment) to be paid by 
individual members. Provisions should be made 
for other RoSCAs to join the water committee as 
it expands over time, as well as for RoSCAs that 
default on their WSS RoSCA Payments.

The committee should be made up of elected 
community representatives and ex-officio field 
extension officers from e.g. the Ministries re-
sponsible for health (rural development), rural 
water resource and services management and, 
local government and finance (among others, as 
demanded for specific cases). Administratively, the 
WSS committee should comprise of two sub-com-
mittees (technical and finance) and a secretariat 
(chair, secretary and treasurer). The secretariat 
would be responsible for purchases (operation, 
maintenance, expansion), hiring individuals and 
contractors, managing direct employees and 
providing joint signatories on the WSS bank 
account. 

The CWC chairperson should:

•	 Represent the community in all matters related 
to WSS supply, drawing upon the expertise of 
the secretariat and sub-committees as appro-
priate.

•	 Oversee (indirectly) the smooth running of the 
WSS facilities and management of finances.

•	 Assure effective representation of RoSCA 
groups’ needs through regular consultation 
with RoSCA representatives.

•	 Liaise, in collaboration with the treasurer, with 
the village bank for micro loan acquisition.

•	 Liaise, in collaboration with the technical sub-
committee, with the government for technical 
support to ensure proper operation and main-
tenance of the facility(ies) and for expansion 
decisions.
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“A community 
WSS committee 

is essential for 
sustainable and 
appropriate 
interventions.

“•	 Report back to the RoSCA groups (directly 
or indirectly via the RoSCA representatives) 
on specific progress (as provided by the 
terms of reference between the CWC and 
the water members (as defined by the RoSCA 
group members) e.g. through annual general 
meetings or during regular RoSCA meetings. 

The CWC secretary should:

•	 Document CWC meeting deliberations.
•	 Maintain the water-co-operative membership 

list, by RoSCA.
•	 Collect RoSCA contributions.

The CWC treasurer should:

•	 Keep contribution, income and expenditure 
records on behalf of the co-operative;

•	 Maintain financial oversight of the water co-
operative.

•	 Liaise with the village bank, in collaboration 
with the chairperson, and source loans for 
WSS service expansion, as appropriate and 
mandated by members.

•	 Liaise with the village bank and source micro 
loans, in collaboration with the chairperson, on 
behalf of individual RoSCA groups.

•	 Administer and ensure the transparent use 
of acquired funds for the implementation of 
agreed WSS activities at the village level.

•	 Chair the finance sub-committee.

The technical sub-committee should comprise 
of elected CWC representatives (not secretariat 
members), and the appropriate field extension 
officers. It should be chaired by the local rural 
WSS representative (i.e., from the rural water 
department). 

The technical sub-committee, drawing upon 
information from the finance sub-committee, 
should: 

•	 Discuss and ensure the feasibility and sustain-
ability of proposed WSS plans as well as the 
overall local environmental sustainability.

•	 Avoid over-exploitation and contamination of 
water resources. 

•	 Ensure continued demand, identify areas of 
possible scale-up, and/or economies of scale.

•	 Approve technical feasibility of WSS plans 
(also, for micro loan/credit support).

•	 Identify and contract private actors (if needed) 
in collaboration with the CWC.

•	 Organize cost-effective construction materials 
through the secretariat.

•	 Assure correct choice of locally feasible and 
up-to-date technologies, facilities’ location, 
etc. 

•	 Oversee the construction, repair and mainte-
nance of WSS facilities through an employed 
water infrastructure manager.

•	 Solicit co-operative member ideas and needs 
(through ROSCA treasurers) i.e. proposals for 
new facilities, expansion/repair of existing 
facilities, topics for local capacity building etc.
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The finance sub-committee should comprise of 
one CWC representative (not secretariat member), 
the CWC treasurer and the local field extension 
officer from the ministry of finance. It should be 
chaired by the CWC treasurer. 

The finance sub-committee, drawing upon the 
advice of the technical sub-committee, should:

•	 Assess the financial feasibility and sustain-
ability of proposed WSS facilities and related 
business plans.

•	 Ensure fiscal viability of systems, both existing 
and under expansion.

