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Preface

This report represents the findings of the project performance evaluation of the
Rural Financial Intermediation Programme in the Kingdom of Lesotho. The evaluation
was undertaken by the Independent Office of Evaluation of IFAD (IOE).

The programme was implemented between 2008 and 2015, with the aim to
enhance the access of the rural poor to efficient financial services on a sustainable basis.
The relevance of the programme was mixed - although the pillars of the programme
covered the key areas in supporting rural finance and microfinance, the programme
design was overambitious and did not give due consideration to the capacity of the
originally selected implementing agency or to the absence of the financial sector
foundations in the country.

One of the main achievements of the programme was transforming Lesotho Post
Bank into a self-reliant financial intermediary with a full banking license, and expanding
rural credit and savings outreach. With the support of the programme, the Lesotho Post
Bank launched its lending operations and attained profitability for the first time in 2014.

The programme also contributed to the establishment of member-based financial
institutions, with the participation of Catholic Relief Services and CARE. This approach
demonstrated the flexibility of IFAD in adjusting project implementation modalities, as
these two organizations had not been included in the programme design. The established
member-based financial institutions successfully provided their members, mostly
women, with facilities to deposit and accumulate their savings and eventually improved
their living conditions and household incomes. Since programme completion, the
development of member-based financial institutions has been scaled up by Catholic
Relief Services and two national non-governmental organizations.

On the other hand, while the programme managed to build financial intermediaries
with rural outreach, the objective of establishing linkages between member-based
financial institutions and Lesotho Post Bank was not effectively achieved. In addition, the
programme management cost ratio was unreasonably high. This might have been
avoided if the Programme Lead Agency had been effective in adequately implementing
the recommendations of audit reports and supervision missions, both of which reported
repeatedly the misuse and misappropriation of funds under the project management
component. The continuously low fiduciary management capacity within the programme
coordination unit was another factor that hampered programme efficiency.

This project performance evaluation was conducted by Xiaozhe Zhang, former
Evaluation Research Analyst, IOE, under the overall guidance of Johanna Pennarz, Lead
Evaluation Officer, IOE, with contributions from Dr Hans Dieter Seibel, IOE senior
consultant, and Jorge Carballo Gutierrez, IOE consultant. Peer reviewers — Fabrizio
Felloni, Deputy Director, IOE, and Ernst Schaltegger, Senior Advisor, Innovabridge
Foundation — provided comments on the draft report. Laure Vidaud, IOE Evaluation
Assistant, provided administrative support.

IOE is grateful to IFAD's East and Southern Africa Division and the Government of
Lesotho, especially the Ministry of Finance, for their cooperation at various stages of the
evaluation process and the support they provided to the mission. I hope the results
generated from this evaluation will be of use to help improve IFAD's operations and
development activities in the Kingdom of Lesotho.

—

D

Oscar A. Garcia
Director
Independent Office of Evaluation of IFAD



Most of the members of the Mant'satlala Cooperative are women.
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Currency equivalent, weights and measures

Currency equivalent
Currency unit = Lesotho Loti/Maloti (LSL)
Lesotho Inflation Rates and US$ to LSL Exchange Rates (2007 to 2015)

Inflation rates

Exchange rates

(End of periods) (End of periods)
Year 30-Jun 31-Dec 30-Jun 31-Dec
2007 8.0 10.5 7.13 6.85
2008 9.6 10.6 7.88 9.43
2009 8.1 4.2 7.91 7.49
2010 3.8 3.1 7.6 6.66
2011 4.7 7.7 6.84 8.2
2012 6.1 4.5 8.42 8.49
2013 4.6 5.1 9.92 10.43
2014 6.5 3.6 10.67 11.62
2015 2.9 12.2 15.27

Sources: Lesotho Bureau of Statistics, Ministry of Planning and Development
http://www.bos.gov.ls/

Fiscal year

1 April - 31 March

Weights and measures

1 kilogram (kg)

1 metric tonne (t)
1 kilometre (km)
1 metre (m)

1 square metre

1 acre (ac)

1 hectare (ha)

2.204 pounds (Ibs)
1,000 kg

0.62 miles (mi)
1.09 yards (yd)
10.76 square feet
0.405 ha

2.47 acres


http://www.bos.gov.ls/

Abbreviations and acronyms

AWPB
CARE
CGF
CPM
CRS
DOC
IFAD
IOE
INGO
M&E
MAFS
MBFI
MOFDP
MTR
NBFI
NGO
PCU
PCR
PPE
PSP
RF&ESP
RIMS
ROAA
RSCG
RUFIP
SACCO
SAVIX
SDR
SILC
UNCDF
UNDP
VSLA

annual work plan and budget

Cooperative for Assistance and Relief Everywhere
Credit Guarantee Fund

country programme manager

Catholic Relief Services

Department of Cooperatives

International Fund for Agricultural Development
Independent Office of Evaluation of IFAD
international non-governmental organization
monitoring and evaluation

Ministry of Agriculture and Food Security
member-based financial institutions

Ministry of Finance and Development Planning
mid-term review

non-banking financial institutions
non-governmental organization

programme coordination unit

project completion review

project performance evaluation

private service provider

Rural Finance & Enterprise Support Project
Results and Impact Management System
return on average assets

rural savings and credit group

Rural Financial Intermediation Programme
savings and credit cooperative

Savings Groups Information Exchange
Special Drawing Right

saving and internal lending community
United Nations Capital Development Fund
United Nations Development Programme
village savings and loan association



Map of the programme area

Kingdom of Lesotho
Rural Financial Intermediation Programme
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Executive summary

Background

1.  The Independent Office of Evaluation of IFAD undertook a project performance
evaluation of the Rural Financial Intermediation Programme (RUFIP) in the
Kingdom of Lesotho. The main objectives were to: (i) provide an independent
assessment of the overall results of the programme; and (ii) generate lessons and
recommendations for the design and implementation of ongoing and future
operations in the country.

2. This evaluation was undertaken based on a desk review of available programme
data and documents, and a country mission from 20 to 31 March 2017. In addition
to the desk review, data collection methods included interviews with various
stakeholders (government officials, IFAD staff, former programmme personnel,
implementing partners and beneficiaries) and direct observation. The evaluation
team interviewed a range of member-based financial institutions (MBFIs), including
village savings and loan associations, saving and internal lending communities,
rural savings and credit groups, and financial cooperatives promoted by different
implementing partners.

