




























































































Some basic issues about market competition made among MFls 

in Addis Ababa 

Tendency of Introducing standardized procedures and Replication 

As indicated earlier, the loan and saving products of Ethiopian MFls have similar 

characteristics as testified by the fact that the operation manuals of many of these 

.MFls are very similar. Mono products and highly standardized loans are 

considered y MFIs as simple to administer and reduce costs significantly. 

However, this could result in sacrificing quality for quantity. This has discouraged 

the development of new financial products in the industry, particularly in the 

relatively larger and older MFls. Moreover, although the Ethiopian MFls can 

learn a lot from the experiences of MFIs and NGOs in Asia, Africa and Latin 

America, it is imperative that blue - print replication will not lead to the delivery 

of quality financial services tailored to meet the need of the people. If at all they 

are to replicate the process should involve a period of researching, piloting, 

monitoring evaluating and modifyiying all MFIs in Ethiopia focus on poverty 

alleviation. They usually start with target market defined by the institutions 

mission, vision and objectives (e.g., focusing poor, active poor, women rural 

areas, etc). The entire product development in Ethiopia could be identified as 

supply - driven. The financial services are replicated from one MFI to another. 

The microfinance law sets the lending methodology, loan cycle, and loan ceiling. 

The lending interest rate, which used to have fixed (12.5% declining rate) has 

been waived and the MFIs are attempting to revise their lending interest rate to 

reflect the saving interest rate still set by the regulatory frame work. Donors and 

the government guide the major characteristics of the financial products of MFls. 

The absence of competition and the tendency of delivering standardized financial 

products, the absence of market research, lack of organizational set - up and 

skill for new financial product development has undermined the role of marketing 

and financial product development in the microfinance institutions in Ethiopia. 

As a result , there has been very little interest and effort to change, modify and 

create new financial sustainabi lity and efficiency could result in the delivery of 
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the existing financial products to the upper level clients that the MFI or the loan 

officers know to be profitable instead of develop ing new financial products . 

One of the means of promoting financial product development in the 

microfinance institutions in Ethiopia is through the promotion of competition in 

the industry. Competition allows clients to move from one MFI to another 

whenever they perceive an advantage for themselves. This encourages MFls to 

broaden their geographic coverage of the market, level of interest rates, produce 

and promote new products in order to attract and retain clients. However, MFJ s 

should be careful about their clients taking multiple loans (without informing the 

MFls), which could exceed their repayments capacity. Here establi shing 

information clearing house will be an important intervention to address the 

problem of multiple loans. Moreover, easy credit is dangerous for both customer 

and provider. Thus, increasing competition in the industry will promote c1ient­

centered strategy for financial product development. 

.Absence of Marketing Analysis 

MFls in Ethiopia do not regularly survey their markets to anticipate their clients ' 

needs. This is particularly tied with the non- competitive environment of the 

microfinance industry. Market research is given very limited attention by the 

practitioners in the industry. 

Absence of Institutional Set-up and statT to Develop New Financial products 

Many of the micro finance institutions in Ethiopia have two larger departments, 

i.e .. , finance and operation. Some divide the operation into credit and savings 

departments. Larger MFls have service departments such as planning, audit, 

human resource (administration), etc at the head office. The MFls do not have 

product development or marketing units to take care of modifying the developing 

new financial products. Moreover, MFI staffs, at management level, do not 

appreciate marketing problems. Last but not least, they do not have the skill to 

develop financial products in the industry. 

3.2.2. Pricing 

An MFI is said to be fo llowing a good marketing mix strategy if and only 

if its products are priced considering the customers' ability and other related 
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economic conditions. However, pricing of their financial services is of under 

restriction by regulatOlY bodies. According to the NSE directive No. MF1/11 /98, 

the interest rate to be charged on loans and advances extended by MFI shall be 

determined by the board of Directors of each MFI. This has helped many to set a 

lending interest rate high enough to cover their operating cost. 