•	 Recommend plans for micro financing. 
•	 Prepare a memorandum of understanding 

with each RoSCA representative or RoSCA 
leaders, where different terms related to the 
acquisition, use and repayment of micro loans 
and/or use of the WSS reserve funds, etc. are 
stipulated.

•	 Collect and disburse funds (WSS reserve 
funds and/or micro loans) for the construction, 
operation and maintenance of approved WSS 
facilities. 

•	 Monitor and assure the transparent and appro-
priate use of micro loans and/or WSS reserve 
funds.

•	 Monitor micro loan repayments.

3.1.3 Village banks

Village banks should:
•	 Design different micro loan/credit products 

in collaboration with the government and the 
CWC (size, repayment terms, etc).

•	 Disburse and monitor/audit micro loans in col-
laboration with the finance sub-committee.

•	 Provide saving opportunities for RoSCA 
groups, among other services (insurance, etc).

3.1.4 Government (solely or in 
partnership with the private sector)

Government refers to all ministries that play a role 
in rural services financing, quality assurance and 
sustainable access. Following the decentralization/
devolution reforms across most SSA countries, 
most ministerial operations have been (or are in 
the process of being) decentralized or devolved 
to both urban and rural regions. Activities by the 
different actors should, however, be managed 
and monitored by the ministry(s) responsible for 
WSS development (or the WSS services regulatory 
agency). 

The government should:

•	 Finance village banks through specialized rural 
development funds including trust funds. This 
could be by means of budget support from 
the Ministry of Finance or other cross-border 
funds. These funds can be used to subsidize 
micro loans.

•	 Underwrite microfinance loans used solely 
for WSS provisioning, including deferred 
repayments to bridge the construction period 
of WSS facilities, during which period there is 
no income generation.

•	 Oversee village bank activities (as provided by 
the existing microfinance or banking legislation).
»» Regulate loan sizes, interest rates, benefi-

ciaries and repayment terms.1  
»» Audit and monitor village banks accounts. 

 

1	 For example, in the Can Tho City of Vietnam, rural 
households can only take a maximum loan of about USD 212 (165 
Euro) to construct either water supply or sanitation facilities; or 
USD 423 (329 Euro) if they want to construct both water supply and 
sanitation facilities (Reis and Mollinga, 2012). Loan repayment cannot 
exceed 5 years.       
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•	 Support CWCs2: 
»» Identify feasible, low cost, acceptable 

and sustainable technological models3 
(preferably with a business potential) for 
improved WSS provision and hygiene im-
provement for the specific rural regions 
(in collaboration with ministries of water 
resource and services development, 
health, etc.).

»» Define and enforce water quality and 
quantity standards (in collaboration with 
the Ministry of Health, etc.).

»» Support communities in managing facilities 
e.g., emptying septic tanks (in collabo-
ration with the Ministry of Public Works, 
among other ministries).

2	 The government through the different ministries can also 
offer direct technical support to the RoSCA groups, see Figure 1.

3	 In the Can Tho City of Vietnam and in order to minimize 
ground water contamination for example, water related micro loans 
cannot be used to dig deep wells (Reis and Mollinga, 2012).

»» Encourage growth of sustainable (non)
WSS-related micro enterprises (in collabo-
ration with ministries of agriculture, tourism 
and rural development, etc.).

»» Support technical and administrative skills’ 
enhancement (procurement procedures, 
etc.).

A micro financing framework for rural water and sanitation provisioning



Photo Caption

Fi
g

u
r

e
 1

: A
 m

ic
r

o
 f

in
a

n
c

in
g

 f
r

a
m

e
w

o
r

k
 f

o
r

 r
u

r
a

l 
w

a
te

r
 s

u
pp


ly

 a
n

d
 s

a
n

it
a

ti
o

n
 p

r
o

v
is

io
n

Le
g

e
n

d
: 

p
a:

 p
er

 a
nn

um
	

hd
s:

 h
o

us
eh

o
ld

s	
 R

: R
O

SC
A

 g
ro

up
	

N
B

: P
ar

tic
ip

at
in

g
 R

O
SC

A
 g

ro
up

s 
in

 a
 p

ar
tic

ul
ar

 v
ill

ag
e/

re
g

io
n 

co
ns

tit
ut

e 
a 

C
o

m
m

un
ity

 W
SS

 C
o

-O
p

er
at

iv
e



41

Taking a hypothetical case where the RoSCA fee 
per member, per month (x) = $1, the WSS RoSCA 
element (y) = $0.5 and RoSCA membership is n = 
12, then after each rotational monthly meeting, 
the specific monthly beneficiary member will 
receive $12 (standard self-aid from the group). 
$6 (WSS RoSCA) will remain with the RoSCA 
treasurer. By engaging 15 similar RoSCA groups 
(180 households) within the same village into a 
water co-operative, this amounts to $1080 WSS 
RoSCA annual savings (reserve fund, see Figure 
1). This can be saved in the village bank and used 
towards WSS facilities within the village. 

Should the water co-operative decide to take out 
a WSS-related micro loan from the village bank, 
the specific purpose, extent and repayment fea-
sibility should first be assessed and approved by 
the CWC finance sub-committee (in collaboration 
with the technical sub-committee). After approval, 
the CWC chair and treasurer liaises with the village 
bank management and sources the micro loan. 
This money is held in a community WSS fund that 
is only accessible to the CWC treasurer in conjunc-
tion with a co-signature. The CWC chair regulates 
and releases these funds gradually (before and 
after the accomplishment of specific tasks) as 
provided by the memorandum of understanding 
between the RoSCAs (through their representa-
tives) and the finance sub-committee. 

If it is assumed that village RoSCAs (e.g. 15 groups, 
as illustrated in Figure 1) agree to build a borehole 
that costs $10,000, they can use the $1,080 annual 
reserve fund in year 1 and acquire a top-up micro 
loan of $ 8,920. This becomes the community WSS 
Fund (see Figure 1) that is overseen by the finance 
sub-committee. Assuming an annual interest rate 
of 10%, the water co-operative will be required 
to repay the village bank approximately $784 a 

month (0.0083 % monthly interest rate) (Eqn 1)1:  

Monthly payment = rate  + 		                     x principal2  [1]

Further assuming that the borehole becomes 
functional after 2 months and that each of the 
180 households (water co-operative members) 
purchase 100 liters3 of water per day at a cost of 
$0.001 per liter, the revenue generated will  amount 
to $18 a day ($540 a month). Assuming continued 
daily water consumption levels by the households, 
revenue generated over the remaining ten 
months of the year will be approximately $5,400. 
If, in addition, the water co-operative sells water to 
non- members at a higher rate, e.g. $0.007 per liter 
and conservatively assuming that 20 non-members 
each purchase 100 liters a day, this would add $14 
per day and $420 per month in extra revenue. To 
put this in perspective, the average cost of a 20 liter 
jerrycan of water in Kenya is 20 KES ($0.24). Thus, 
the assumptions made are no more expensive than 
current costs in the Kenyan context, even for non-
members ($0.21 per jerrycan), with a guaranteed 
sustainable source. 

Combining water revenue, the water co-opera-
tive would amass approximately $960 a month 
(or about $9600 in the remaining 10 months). The 
revenue from 10 months of operation covers the 
cost of the original loan. However, in order to 

1	  It is possible to end up with different monthly repayment 
rates depending on specific loan sizes, loan purposes and the 
monthly repayment calculation formula, among other aspects. For 
some MFIs for example, monthly repayment amounts are calculated 
on the reducing outstanding balance rather than the originally 
borrowed principal micro loan. As such, monthly repayments 
decrease overtime.

2	 Formulae adopted from 1728 software systems, 2012 
(http://www.1728.org/calcloan.htm, Assessed November 2012).

3	 Sufficient for daily drinking, laundry, cooking, etc for 
households of 4 - 5 people.

rate

[ (1 + rate) months ] - 1
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ensure sustainability, the loan repayment should 
be made over a two year period. This ensures that 
not only is the loan repayment secure, but also that 
funds are available to hire an operations manager 
to maintain and clean facilities, hire revenue 
collectors (unless this is an expected voluntary 
contribution of members of the co-operative) and 
purchase materials and expertise for repairs. Extra 
savings (plus subsequent reserve funds generated 
through the RoSCAs) can be used to expand or 
acquire additional WSS facilities, applied to other 
social development initiatives or saved in the 
village bank and used to fund more micro loans to 
individual co-operative members at lower interest 
rates e.g. interest-free loans for members to build 
latrines in their households. 