The programme

3. The development goal of the programme was to “alleviate poverty, increase income
and contribute to overall economic development”. The programme objective was to
enhance access to efficient financial services by the rural poor on a sustainable
basis. The underlying theory of change in RUFIP was that the programme would
enhance the access of the rural poor to financial services on a sustainable basis
through four pillars: (i) building the capacity of governmental implementing
partners, which in turn would build the capacity of MBFIs as member-owned local
financial intermediaries and enable them to accumulate member savings and
transform the savings into loans to members for income smoothing and the
financing of member enterprises; (ii) building the capacity of the senior
management and staff of Lesotho Post Bank, which in turn would transform a
postal savings bank into a self-reliant bank, expand its credit outreach to rural
areas and enable borrowers to finance their income and employment-generating
enterprises; (iii) building the regulatory and supervisory capacity of the Central
Bank of Lesotho and governmental implementing partners, which in turn would
cooperate in the formulation and enactment of a legal and regulatory framework
for MBFIs; and (iv) facilitating linkages between formal financial institutions and
MBFIs by providing credit to the latter for on-lending to their members.

4. The programme coverage was nationwide, and interventions at the field level were
weighted differently among the 10 districts in the country. There were three
expected outcomes: (i) MBFIs strengthened to provide efficient services to their
members in rural and peri-urban areas; (ii) rural outreach of formal financial
institutions expanded; and (iii) conducive environment and institutional framework
for promoting inclusive financial services developed. These outcomes largely
corresponded to the three main programme components: (i) development of
MBFIs; (ii) development of formal financial institutions for formal outreach; and
(iii) development of an enabling environment.

Main findings

5. Relevance. The programme objective and main design thrusts were broadly
relevant and covered the key areas in supporting rural finance and microfinance in
Lesotho. However, the programme was overambitious as it did not sufficiently
consider the complexities of establishing an appropriate policy, regulatory and
supervisory framework in the programme context. There were also issues in
relation to the heavy reliance on government agencies as the implementing
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partners for promoting MBFIs, which, though flagged in a predecessor project in
the country, were not adequately assessed and considered at design.

Effectiveness. With the involvement of two international non-governmental
organizations (INGOs) - Catholic Relief Services (CRS) and Cooperative for
Assistance and Relief Everywhere (CARE) - the programme achieved good results
in developing MBFIs: 639 such institutions were developed, with 10,039 members.
The programme also made notable contributions to the transformation of Lesotho
Post Bank into a fully licensed commercial bank, which became profitable in 2014,
three months before programme completion. However, there were no data on the
number of group loans provided to the MBFIs during the programme period. The
expected linkages between MBFIs and Lesotho Post Bank were not effectively
established.

Efficiency. The time lag from loan approval to effectiveness was about seven
months, which is shorter than the average of other IFAD-financed projects in
Lesotho. Nonetheless, programme implementation experienced a slow start-up
mainly due to the inadequate preparedness of the programme coordination unit,
including a lack of familiarity with IFAD’s procedures, poor financial management
and inappropriate staffing. The programme management cost ratio was
unreasonably high, which critically hampered the efficiency of the programme.

Rural poverty impact. No reliable and conclusive data were available to inform
the assessment of the rural poverty impact of RUFIP, especially on household
income and net assets, food security and agricultural productivity. The most visible
contributions were in the impact domains “institutions and policies” and “human
and social capital and empowerment”. The programme had effectively built the
capacity of two types of institutions as providers of financial services to the target
group: village savings and loan associations, and saving and internal lending
communities. This was achieved mainly in cooperation with CARE and CRS. RUFIP
also contributed significantly to the institutional transformation and capacity-
building of Lesotho Post Bank. The generation of human and social capital and the
emergence of empowerment took place at the levels of village agents and MBFIs,
respectively. There was evidence of job creation or systemic enterprise growth in
the implementation areas. However, due to the lack of data, it was difficult to
assess the impact of the increased access to financial services on the living
conditions and household income of the target group.

Sustainability of benefits. Under RUFIP, capacity-building of the MBFIs and
Lesotho Post Bank were two major achievements. The sustainability of the
established MBFIs is likely to be assured with guidance and support provided by
their respective promoting agencies. The sustainability of Lesotho Post Bank is
based on two key factors: profitability, and credit and savings outreach. Available
data showed that the introduction of lending operations by RUFIP had a definite
and continual impact on the bank’s performance and sustainability. Linkages
between MBFIs and commercial banks were not achieved during the
implementation period, and it remains uncertain to what extent such linkages could
be created in the near future.

Innovation. In RUFIP, innovation was most pronounced during the process of
transforming a postal savings bank into a profitable, rapidly expanding financial
intermediary with savings and credit services throughout the country. This
achievement is particularly noteworthy when compared to savings and agricultural
banks in many other African countries. In terms of MBFIs, two innovations that
would have been new not only to Lesotho but also to many other African countries
were discussed but failed to be introduced. This is attributable to missed contract
renewals and the resulting shortage of time for: (i) organizing private service
providers into networks; and (ii) promoting village savings and loan associations
and saving and internal lending communities in district or other local associations.

Vi
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Financial cooperatives and rural savings and credit groups as subsectors, together
with their respective governmental promoting agencies, tended to be averse to
systemic innovation.

Scaling up. Scaling up of the programme benefits is linked mainly to the
development of MBFIs by CRS as well as two local NGOs: Caritas and Care for
Basotho. Further contributions to the scaling up and sustainability of MBFIs may
come from: (i) new projects of INGOs introducing savings groups as a cross-cutting
strategy; (ii) future networks of NGOs collaborating in the strategies and policies of
savings groups; and (iii) future networks of village agents/private service providers.