On the other hand, a minimum is set for the interest that can be paid to 

depositors. The relevant directive in this regard is directive No. MFII13/2002 

reads . "The minimum interest rate that shall be paid per annum by MFI on saving 

and time deposits shall be 3%." 

This directive has the effect of discouraging savings This was manifested 

by the insignificant voluntary savings of most MFIs, which in tum reduces the 

principal source of the MFIS funds and negatively affecting their performance. 

3.2.3 Promotion 

Promotion refers to the general policies for communicating with customers 

and other stake holders under the relevant headings such as advertising, front 

office personnel, public relations, exhibitions, etc. 

Financial services delivered by MFIs are dominantly supply driven. MFIs do 

not have a formal department or unit for marketing and clients' feedbacks are 

not systematically gathered. MFI staffs are also unaware about marketing 

issues and proper customer service. According to the discussions with the 

senior officials of the MFIs, almost all MFIs do not systematically market 

their products and the steps to promote the operational outreach of MFIs are 

similar. As per the discussion with senior staffs of the abovementioned four 

MFIs, the steps to promote services during phase-in and expansion could be 

summarized as follows: 

Steps duri ng Phase-in of tile Institutions: -

Step 1. Written communication with Kebele officials, where the 

communication is focused on expression of interest of the MFI to work within 

the area and ask permission, which is to be followed by briefing session on 

mission, vision, objectives, etc. and requesting them to mobilize the 

community for promotion. 
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Step 2. Announcement, calling people in that Kebele for briefing sessIOn 

about the newly coming MFI and its services. The usual practice is that MFIs 

will adjust their meeting with that ofKebeles regular meetings, if not arrange 

for a different one. Existing Idir, women and youth committees are major 

channels of communication to be used to call people for the meeting. 

Step 3. Conduct training sessions on services and products on offer to those 

who have showed willingness to join the program. Introducing policies and 

procedures of the institution are major components of the training, with some 

details on the products. 

Word-of-mouth Marketing 

All institutions have similar procedures, and considered as best way of 

penetrating the market, in promoting their service to promote MSE development 

and products of the institution. The numbers of telephone calls, using line 

dedicated for this purpose, are indication of the necessity of putting signposts for 

effective marketing ofMFIs' services Brochures are commonly used as means of 

introducing the MFIs but are occupied with statements of mission, vision, 

objectives, etc, with little or no description of products and services on offer. 

Limited numbers in circulation, most commonly to offices, limits the level of 

using brochures news papers for marketing. When reviewing current performance 

of MFIs in marketing, their products are at lower level. No significant work has 

been done so far in this area to attract more clients to the program and retain 

existing customers. It seemed that less value/attention was given to marketing 

activity resulting from "they know it" assumptions. But, marketing should not be 

confused with promotion, as promotion is only one part of the strategic marketing 

process. 

Most of the MFIs are dependent only up on word of mouth advertising, office 

brochures and other inefficient promotional tools. Though seldom, some are using 

television and radio advertising, a lesson from Addis credit and saving institution 

marketing strategies. 

According to the promotional officer, of course admitting the prevalence of the 

word of mouth method, he said that there were some beginnings to use other more 
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effective promotional techniques to reach the unreached. Though, very seldom, 

the methods used were one permanent program on FM 96.3 which was 

broadcasted for one solid year before there e years ago but this didn't last long 

and stopped .at other times they have conducted live radio talk with the people 

again on Fm. they advertised on TV buying the 30 second commercial. They 

sponsored a public holiday once. 

Besides, these days, they are doing extensive promotion activities with the help of 

news letters, broachers, leaf lets, magazines etc. and a recent promotion made by 

ADCSI is the public discussion on ETV on "Shay Buna" talk show. It was an 

interesting program and the institution was able to get attention from the people. 

As one of the efforts to empower the civil society, the micro finance faces two 

major challenges: 

First, the microfinance approach should be harmonized with other approaches 

such as social, cultural, and political. Microfinance basically is a community 

based approach and practice. Therefore, microfinance has to deal with community 

norms, culture traditions, values and practices. Micro finance, which is a global 

concept, has to be localized. In Merkato area for instance, the local people had 

their own "micro financing" . It may not be the best practice, but it may be just a 

good practice. But the interest charged by these people is 30% per month which is 

far greater than the rate by ADCSI, 10% per annum. 

