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2007 to 2013
Introduction

The Government of Zambia (GRZ) recognises that the lack of access to financial services in rural areas severely restricts the development potential of Zambia’s rural areas and population, its agricultural sector and its economy at large. This aspect is one of the constraints to economic growth and poverty reduction. It is against this background that the Rural Finance Programme (RFP) was designed to revitalize the rural finance sector. The RFP is a six (6) year Programme operating within the framework of the Financial Sector Development Plan (FSDP).
Programme Funding

The Government of the Republic of Zambia (GRZ) and the International Fund for Agricultural Development (IFAD) signed a Loan and Financing Agreement of SDR 9.25 (USD 13.80) on 9th September 2005. The total cost of the Project is USD 17.50 million with IFAD contributing USD 13.80, GRZ USD 3.10 million and Financial Institutions and Beneficiaries USD 0.60. The Programme has a completion date of 30th September 2013 and a closing date of 31st March 2014.

The programme was declared effective on 7th September 2007 and officially launched by the Hon. Minister of Finance and National Planning on 15th October 2007.
Programme Area 

While national in scope, to be effective, the programme focuses on areas of the country with comparative advantage for implementation of the individual components and activities. However none of the interventions is restricted in spatial terms and can in principle operate anywhere in the country.   
Targeting

The programme aims to benefit about 150,000 rural households with the following four specific groups likely to benefit from improved access to financial services. (i) poor or relatively poor rural households; (ii) small-scale rural enterprises and enterprise/market groups (iii) contract farming/production companies and other medium to larger scale rural enterprises; and (iv) salaried workers.

Programme Goal 

To improve the livelihoods of rural households through increased use of sustainable financial services in rural areas. 
Programme Investment Components

The Programme consists of the following investment components:

· Development of Community-based Financial Institutions (CBFIs) – (2.3 million USD) 
· Promotion of Rural Banking Services (support for NSCB) – (5.0 million USD) 
· Credit Facility for Contracted Small-Scale Production - (4.6 USD)
· Innovation and Outreach Facility - (1.5 million USD) 
· Policy, Institutional and Management Support- (3.5 Million USD) 
Programme Outcomes

The following are the expected programme outcomes:

· Rural households using expanded and sustainable community-based financial services;
·  Households, groups and enterprises in rural areas using banking services;
·  Production by smallholders and other small-scale producers increased;
·  New financial products mainstreamed and additional services operating sustainably in rural areas; and
·  A more conducive policy & institutional framework for rural finance is in place. 
1.
Development of Community-based Financial Institutions (CBFIs)

Description 
This aims to improve access of commercially active poor rural households to community based financial services on a sustainable basis through the promotion of rural self-owned and managed institutions. Local NGOs/MFIs will be contracted to provide training and advisory services to support, in rural areas, the establishment and strengthening of ASCAs and FAs. 

Target 
30, 000 rural women and men in new and strengthened community-based financial institutions. 
Strategy  
i). Creation of new CBFI: This includes support for training and advisory services building on the current operations of NGOs and microfinance institutions. These would be contracted as Community Based Financial Institution Promoters (CBFI Promoters) to support and facilitate the establishment of about 1,500 to 2,000 Accumulating Savings and Credit Associations (ASCAs), each with up to 10 to 20 members. The CBFI Promoters would further develop methodologies including testing promising modifications and piloting more advanced systems with continuous focus on savings mobilization.   

ii) Strengthening existing savings and credit groups: Existing savings groups formed under other projects/programmes (e.g. Sida-supported Agricultural Support Programme) will be strengthened to develop procedures and safeguards to ensure that they become viable and sustainable ASCAs or savings and credit groups. 

iii) Thematic technical assistance: Support will include cross cutting studies to promote new approaches and methodologies for CBFIs, with a focus on specific themes selected annually, which aim to provide a set of recommendations for CBFI Promoters. Support will also be provided for specialized training, thematic workshops, and study tours.

The strategy is based on the following: 
· Financial services by small institutions with relatively low levels of management complexity 

· Focus on low-income population

· Focus on women and women requirements including emphasis on savings

· Self –managed and sell-sustaining approaches

· Gradual development and linkage to formal banking system   

2.
Promotion of Rural Banking Services (support for NSCB)
Description
The objective is develop sustainable banking services in rural areas through supporting the National Savings and Credit Bank (NSCB) to develop into a financially sound and professionally managed institution that offers core banking services to low-income households and emerging entrepreneurs on a nationwide and sustainable basis. Central to this is the implementation of the NSCB’s Institutional Development Plan (IDP). This component will assist GRZ to develop NSCB into a financially sound and professionally managed institution that makes services available to a large portion of the population of rural areas including the poorer households and small-sale entrepreneurs:
Target 
· 50 districts, 
· 100,000 to 120,000 rural households and small-scale entrepreneurs  
Strategy
i). Strengthening of NSCB Capital Structure: provision of additional equity capital comprising: (a) a Government debt swap with NSCB; (b) an incremental equity investment by Government to the NSCB for NSCB asset acquisition; and (c) policy development for ownership of fixed assets.