Gender equality and women’s empowerment. The environment for promoting
gender equality and women’s empowerment is relatively conducive, as equality for
women has historically been supported in Lesotho. This environment favoured the
participation of women beneficiaries, which remained high throughout the
programme, even though the design did not specify any targets or guidelines for
gender equality. The available evidence also pointed to considerable decision-
making power on the part of women at the household level. At the same time, in
terms of household workload, women beneficiaries were disproportionately
burdened, being expected to take care of children, cook, conduct agricultural
activities and also run small businesses. In this regard, the programme made
limited effort to help women achieve a more balanced distribution of work within
their households.

The criteria on “environment and natural resources management” and
“adaptation to climate change’’ were not rated in this evaluation as there were
no direct interventions in this context and the evaluation team obtained too little
evidence to conduct a sound assessment.

Conclusions

Despite a promising objective, the programme was overambitious and did
not sufficiently consider the capacity of the implementing agencies and the
absence of the financial sector foundations in the country. The programme
had an ambitious objective of enhancing rural poor people’s access to efficient
financial services on a sustainable basis. While the programme managed to build
financial intermediaries with rural outreach, which mobilized their own resources
for use as loanable funds, the intended objective was not achieved at completion,
as linkages between the MBFIs and commercial banks were not effectively created.

Realizing the governmental implementing agencies were too weak to drive
the MBFI sector, the programme involved two INGOs as implementing
partners, which proved to be an effective approach and demonstrated the
flexibility of IFAD. RUFIP’s experience with building MBFIs as member-owned
local financial intermediaries was mixed: it failed with governmental implementing
partners while it succeeded with non-governmental partners. Due to the efforts of
CRS and CARE, a significant number of MBFIs and members were reached and
trained. The MBFIs successfully provided their members with facilities to deposit
and accumulate their savings and to transform these into small loans and larger
annual share-outs. The notable number of village savings and loan associations,
and saving and internal lending communities promoted by CRS and CARE reflect
the demand for accessible, affordable and sustainable financial services by the rural
poor.

The programme performed well in transforming Lesotho Post Bank into a
self-reliant and sustainable retail bank, with a full banking licence and in
expanding rural credit and savings outreach. Transforming state-owned
financial institutions has been a challenging experience in many countries. When
funded from loans to governments, the process has frequently failed because
resources were not available to hire the best international expertise. Lesotho Post
Bank had been under pressure to strike a balance between pursuing profit and

Vii



17.

18.

19.

20.

21.

reaching out to lower-income rural clients, as designed at appraisal. Such pressure
was and continues to be the main constraint preventing wider participation of
commercial banks in financial linkages.

The programme’s impact on rural poverty was moderate. On one hand, the
programme successfully built the capacity of the MBFIs and Lesotho Post Bank,
which laid the foundation for improving human and social capital as well as
broadening access to affordable and sustainable financial services. Some of the
programme benefits are likely to emerge beyond the duration of the
implementation period. On the other hand, no reliable and conclusive data were
available to inform the assessment of the rural poverty impact of RUFIP, in
particular on household income and net assets, food security and agricultural
productivity.

Recommendations

Recommendation 1: Build private MBFIs only with private and/or non-
governmental implementing partners. It is recommended that future projects
use non-governmental agencies, preferably experienced NGOs, as implementing
partners for promoting MBFIs. This requires funding from sources other than loans
to governments, e.g. grants. The Government, through the central bank, has the
responsibility to ensure a conducive policy and regulatory environment, which may
be funded from loans.

Recommendation 2: Allocate at design funds from grant resources or in
cooperation with other partners for two sustainability-cum-scaling-up exit
strategies, post-completion if necessary, which would involve: (i)
organizing private service providers into networks; and (ii) organizing
groups into local or district associations. Private service providers, whose
services are paid for by the savings groups they have established, are widely
considered by NGOs as an exit strategy to be used at the end of their various short
projects in which savings groups/MBFIs were developed as a cross-cutting
strategy. Unless private service providers are organized into networks to form the
basis for communication and mutual and possibly external support, their
engagement with the groups they have established - as well as with additional new
groups - is likely to be short-lived. A related and mutually reinforcing strategy
would be to organize groups into local or district associations.

Recommendation 3: Strengthen the capacity of the existing national
secretariat of NGOs, enabling it to serve as a key facilitator of MBFIs for
coordination, representation and resource acquisition. The facilitation of
savings groups by INGOs is a cross-cutting strategy for numerous local projects of
limited scale and duration. There is usually no coordination or policy dialogue
among the various facilitating INGOs and local NGOs. As the local projects come to
an end, facilitation, oversight and reporting to the Savings Groups Information
Exchange usually stop. Attempts should be made to strengthen the capacity of the
existing national council to enable it to play a more proactive role in supporting the
rural finance and microfinance sector. It would take the intervention of an
international agency with a comprehensive long-term development agenda (such
as IFAD) to bring this process to a sustainable conclusion.

Recommendation 4: Improve the capacity and integrity of programme
management staff in future projects. For IFAD-financed projects in Lesotho in
the future, the Government should take every possible measure to assign
competent staff to the project to ensure the required capacity and integrity of the
programme coordination unit (PCU). Training and incentives should also be
provided to increase the stability of the PCU and reduce the turnover of the key
project staff that was experienced by RUFIP.

viii



IFAD Management's response?

1.

Management welcomes the Project Performance Evaluation (PPE) of the Rural
Financial Intermediation Programme (RUFIP) in the Kingdom of Lesotho, and notes
the good quality of the report.

Overall, Management agrees with IOE’s assessment of the programme's
performance and notes that the PPE recognizes the programme's contribution in
increasing the access of rural poor people to efficient financial services.
Management is pleased to note that there is consistency between the PPE and the
project completion report in terms of both findings and lessons learned and
assigned performance ratings. Management is also pleased to note the upgrade
from 3 to 4 of the rating on "sustainability of benefits”. This underlines RUFIP’s
considerable contribution to the evolution of Lesotho Post Bank into a self-reliant,
profitable financial intermediary with rapidly expanding credit outreach to both
urban and rural customers. Management also concurs with the findings of the PPE
mission that the development of member-based financial institutions has been
scaled up by Catholic Relief Services (CRS) and two local NGOs, which led to an
increase in the number of saving and internal lending communities (SILCs) and
village savings and loan associations (VSLAs) from 552 to 1,682. Management
agrees with the evaluation that this increase could indicate good potential for
future scaling up.