But it wiser to revitalize these good practices rather than impose or introduce new 

practices that are not familiar to the local people. So, the officials around such 

kind of area are paid idle contributing to inefficiency. Such people don't want a 

service of such kind where in you have to go through office bureaucracies. 

An effort to implement microfinance strategies should begin with an initiative to 

help government representatives to understand the concept. Because governments 

are dealing with policy not technical issues, such as internalization process should 

focus first and foremost on the issue of poverty at the local level. 

Expressing the institutions lack of freedom to operate on a scientific marketing 

way, he claimed that, the city government's involvement in the operation of the 

institution can be seen in two sides. On one hand, since the city administration 
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wants the peoples support in political affairs, it did an aggressive personal selling 

way of advertising of the institution by conducting variety of meetings with the 

people through the Kebele officials. This was shown by arrival of a great number 

of many residents of the city to the respective Kebele branches. This itself has two 

folds: 

On one hand, since the Kebele officials told the people in a way of "take it is 

yours style", many were claiming to come and take whatever money they want 

and creating problems on the operation of the institution. This problem, he said, 

was greatly offset by the greater benefit obtained from the awareness created by 

the people which we turned in to in attracting more and more people to the 

institution in a legal way. 

On the other hand, the opening of branches in the different kebeles with the belief 

that we have to make ourselves available, with out a due study of the demand in 

the area, resulted in some sort of inefficiency on the over all operating 

performance the institution. To cite an example, there are some braches with more 

than four credit otlicers where there is no demand. In Merkato area for instance 

people don't want a service of such kind where in you have to go through otlice 

bureaucracies. Rather they prefer to borrow money from wealthy individuals . The 

proponents of this kind of ways of getting loan argue that they can get the money 

they want in a very short time from these people and do returnable businesses 

which help to multiply the money very shortly. In fact the nature of the area 

mentioned h as its own impact. But the interest charged by these people is 30% 

per month which is far greater than the rate by ADCSI, 10% per annum. So, the 

officials around such kind of area are paid idle contributing to inefficiency. 

Strategic Moves against Competition 

Especially these days according to ADCSI manager clients are demanding large 

loan sizes since they are becoming more and more profitable. the MSE operators, 

the young stars are demanding never and modified products from time to time. 

Therefore, if an MFI is not able to cope up with the demands of the clients and the 

financial computation in the city this is a red light emplacing shutdown . 
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What most NGO affiliated MFIs are doing as a coping mechanism of the several 

computation in the city that, they are opening more and more branches out side 

Addis Ababa where the supply driven strategy definitely work. But for ADCSI 

and aggar who is limited to work in Addis Ababa only it has be come a great 

challenges though fund injunctions are there in ADCSI by the government the 

challenge is greater for agar which is purely owned by native private investors is 

with no NGO or government support. Currently according to some reports share 

holders came to realize that the supply driven strategy with provision the usual 

similar loan and saving products no longer works and they are considering 

development of new product. 

This clearly shows that availability of capital alone couldn't do any thing unless it 

is supported by a book in to the market, computation, demands of clients ' e.t.c. 

which are this way or another part and parcel of strategic marketing. 

From the strategy of the NGO affiTlated MFIS such as Meklit, and Wisdom; and 

the case of the privately owned MFI like Aggar, one can easily understood that, 

the MF business in Addis Ababa will phase out unless a strategic marketing 

techniques are used. 

The responses of similar officials and some other reports pointed out that even 

though the most MFIS have office and also clients in Addis Ababa, except ADCS, 

Aggar most are expanding outside for those MFIS such as ADCSI which are 

operating only in Addis Ababa, where computation is severe, new product 

development backed by continuous market assessment on customers demand is a 

better strategic move-new product for existing market. 

For those who can open branches in other areas outside Addis Ababa it is one 

kind of strategy existing product for new market. 