This framework confirms that rural communities 
can acquire and sustain improved WSS facilities 

through the implementation of a novel hybrid 
financing model that utilizes both RoSCA savings 
and micro loans to construct, operate, maintain 
and expand services. However, the model cannot 
be sustained over time without the active partici-
pation of the water co-operative members and 
their CWC. Moreover, the framework depends on 
the long-term support of external stakeholders 
including a strong political will to prioritize and 
support rural WSS and hygiene improvement in 
the form of, for example, specialized rural WSS 
funds and capacity building. In countries where 
WSS funds exist, such as the Water Services Trust 
Fund in Kenya (GoK, 2002, see also Box 3), the 
proposed framework can be used to channel 
focused support (financial, technical, etc.) to rural 
households with low or no improved WSS services 
access.
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Box 3: Kenya Water Services Trust Fund (WSTF)

The WSTF is among the instruments provided by the 
2002 Water Act to help mobilize financial resources for 
the establishment of WSS services in areas with low 
coverage rates (GoK, 2002). The fund was established 
in 2004 and is mainly funded by the government with 
external support (through grants, donations or loans). 

The use of the funds is mainly project-based. Different 
community based organizations (CBOs) write project 
proposals and submits them to the Water Service Board. 
The latter reviews the proposals and makes recommen-
dations to the WSTF board. The board then re-reviews 
submitted proposals and signs a memorandum of un-
derstanding with all CBOs with approved proposals. 

Not all project proposals are funded. The sustainability 
of the constructed facilities is not always guaranteed. 
The proposed micro financing framework can thus be 
used to guarantee inclusive and sustained WSS services 
that are sourced and maintained by village RoSCA 
groups.

A micro financing framework for rural water and sanitation provisioning
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In order to attain national water supply and 
sanitation (WSS) Millennium Development Goal 
targets by 2015, developing country governments 
need to advance their rural WSS services coverage. 
In Sub Saharan Africa in particular, scaling up 
functional, quality, reliable and affordable WSS 
facilities among rural populations is a signifi-
cant impediment. Moreover, in most cases rural 
households find it difficult to raise up-front capital 
that is often required for the construction of 
facilities. 

To address this problem and assure sustainable 
rural WSS financing and provisioning, this paper 
provides a micro financing framework that is 
founded on the rotating RoSCA arrangements 
at the village level. The framework proposes the 
inclusion of a regular “extra WSS RoSCA” contri-
bution that is jointly saved in the form of a WSS 
reserve fund in a village bank and forms the basis 
of membership in community WSS co-operative. 
This fund can be accessed, in the medium to long 
term, to establish new or maintain and improve 
WSS facilities at the village level. When capital 
funds are needed in the short-term, village RoSCA 
groups can use their savings to source a subsidized 

and government underwritten micro loan from the 
village bank through their CWC. To repay this loan 
the water co-operative generates revenue through 
payment for WSS services by both members and 
non-members (based on different rates). The 
revenue generated, in addition to paying for the 
operation and maintenance of the system(s) can 
be used to acquire or expand additional basic 
household services. As a result, co-operative 
members are able to engage in other water and 
non-water related entrepreneurial activities, to 
add on to the WSS-fund and strengthen the local 
economy more generally.

The framework demands active and coordinated 
government support through specific related 
ministries (water and sanitation, health, finance, 
rural development, public works, etc.). It relies 
on continued village demand for improved WSS 
facilities and willingness to effectively engage in 
the revolving RoSCAs schemes. Additionally, it 
is founded on clear division of responsibilities 
among four main stakeholders for the transparent 
and accountable operationalization of interven-
tions. However, the framework is flexible and not 
limited to WSS provisioning. Given the co-opera-

Conclusion

CHAPTER 4
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tive nature of the financing mechanism, it can be 
used to support any intervention with social and 
financial benefits, such as the provision of other 
basic services (e.g. energy). The only social im-
provement that does not accrue enough benefits 
to the initial outlay costs is health care facilities, 
which must remain a government-provided service 
(FORTHCOMING: Poo pays! Rural Sub-Saharan 
African communities can and should invest into 
water and sanitation, http://inweh.unu.edu/reports).
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