Management welcomes the recommendations of the PPE, which will certainly
contribute to deepening the ongoing dialogue with the Government of Lesotho on
programmatic support to the country's rural finance sector. Management’s views on
the proposed recommendations are provided below.

Recommendation 1: Build private MBFIs only with private and/or non-
governmental implementing partners. Based on the lessons and experience of
RUFIP and Rural Finance and Enterprise Support Project, it is recommended that
future projects use non-governmental agencies, preferably experienced NGOs, as
implementing partners for promoting MBFIs. This requires funding from sources
other than loans to governments, e.g. grants. The Government, through the
central bank, has the responsibility to ensure a conducive policy and regulatory
environment, which may be funded from loans.

Response from Management: Agreed. Management agrees that the programme
design was overambitious and did not adequately consider the capacity of
government agencies as implementing partners. Management also agrees that the
approach that was subsequently adopted of working with the Catholic Relief
Services and CARE as implementing agencies was effective. This notwithstanding,
Management is of the view that implementation of project activities through non-
governmental agencies does not need to be financed exclusively by grants.

Recommendation 2: Allocate at design funds from grant resources or in
cooperation with other partners for two sustainability-cum-scaling-up exit
strategies, post-completion if necessary, which would involve: (i)
organizing private service providers into networks; and (ii) organizing
groups within local or district associations. Private service providers, whose
services are paid for by the savings groups they have established, are widely
considered by NGOs as an exit strategy to be used at the end of their various short
projects in which savings groups/MBFIs were developed as a cross-cutting
strategy. Unless private service providers are organized into networks to form the
basis for communication and mutual and possibly external support, their
engagement with the groups they have established — as well as with additional new

! The Programme Management Department sent the final Management's response to the Independent Office of
Evaluation of IFAD on 17 October 2017.



groups is likely to be short-lived. A related and mutually reinforcing strategy would
be to also organize groups into local or district associations

Response from Management: Agreed. Management agrees that organizing
private service providers into networks and organizing groups into local or district
associations are two key elements for ensuring the sustainability of the support
provided to savings groups and MBFIs. Management recognizes that the
strengthening of those networks should be an integral part of the programme
during implementation, to ensure that they are not solely reliant on grant
resources and cooperation with other partners.

Recommendation 3: Strengthen the capacity of the existing national
secretariat of NGOs, enabling it to serve as a key facilitator of MBFIs for
coordination, representation, and resource acquisition. The facilitation of
savings groups by INGOs is a cross-cutting strategy for numerous local projects of
limited scale and duration. There is usually no coordination and policy dialogue
among various facilitating INGOs and local NGOs. As the local projects come to an
end, facilitation, oversight and reporting to the Savings Groups Information
Exchange usually stop. Attempts should be made to strengthen the capacity of the
existing national council to enable it to play a more proactive role in supporting the
rural finance and microfinance sector. It would take the intervention of an
international agency with a comprehensive long-term development agenda (such
as IFAD) to bring this process to a sustainable conclusion.

Response from Management: Agreed. Management will explore ways to
capitalize on future activities within the Lesotho country programme to strengthen
the capacity of the national council in this respect.

Recommendation 4: Improve the capacity and integrity of programme
management staff in future projects. For IFAD-financed projects in Lesotho in
the future, the Government should take every possible measure to assign
competent staff to the project to ensure the required capacity and integrity of the
PCU. Training and incentives should also be provided to increase the stability of the
PCU and reduce the turnover of the key project staff that was experienced by
RUFIP.

Response from Management: Agreed. Management concurs that the capacity
and integrity of the PCU team are critical for successful implementation. In this
regard, Management will continue to determine the most effective implementation
approach, while acknowledging the limitations of available capacity in-country.

Management remains committed to internalizing the lessons learned from this
comprehensive exercise and its outcomes to further improve the performance of
IFAD-funded programmes in the Kingdom of Lesotho.



The Kingdom of Lesotho
Rural Financial Intermediation Programme
Project Performance Evaluation

I.
1,

Evaluation objectives, methodology and process

Background. The Independent Office of Evaluation of IFAD (IOE) undertakes
project performance evaluations (PPEs) for a number of selected completed
projects.! The Rural Financial Intermediation Programme in the Kingdom of Lesotho
(RUFIP) was selected for a PPE to build evaluative evidence for IFAD’s approaches
to support rural finance in recipient Member States at the project level.

Objective and focus. In general terms, the main objectives of PPEs are to: (i)
provide an independent assessment of the overall results of projects; and (ii)
generate lessons and recommendations for the design and implementation of
ongoing and future operations in the country. Among others, this PPE focused on
selected key issues that emerged from the preparation phase of desk reviews,
including: (a) relevance of programme design; (b) monitoring and evaluation
(M&E) system and programme impact; (c) sustainability of the programme’s
benefits; (d) programme management cost ratio; and (e) the positioning of RUFIP
and IFAD in the rural finance sector.

Methodology. This evaluation follows IFAD Evaluation Policy (revised in 2015)?
and the second edition of IFAD Evaluation Manual (2015).3 It adopts a set of
internationally recognized evaluation criteria (see annex II) and a six-point rating
system (annex III, footnote a). Given that none of the programme inventions had
a specific focus on climate change or environment and natural resources
management, these two criteria will not be assessed in this evaluation. The PPE
has prepared a theory of change to capture the intervention logic of the
programme and identify gaps in evidence (see annex VII). The evaluation relies on
a wide range of available documents® and a two-week country mission with field
visits. The sites for field visits were selected in close consultation with the
implementing partners to ensure that all types of saving groups facilitated by
different agencies with the support of this programme would be covered.

As normally is the case with PPEs, given the time and resource constraints, no
extensive primary data collection was undertaken through detailed quantitative
surveys. However, taking advantage of the country mission, the evaluation team
collected first-hand data and information through semi-structured instruments
during the interviews. Data collection methods such as individual and group
discussions with stakeholders, including district officials of the Department of
Cooperatives (DOC), facilitators and members of saving groups as well as
beneficiaries of other IFAD-financed projects in the same district were used. Other
key informants were interviewed by the evaluation team in Maseru city and in
Rome, including former country programme managers (CPMs), key government
officials, senior management of the Lesotho Post Bank and Lesotho Standard Bank,
and representatives of non-governmental organizations (NGOs). Historical data on
the performance of the Lesotho Post Bank was obtained during the country
mission.