Moreover, it will be better if they can adapt two strategies at a time-existing 

product for the new rural market and new product for the existing market (Addis 

Ababa) 
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CHAPTER FOUR 

CONCLUSIONS & RECOMMENDATIONS 

4.1 Conclusions 

The microfinance business in Addis abaca is young and the financial products of 

MFIs not demand driven. Even through most of the MFIs are concentrated in 

Addis Ababa as compared to other regions the un met demand is enormous, 

there is a problem of loan fund in many of the MFIs. These and other problems 

of MFIs in Addis Ababa reduce the important of marketing in microfinance 

business. However, MFIs, should start by defining a market and gradually deal 

with finding the right clients and the appropriate mix of products and identifying 

the institution strategic poison with in the market through product diversification 

and differentiation. 

Marketing in a microfinance industry is about knowing your clients your 

competitors and your business environment. As per the major research topics 

formulated, the results of both personal observation of working manual 

consisting of the vision ,mission objectives and strategies and interview with 

senior officially of the MFIs in relation to strategic marketing the research 

concludes the following important points: 

the development of distinct mission statement is the critical starting point of the 

marketing planning process since it represent a vision of what the MFls is or what 

it wishes to become. The core functioning of the mission statement is to act as the 

central integrating function of the MFls values so that it provides the frame work 

with in which the marketing plan is developed. It should be taken into account the 

history of the MFI and its performance and patterns of ownership; preference 

value and expectation of managers and those who have power with in the MFIs; 

environmental factors; the resources available to it and its distinctive 

competencies. 

However, when we look in to the mission statements of most of MFls they are 

of a similar kind. Most seem a replica of one another. The general attitude similar 
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in all MFls , is that they are see king to provide financial services to the poor 

,specially those that are NGOs supported. There is no distinctive different among 

the mission of the MFls. 

It should be apparent to the senior management of an MFI that, in developing the 

mission statement, a verity of consideration need to be borne in mind. The end 

purpose however should be that of motivation n by ensuring that stakeholders 

recognize the significance of the work in a far broader sense than simply 

making profit or achieving social objectives. 

When the mission statement of most of the MFls operating in Addis Ababa is 

looked from the point of view of market orientation, the result is to the contrary. 

Even though they are share companies established to make profits vis avis the 

social objective, most state their mission stamen with major emphasis on 

helping the poor, eradicating poverty and the like. 

The objectives and strategies of most of the MFls attempted little about the, 

external environment like competitor, technological government, cultural and, 

market analysis) by ignoring the full potential impact that it has on their 

operation. A great emphasis is stated on the strategies and objectives with regard 

to the internal issue. Besides, there was sense of hierarch of objectives with the 

essence of prioritizing them. However all organization exhibited a strong 

commitment to their perceived social objectives. 

The fact that the Ethiopian government has established the regulatory framework 

early-on in the development of the microfinance industry has helped to layout the 

roadmap for the development of the sector. In particular, the provision allowing 

MFls to mobilize small savings from the public has enabled them to finance a 

substantial portion of their portfolio from internally generated sources. 

Subsequent improvements in the regulatory framework include the revision of the 

loan size ceiling for individual borrowers, the revision of repayment periods on 

loans from one year to two years, and removal of the interest rate ceiling on 

credit. This removes some of the key regulatory problems faced by the industry. 

But more needs to be done. The Ethiopian MFls still have no way of learning new 

insights from foreign banks, yet indirect foreign ownership cannot be fully 
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controlled, and not enough Ethiopian-owned MFIs are forth coming. The poor 

still do not have enough micro finance service providers from which to choose. 

While the interest rate ceiling on credit has been removed, a minimum on interest 

to be paid for savings persists, hampering savings mobilization in remote rural 

areas. 

Existing microfinance institutions, while targeting to reach the poor, are serving 

mainly women. Thus, the regulatory framework not only needs to find ways and 

means of helping the industry become more competitive and efficient in 

delivering flexible financial services to the majority poor, the regulatory 

mechanism also needs to be better equipped to supervise and monitor the 

industry. 