ii). Expansion of Rural Outreach: expansion through service facilities including, branches, sub-branches, rural money windows and mobile banking services.

iii). Development of Rural Products: including (a) deposits (i.e. smallholder savings schemes, accounts for saving and credit groups/MFIs, a special savings scheme for rural women entrepreneurs, rural pensioners savings scheme and introduction of current accounts); (b) loans (i.e. short term micro loans and short term small and medium enterprise loans; and
iv). Development of Management and Operational Systems: The programme’s support includes investment in (a) computer management information systems; (b) expansion of NSCB branches and (c) technical assistance and training.  
v). Organizational and Manpower Development: Increasing and upgrading staff through manpower development and training on MIS utilization and implementation. The Programme will support the engagement of a banking advisory firm to support the implementation of the IDP and computerisation. 
3.
Credit Facility for Contracted Small-Scale Production

Description
The objective of this component is to promote improved access to credit for smallholders and other rural producers on a sustainable basis through linkages with out-growers and other rural producers on a sustainable basis through linkages with out-grower/production companies. This will be done through the provision of a Credit Facility for on-lending by qualified Participating Commercial Banks (PCBs) to contracted smallholder small-scale marketing/production operations for production inputs and for small investment items used by the contracted producers. The Credit Facility will comprise two financing windows, one in USD and the other in Zambian Kwacha, for which the Development Bank of Zambia will act as a ‘management agent’ against agreed fees. 


Target 

Over 60,000 smallholder farmers, contracted livestock owners, smallholder dairy producers, contracted honey collectors, contracted fishers, communities contracted to undertake tourism activities.  
Strategy
· Funds are revolved and used in the ongoing lending operations
· Promote proactive encouragement and involvement of female-headed households
· DBZ engaged as agent for GRZ
· Participating Financial Institutions to bear risk (Kwacha and Dollar loans)
· Credit line to finance incremental smallholder and other small-scale production operations (inputs, irrigation pumps, beehives or fishing gear) 
· Loan extended to out-grower/ production companies
4.
Innovation and Outreach Facility

Description
The objective of this component is to promote the development and up-scaling of sustainable and appropriate rural finance operations, particularly to reach vulnerable households. Support will focus on reducing the financial risk of developing or extending financial services to rural areas by covering a percentage of service costs.  By covering a portion of the costs of such servicers, it will encourage the development of new and innovative financial products and when necessary assist in the creation of new institutions or restructuring of existing ones. In response to industry initiatives the Innovation and Outreach (I&O) Facility will work proactively with financial service intermediaries, partner institutions and other organizations to generate ideas to develop concrete proposals for I&O Facility support. 
Target 
Rural households and small-scale entrepreneurs  
Strategy
· Matching grant funds to support the implementation of proposed projects to participating institutions e.g. 
i. Design/pilot new rural products

ii. Schemes to develop group-based savings and credit activities

iii. Establishment of new rural branches

iv. Pilot new rural branches / mobile banks

v. Projects to transform legal/organisational status of MFIs

vi. Projects to regulate MFIs

· Technical assistance to potential clients of the Facility  
· Enhancing inter-agency learning through dialogue
5.
Policy, Institutional and Management Support

Description
This component will help in creating a conducive and supportive policy and institutional environment for the development of rural finance. This will be done through further enhancement of policy framework for rural finance and helping to translate it into practical policy tools and in the process creating the necessary capacity to manage the programme and build up competence in government to guide and oversee the development of the rural finance sector. Two sub-components have been created i.e.  Rural Finance Unit and the Programme Management Unit.

Support for Rural Finance Sub-Component. A Rural Finance Unit has been established and resourced within the Ministry of Finance and National Planning (MoFNP). Its role is to focus on development of a strategic and operational framework for rural finance, and the promotion of policy dialogue and institutional strengthening. 

Programme Management Sub-Component. A Programme Management Unit has been established and resourced within the MoFNP to facilitate the day to day management, coordination and implementation of program activities.
Target 
Rural Finance Unit policy development at MFNP 
Strategy
· Organizing a policy user response dialogue,
· Strengthening the capacity of involved sector ministries and other government bodies,
· Facilitating linkages with AFRACA and others
· Running an Annual Rural Finance Forum
· RFU housed within the MoFNP - Investment and Debt Management Dept
· Two senior staff assigned to the RFU to coordinate the unit
· RFU Reference group appointed reporting to FSDP Working Groups on Banking and Non Banking Financial Institutions
· Short term consultants to be engaged to draft policies working closely with PMU 
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