! In line with IFAD Evaluation Manual (second edition, 2015), the selection criteria for PPEs includes: (i) projects of
strategic relevance that offer enhance opportunities for learning; (ii) a need to build evidence for forthcoming corporate-
level evaluations and country strategy and programme evaluations or evaluation synthesis reports; (iii) providing a
regional balance of IOE’s evaluation programme; and (iv) projects with innovative features that merit deeper analysis
and documentation.

2 https://www.ifad.org/documents/10180/3360f12f-4750-4df4-93¢3-7af62d8ee0e0.

® https://www.ifad.org/documents/10180/bfec198c-62fd-46ff-abae-285d0e0709d6.

* Including project supervision reports, mid-term review report, impact assessments, project completion report, and
baseline survey. See also annex IX for bibliography.
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Process. The PPE mission® was undertaken from 20 to 31 March 2017. At the start
of the mission, the team had a first round of meetings with key stakeholders in
Maseru city, including the Ministry of Finance, Ministry of Agriculture and Food
Security (MAFS), Department of Cooperatives of the Ministry of Small Business,
Development, Cooperatives & Marketing, Central Bank of Lesotho, Lesotho Post
Bank, former project staff and two international non-governmental organizations
(INGOs) which were key implementing partners: Catholic Relief Services (CRS) and
CARE.® Following the initial meetings in the capital, the team visited four out of the
ten districts in Lesotho (Berea, Maseru, Mohale’s Hoek and Quthing), where the
team met with District Cooperative Officers and local group facilitators. The team
interviewed a range of member-based financial institutions (MBFIs), including
village savings and loan associations (VSLAs), saving and internal lending
communities (SILCs), rural savings and credit groups (RSCGs), and financial
cooperatives’ promoted by different implementing partners. In total, the evaluation
team interacted with eight saving groups and approximately 100 beneficiaries who
were members of these savings groups (see annex IX for the list of key people met
and interviewed).

At the end of the mission, a wrap-up meeting was organized in the Ministry of
Finance for the PPE team to share its preliminary findings with project stakeholders
and IFAD’s country programme management team. Following the completion of the
country mission, further analysis of the data and information was conducted to
inform the draft PPE report. The draft report was first subjected to a peer review
within IOE and then to an external peer review. Thereafter, it was shared with
IFAD’s East and Southern Africa Division and the Government of Lesotho for
comments before being finalized.

Data availability and limitations. The programme’s baseline survey was
conducted in 2009, followed by IFAD’s standard Results and Impact Management
System (RIMS) reports which were produced in 2011, 2012 and 2013.% In 2014,
one year before programme completion, an impact assessment was undertaken by
an outsourced institute.® Data from the RIMS reports were limited and incomplete
(especially for level-3 indicators) and thus constrained the analysis of programme
outcomes and impact (see section on rural poverty impact).

A client satisfaction survey was conducted by the Ministry of Finance to collect data
in areas such as the number of MBFIs created, the size of outstanding loans, and
number of training activities. As IFAD’s funding was mainly used to support
capacity-building of the implementing agencies, there was hardly any data
available on outcomes and impact in relation to the households’ income. Another
element is that some of the districts under RUFIP are also covered by a different
type of project financed by IFAD, i.e. the Smallholder Agricultural Development
Project.!? In this context, a number of the saving groups established by RUFIP also

® The mission consisted of Xiaozhe Zhang (lead evaluator and IOE Evaluation Analyst) and Hans Dieter Seibel (IOE
senior consultant), with remote support of Jorge Carballo Gutierrez (Evaluation Research Analyst, IFAD Headquarters).
® CARE International was involved in the implementation of the development of MBFIs. CARE closed its office in
Lesotho in March 2015 and handed over to a newly created local NGO, Care for Basotho, as part of its commitment to
support local civil society. A majority of the staff of CARE in Lesotho remained as staff of Care for Basotho.

" Four types of financial self-help groups were promoted under RUFIP: VSLAs, SILCs, RSCGs and financial
cooperatives. The first three are brand names of the same basis type of informal savings and credit group. These
groups collect small savings at regular meetings and convert them into short-term loans to members at high interest
rates; the proceeds — savings and interest income — are returned to the members according to their savings inputs at
annual share-outs, after which the groups start a new cycle. Financial cooperatives are a formal variant of savings and
credit groups under cooperative law. They are larger than the informal groups, member savings are withdrawable and
there is no annual share-out. Part of the savings and interest income are entered into a loan fund, with access to
refinancing by the DOC. See annex VIl for details on the key features of selected MBFIs.

® The 2013 RIMS survey was jointly conducted for RUFIP and Smallholder Agricultural Development Project, a project
financed by IFAD in Lesotho from 2011 to 2017.

® SA Business Resources Institute (SABRI). The 2013 RIMS report was also prepared by SABRI.

1% Smallholder Agricultural Development Project is a project co-funded by the United Nations Development Programme
and the United Nations Capital Development Fund in Lesotho.



received support from the Smallholder Agricultural Development Project, which
makes it difficult to distinguish the respective impacts of these two projects.

With the intention to fill the data gaps at the outcome level, the project completion
review (PCR) mission conducted a client survey in 2015 with focus groups to collect
data in areas such as gender and employment status, improvements in income,
satisfaction with training received, income generation through the skills obtained,
and food security. Nonetheless, the sample of the PCR client survey is
comparatively small (in total 134 respondents).*!

' Annex Twelve - Assessment of Impact Data M&E and Lessons learnt, Project Completion Report (page 47).
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The programme??

Programme context

Country background. The Kingdom of Lesotho®® is a mountainous and landlocked
country which is completely surrounded by the Republic of South Africa. It covers
about 30,366 square kilometres and over 80 per cent of its land area lies above
1,800 metres.!* The estimated total population in 2017 is 2.18 million,** which
compares to the 2006 census population of 1.87 million. It is estimated that about
70-80 per cent of the total population lives in rural areas.