It could be concluded that Micro Financing Institutions lack appropriate 

marketing strategy /marketing plan! which is vital to financial service providers. 

Having marketing strategy means, to be market oriented in product and service 

delivery. MFIs could not continue working on "take it if you like it" basis. They 

need to go forward and penetrate the market through appropriate promotion and 

quality services. Each MFI has to work in search of ways to outsmart others and 

attract as many clients as possible. The creation ofa market-oriented institutional 

culture and market oriented institutional practices is the distinct responsibility of 

senior management. Without the explicit and active participation of management 

(in both word and deed), the transition to market orientation will fail. MFIs will 

need to have a department that work exclusively marketing the products and loan 

officers and other front line personnel need to be trained with basic marketing 

skill. 

MFIs need have to assess client's feedback to know which products have demand 

in the market and which need to be refined or new product development. Assess 

strength and weakness of both external and internal factors, which in one or the 

other way contributing to productivity of the institutions. Observe existence of 

competitors, level/intensity of competition and positions in the market so that the 

MFI will design and implement proper marketing strategy to stay in an ever 

increasing competitive environment. 
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As greater realism enters the microfinance market place, the notion of being 

customer friendly is increasingly being accepted as good business. Indeed, it is 

difficult to see how the MFIs as they now operate will stay in business if they are 

not responsive to their clients. Just as all businesses in the last two to three 

decades have moved from product to market-led approaches so to must MFIs. If 

nothing else competition will force their hand. 

Practitioners of micro credit must move forward towards further exploration and 

formulation of a truly client-led microfinance paradigm. However, in doing so 

they must step with caution balancing carefully costs and benefits of moving in 

this new direction. For the institution sustainability must be the objective goal. 

Having institutions that provide low cost appropriate services with a measure of 

certainty are what will keep the customer happy. 
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4.2 Recommendations 

Currently, the debate on market-driven microfinance is primarily framed by the 

' problems ' of competition and dropouts among established MFIs. The solutions to 

the problems are defined in terms of more responsive products, the creation of 

new products, and the restructuring of existing ones. Appropriate products will 

not only benefit the operations of an institution they will also have a positive 

impact on the wellbeing of the client, reducing the risk of borrowing and the 

Poor' s vulnerability. 

Most of Micro Financing Institutions need to look forward besides developing 

"good" products. People in urban cities need to choose best among "good" 

products and services. 

The following are few points, which need to be noted for sustainable financial 

service delivery: 

Market orientation IS an important determinant of MFl's performance (e.g., 

financial self-sufficiency, revenue growth, customer desertion, repayment rates, 

etc.). 

The best way to achieve long-term financial self-sufficiency and achieve deep 

outreach is to identify the needs and wants of the very poor and to provide 

products of value to them. 

To the extent MFls explicitly target the very poor and create learning institutions 

in tune with their needs and wants, competition and the drive for sustainable 

competitive advantage will drive MFIs to find ways to serve the very poor in an 

increasingly cost-effective manner. 

As the industry is new, most people even the educated ones have no clear idea 

about micro financing. When asked, most say that it is an aid. It is only few who 

knows about, let alone the poor uneducated. 

The industry can only and only solve the prevailing capital problem and attain 

future profitability by effective use of the promotional tools such as TV radio 

magazine and news paper publicities. 

50 



In order to solve the basic cause-lack of capital .An MFI in particular and the 

AEMFI in general should create awareness about the institution opportunities and 

profitability to the private investors. 

Besides, since there are many potential clients who have no the slightest idea MFl 

again as means of increasing sales volume reducing cost of non financial service 

consequently being profitable much more coordinates promotion and advocacy is 

expected from an MFI as a business and from the associate as a promoter. 

It is only after adapting such marketing strategy that they can have qualified 

manpower in operation and marketing that can make market researches so as to 

identify the changing demands of clients. This can only make them able to modify 

existing products develop new one and delete products with little or no demand. 