Lesotho has been classified as lower middle-income country since 2005.%° Its gross
national income ranged from US$80 (1966) to US$1,280 (2015), with the highest
amount in 2013 (US$1,660). Significant economic growth was observed between
2003 and 2011, with the gross domestic product increasing from US$1.158 billion
to US$2.796 billion within a decade. Despite its gross domestic product growth,
national poverty figures indicate that 57.1 per cent of the population lives below
the national poverty line (around LSL 242.62 per month,!’” equivalent to
US$23.56).® According to the latest Lesotho Vulnerability Assessment by the
United Nations Development Programme (UNDP) in 2016, about 680,000 people,
or one-third of the total population, are food-insecure and lack sources for
livelihood security. Lesotho ranked 160 out of the 189 countries in the United
Nations Human Development Index in 2015.%° Between 1990 and 2015, Lesotho’s
Human Development Index value slightly increased from 0.493 to 0.497.

Traditionally, the agriculture sector is one of the main sources of employment
and sustenance in the rural area of Lesotho, and over three-quarters of the total
population engage in subsistence farming. The contribution of the agriculture
sector?® to the gross domestic product has remained at around 8 per cent since
2006.%! Agricultural development is immensely confronted by climate change
impacts, including severe soil erosion, soil exhaustion, desertification, unfavourable
weather conditions,?? and severe environmental challenges. Out of the total land
mass, only 9 per cent could be considered as arable land (279,733 hectares) and
about 66 per cent is suitable for pasture. Incomes are generated through
traditional low-input and low-output cereal production and extensive animal
grazing. The main crops are maize, sorghum and wheat, which account for about
60 per cent, 20 per cent and 10 per cent of the arable land production,
respectively.??

Efforts to alleviate poverty in Lesotho have been constrained by several factors.
Geographically, being a mountainous enclave of its neighbour country South
Africa, Lesotho is landlocked from trading ports. The north-western part of Lesotho
comprises low-land and foothills, the north-eastern part is dominated by

12 RUFIP carries the name of a programme. This report uses the term programme and project interchangeably.

' Since its independence in October 1966, Lesotho has been a constitutional monarchy ruled by a king as Head of the
State and governed by a bi-cameral Parliament consisting of a Senate with 33 seats and a National Assembly with 120
seats. Leabua Jonathan was the first Prime Minister.

!4 Lesotho is the only independent state in the world that lies entirely above 1,000 metres in elevation. Its highest point
is Thabana Ntlenyana, standing at 3,482 metres, and the lowest point is the junction of the Senqu (Orange) and
Makhaleng rivers, sitting at 1,388 meters.

' http://www.worldometers.info/world-population/lesotho-population/, accessed on 1 March, 2017.

'8 Before 2005, Lesotho was classified as low middle-income county once in 1995, and the range of gross national
income per capita for low middle-income countries was between US$ 766 and US$ 3,035 in that year.

7 Allwine et al. 2013.

' http://data.worldbank.org/country/Lesotho.

9 UNDP (2016). Human Development Report — Lesotho.

% Including hunting, forestry, and fishing.

! Lesotho, African Economic Outlook (2012). Available at:
www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/Lesotho%20Full%20PDF%20Country%20Note. pdf.

2 In In 2007 Lesotho experienced its worst drought in 30 years, and in 2010 heavy rainfall destroyed crops and washed
away top soil and much needed nutrients. In 2015, the El Nifio drought adversely affected Lesotho, which resulted in a
declaration of “state of drought emergency” issued by the Prime Minister on 22 December 2015.

2 http://www.lesothoreview.com/agriculture-2015.php.



http://www.worldometers.info/world-population/lesotho-population/
http://data.worldbank.org/country/Lesotho
http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/Lesotho%20Full%20PDF%20Country%20Note.pdf
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mountains, and the south-western part is characterized as highlands. The rugged
terrain makes it more technically difficult and costly to build up rural infrastructure
and improve rural people’s access to markets. The unique geographical
characteristics of Lesotho result in labour emigration to South Africa. Until the
1980s, more than half of Lesotho’s gross national product was derived from
remittances from workers employed in South African mines. In recent decades,
mines employment has dropped to less than 50 per cent of the peak time and the
opportunities are preferably given to local workers in South Africa. At present,
remittance from South Africa account for about 17 per cent of the gross domestic
product of Lesotho.

HIV/AIDS remains a serious problem in Lesotho and has greatly hampered
economic and social development in the past decades. Lesotho’s HIV/AIDS adult
prevalence rate (22.73 per cent) is the second highest in the world after Swaziland,
which constitutes a key reason for the low average life expectancy (53.1 years in
2016). The HIV/AIDS epidemic creates a vicious circle of poverty (ill health -
unemployment - high infant mortality - malnutrition - high fertility - poverty)?*
and therefore has severe negative impacts on agricultural production and family
livelihoods. As the majority of the HIV/ADS deaths occur among adults between 25
and 45 years of age, it has greatly reduced the number of household members
working full-time and created inter-generational poverty by impoverishing
surviving orphans and depleting household assets by expenses on health care and
burials.

Gender equality has historically been supported in Lesotho. According to the
Global Gender Gap Report,?® Lesotho ranked 26 out of 128 countries in 2007 and
has fully closed both its educational attainment and health gender gaps in the past
decade. Literacy rates (in the age group 15-49 years) are high at 96.9 per cent for
women and 80.9 per cent for men. Women are better educated, while men tend to
devote themselves to livestock and subsistence farming from an early age.

Programme environment. At the time of programme design (2006/2007), the
financial sector of Lesotho demonstrated three main characteristics: (i) a
dominance of three foreign banks (Standard Lesotho Bank, Nedbank and First
National Bank);® (ii) a strong informal financial sector; and (iii) an absence of a
sizable microfinance sector. One of the main concerns in the formal financial sector
was the low level of lending in Lesotho. Loans account for about 20 per cent of
total assets, or 25 per cent of total deposits. The Lesotho banking sector is
characterized by a high liquidity ratio.?” Data from the Lesotho Central Bank
indicate that as of December 2006, liquid assets accounted for about 78 per cent of
these banks’ total assets, which was nearly equivalent to total deposit liabilities.?®
The low level of lending was caused by several factors, of which the most
important was that the fully-fledged commercial banks limited their business to
selected credit-worthy clients (e.g. large-scale companies operating in Lesotho or
South Africa). On the other hand, reserves of these four commercial banks® for
loan losses stood at 125 per cent over the total amount of non-performing loans,
indicating a strict pursuance of the regulations pertaining to bad debt provisions in
Lesotho.

% Consumers International 1998.

% World Economic Forum (2008). The Global Gender Gap Report. Geneva.

% There were two other banks at project design, namely Lesotho Post Bank and Kish City Bank. However, Lesotho
Post Bank only received a restricted licence from the Central Bank of Lesotho and could not grant loans or advances or
deal with foreign exchanges. Kish City Bank was the youngest commercial bank in Lesotho and obtained its licence as
a merchant bank in August 2006, almost the same period as the project inception phase.

T According to Financial Institutions Regulation 2000, the required minimum liquidity ratio is 25 per cent of the
aggregate value of deposit liabilities, balances due from banks abroad and other borrowings.

% Table 1 Commercial Bank’s Performance Ratios. Central Bank of Lesotho. Annual Report 2006.

# Kish City Bank had not commenced business at that time.
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Apart from commercial banks, other types of financial institutions in Lesotho
include moneylenders, financial cooperatives and grassroots institutions such as
RSCGs. As of December 2006, there were 51 licensed moneylenders and numerous
non-licensed moneylenders operating in the informal financial sector.>° The
average interest rate (excluding fees) of moneylenders was 10 per cent to

15 per cent per month, and in some cases the interest rates might be as high as
30 per cent per month. There were two main reasons for the high interest rate of
moneylenders. First, compared with the requirements requested by the commercial
banks, moneylenders were normally much more flexible on the documentation
requirements (e.g. guarantees) and quicker in terms of loan approval and
transaction. Second, as the clients of moneylenders may not be selected as strictly
as the commercial banks, the risk that borrowers may not be able to repay the
loan is likely to be higher.?!

In Lesotho, the legislation for cooperatives provides a loose operating
environment.?? Under the Cooperatives Societies Act 2000, financial cooperatives
were permitted to mobilize deposits from the public without strict supervision by
governing bodies and even without being subject to any forms of reporting.
Consequently, the performance of financial cooperatives was low, and one of the
most notable cases was Boliba, a multi-purpose cooperative society which was also
the largest cooperative in Lesotho.>? Difficulties in the recovery process against
defaulters has gradually become a common issue of financial institutions.

Programme rationale. At design, financial services in rural areas of Lesotho were
provided largely by informal financial institutions with limited capacity and
outreach.** It was widely recognized that the majority of the rural population did
not have reliable and regular access to financial services, which largely constrained
their opportunities to expand their agricultural activities and improve their sources
of income and consequently hampered their efforts to pursue food security and
improve their livelihood. The Government of Lesotho also identified, in its Poverty
Reduction Strategy, improved access to financial services as one of the priorities
for poverty alleviation. RUFIP was designed in this context to respond to the
existing demand by the rural poor for financial services and also to strengthen the
capacity, increase the outreach, and improve the quality of services of the financial
institutions.

Programme objectives and outcomes. The development goal of the
programme, as stated in the President’s Report, was to “alleviate poverty, increase
income and contribute to overall economic development”.3> The objective was to
“enhance, on a sustainable basis, access by the rural poor to efficient financial
services”.>® There were three expected outcomes: (i) MBFIs strengthened to
provide efficient services to their members in rural and peri-urban areas; (ii) rural
outreach of formal financial institutions expanded; and (iii) conducive environment
and institutional framework for promoting inclusive financial services developed.
These outcomes largely corresponded to the three main programme components:
(a) development of MBFIs; (b) development of formal financial institutions for
formal outreach; and (c) development of an enabling environment.

* |n accordance with Lesotho Moneylenders Acts (1989 and 1993), moneylenders which serve as a formal financial
sector of Lesotho should operate under a licence issued by the Central Bank of Lesotho.

% As of April 2007, the default rate of the biggest moneylender in Maseru was 6.3 per cent, higher than the standard
default rate of 5 per cent.

% |n general terms, credit unions or cooperatives rendering financial services are permitted by the laws to mobilize
share capitals and deposits from their members and allocate the collected funds for loans in line with the established
prudential guidelines.

# By March 2007, 64 per cent of its loan portfolio was classified as non-performance, 80 per cent of which was due by
its members.

3 With the exception of traditional burial societies.

% President’s Report. Proposed loan and grant to the Kingdom of Lesotho for the Rural Financial Intermediation
Programme. EB 2007/91/R.21/Rev.1. The goal was also stipulated in the Programme’s Loan Agreement dated 8
October 2007.

% President’s Report. EB 2007/91/R.21/Rev. 1.
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The underlying theory of change in RUFIP, derived from the stated objectives,
outcomes and components, was that the programme would enhance the access of
the rural poor to financial services on a sustainable basis through four pillars: (i)
building the capacity of governmental implementing partners, which in turn would
build the capacity of MBFIs (financial cooperatives, RSCGs, informal groups)®’ as
member-owned local financial intermediaries and enabling them to accumulate
member savings and transform them into loans to members for income smoothing
and the financing of member enterprises; (ii) building the capacity of the senior
management and staff of Lesotho Post Bank, which in turn would transform a
postal savings bank into a self-reliant bank and expanding its credit outreach to
rural areas and enabling borrowers to finance their income and employment-
generating enterprises; (iii) building the regulatory and supervisory capacity of the
Central Bank of Lesotho and governmental implementing partners, which in turn
would cooperate in the formulation and enactment of a legal and regulatory
framework for MBFIs; and (iv) facilitating linkages between formal financial
institutions and MBFIs by providing credit to MBFIs for on-lending to their
members.3® A more detailed presentation of the theory of change developed based
on the design document is contained in annex VI.