The potential demand here in Addis for such services is by far greater and 

incomparable with the available supply. And it is natural to be supply rather than 

demand-driven in such kind of market. And the current micro finance business in 

Addis Ababa is also under this approach. 

Adopting this strategy definitely work for MFls in rural centers, since there are no 

options like conventional banks, alternative MFIs and other semi formal financial 

service provides. However, this strategy may not work for MFls in urban centers 

like Addis Ababa. Cl ients have alternative sources of financing institutions. 

Besides, people in urban centers are naturally educated than those in rural areas . 

Therefore the clients' behavior coupled with alternative source makes 

microfinance business challenging. 

These by itself, leave alone the stage of the industry, infancy stage, and the 

abundant demand, the competition demands adoption of an integrated strategic 

marketing to stay in business. 

As far as strategic moves in the future is concerned; since, these days ' clients are 

demanding large loan sizes since they are becoming more and more profitable and 

expanding their business. Therefore, if an MFl is not able to cope up with the 

demands of the clients and the financial computation in the city this is a red light 

implying shutdown. 
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The supply driven strategy with provision of the usual similar loan and saving 

products is no longer works. This clearly shows that availability of capital alone 

couldn't do any thing unless it is supported by a book in to the market, 

competition, demands of clients' e.t.c; which are this way or another part and 

parcel of strategic marketing. 

From the strategy of the NGO affi liated MFIS such as Meklit, and Wisdom; and 

the case of the privately owned MFI like Aggar, one can easily understood that, 

the MF business in Addis Ababa will phase out unless a strategic marketing 

techniques are used. 

The responses of similar officials and some other reports pointed out that even 

though most MFIS have office and also clients in Addis Ababa, except ADCS, 

Aggar most are expanding outside for those MFIs such as ADCS[ which are 

operating only in Addis Ababa, where computation is severe, new product 

development backed by continuous market assessment on customers demand is a 

better strategic move-new product for existing market. 

For those who can open branches in other areas outside Addis Ababa it is one 

kind of strategy existing product for new market. 

Moreover, it will be better if they can adapt two strategies at a time-existing 

product for the new rural market and new product for the existing market ,Addis 

Ababa. 
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Appendix 

Addis Ababa University 

Faculty of Business and Economics 

Post Graduate Program 

Structured interview undertaken with senior officials of selected MFIs operating 

in Addis Ababa 

Dear sir/ madam, 

Dear respondents, this is a structured interview that has invaluable significance to 

your organization and to the microfinance industry as a whole. 

This research project is envisaged to meet the following key objectives: 

• To understand the current role of marketing within the MFls 

• Explore the impact of clinent marketing practices 

• Identify key marketing issues eg. Market segmentation, marketing mix. 

And 

• Assess the impact of marketing on the financial outcomes of the MFI 

l . sex-------------------------

2. Position /duty-------------------

3. Qualification 

4. Name of the MFI 

5. Mission and vision 

6. Do your MFI have a marketing department or unit? 
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7. What are the activities and roles of the unit? 

8. In which areas of specialization do they graduate staff capability and 

performance? 

9. What kind of marketing strategies are being used and how was it designed? 

10. Which areas are the target markets? ----------------------------------------------
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11. What marketing mix strategies are used? 

12. Did you ever done client behavior analysis, customer feed back, etc? 

13. What are your services, financial and non financial? 

14. What are your pricing strategies interest for loans and for deposits and fees 

for non financial services? 

15 . What strategic planning and positioning did you used? 
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16. Product analysis and differentiation strategies: which are your target 

markets? 

17. What promotional tools are used to attract new clients, outreach 

communication, etc? 

18. Do you have a marketing plan? 

19. Is there an attempt to develop new financial products present market­

present product, present market- new product, new market- present 

product, new market- new product? Issues with this regard are product­

clients, competitive characteristics, distribution channels, promotion 

programs, and legal and regulatory or others. 
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20. How do you see the direct and indirect competition in the industry? 

21. How do you see the factors with both positive and negative impacts in the 

performance of the mf industry in country in general and specifically in 

Addis Ababa? 
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