Programme area and target group. RUFIP coverage was nationwide, but
interventions at field level were weighted differently among the 10 districts, with a
focus on districts where CRS and CARE have larger portfolios. The total national
population was 1.87 million at programme design, with the districts in the West-
North region (Butha-Buthe, Leribe, Berea, and Maseru) having 58.8 per cent of the
population. Thaba-Tseka, Mokhotlong and Quthing had the highest levels of
incidence of poverty (79.89 per cent, 73.73 per cent and 63.93 per cent,
respectively).>®

Table 1
Population and poverty estimates of Lesotho by district (2006)

Incidence of poverty* Average % of
District Poor Ultra-poor Population HH Size Total HH No. population
Butha-Buthe 54.95 37.66 135 400 5.1 26 608
West-  Leribe 45.34 18.90 386 400 4.8 80 500 58.8
North Berea 46.89 23.20 319 700 4.8 66 604
Maseru 36.88 17.97 508 300 4.6 110 500
Mafeteng 42.73 22.43 253 300 4.9 51 694
South-  Mohale’s Hoek 53.21 30.67 220 800 4.8 46 000 27.1
. Quthing 63.93 39.11 149 500 5.3 29 208
Qacha’s Nek 53.20 26.31 85 100 5.1 16 686
North- ~ Mokhotlong 73.73 43.11 96 600 4.8 20 125 14.1
Fast Thaba-Tseka 79.89 44.58 142 600 4.9 29102
Total 49.51 25.79 2 297 700 4.9 476 027 100.00

Source: RUFIP. Formulation Report. 2006.

The Programme Financing Agreement defined the target group of RUFIP as “poor
rural households with a member or members with the actual or potential capacity

% Burial societies, rotating savings and credit association (ROSCAs), accumulating savings and credit associations
(ASCAs).

% Good theory of change as the foundation of an intervention requires feasibility studies, specified time dimensions of
steps of intervention, and a realistic assessment of stand-alone vs interrelated components. These conditions have not
been met in this programme.

% World Bank Lesotho Poverty Assessment, 1995.
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to generate income through economic activities”. Specifically, beneficiaries
targeted under the programme included poor small-scale producers engaged in
crop and/or livestock production with some marketable surplus, the rural poor who
may receive remittances from household members or relatives, landless
households with sporadic wage employment opportunities, female-headed
households, and unemployed youth. At project design, it was estimated that about
144,000 households (about 720,000 household members) would constitute the
primary target group.

Programme implementation

Timeframe. RUFIP was a seven-year programme. The proposal for financing the
Programme was approved by the Executive Board of IFAD on 8 September 2007.
The Financing Agreement was signed on 8 October 2007 and declared effective on
31 March 2008. The programme was completed on 31 March 2015 without an
extension, and its loan and grant accounts were closed on 31 September of the
same year.

Programme financing. The planned total cost was at US$10.7 million, of which
over 81 per cent was IFAD financing, including an IFAD loan (on highly
concessional terms) of Special Drawing Right (SDR) 2.85 million (equivalent to
approximately US$4.35 million) and a same amount of IFAD grant of

SDR 2.85 million.*® Other sources of funding include a Government contribution of
US$1.2 million, a contribution from Lesotho Post Bank of US$0.5 million and
contributions of beneficiaries amounting to US$0.3 million. The summary of
programme costs by component at design and actual expenditures are shown in
table 2.

“® The Performance-based Allocation System's allocation for Lesotho for 2007—2009 was US$ 8.71 million. According
to the Proposed Arrangements for Implementation of a Debt Sustainability Framework at IFAD (EB/2007/90/R.2),
50 per cent of the 2007-2009 allocation was allocated to Lesotho as grant.
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Table 2
Appraisal and actual programme cost by component?®

IFAD loan/grant Government of Lesotho Total

Appraisal Actual Appraisal Actual Appraisal Actual
Componentb (US$) (LSL) (US$) (LSL) (US$) % (LSL) %°
Development of 1659284 33340746 233599 4698161 | 2148330.9° 20.0 38038906° 34.1%
member-based
financial
institutions
Development of 2670388 19467677 447575 3108623 | 3607992.9° 33.6 22576 300 20.2%
formal financial
institution for
rural outreach
Development of 2824030 13893164 314,029 361 058 3147 571.4 29.4 14254 222° 12.8%
an enabling
environment for
rural finance
Programme 1534277 22015535 285606 14674115 | 1819883.4 17.0 36689469 32.9%
management
Total 8687 978 74 276 224 1227745 19004 128 | 10723778 100 111558 897 100

a Project cost by component was presented in US$ for appraisal and in LSL for actual expenditure, respectively, due to

the unavailability of data in US$ in the project documentation.

b According to the Programme Financing Agreement. The Programme Appraisal Report and the PCR had the
components formulated in a similar but not identical way.

¢ Percentage of actual expenditures for each component to the total actual project cost. Data in this column were re-
calculated to replace the error in the PCR report.

d The estimated cost for component (i) included a contribution of US$255,447 from the project beneficiaries.

e Calculation is made by the PPE team based on the component cost summary provided in the PCR (page 18). The
calculation in the PCR was not correct.

f The estimated cost for component (i) included a contribution of US$490,030 from the Lesotho Post Bank and
US$9,513 from the beneficiaries at project appraisal.

g Calculation is made based on the component cost summary provided in the PCR (page 18). The calculation in the
PCR was not correct.

Source: RUFIP Project Completion Report (2015), with corrections.

Implementation arrangements. At appraisal, the overall responsibility of
programme implementation was entrusted to the Ministry of Finance and
Development Planning (MOFDP), especially its Department of Private Sector
Development and Financial Affairs in its capacity as Lead Programme Agency.*! In
particular, as stipulated in the loan agreement, the MOFDP was responsible for
policy and strategy formulation and implementation in relation to the development
of the rural finance sector. The responsibilities of daily coordination, financial
management and M&E were delegated to the programme coordination unit (PCU)
established by the MOFDP.

The key implementing agencies included the Central Bank of Lesotho, the
Department of Cooperatives, Lesotho Post Bank and the MAFS. Moreover, it was
planned that programme coordination would be guided and assisted by two
committees: the existing Financial Sector Steering Committee and a Programme
Coordination Committee to be established by the MOFDP. The Financial Sector
Steering Committee would provide oversight and policy guidance, ensuring
effective coordination between relevant initiatives in the financial sector. The
Programme Coordination Committee would be responsible for providing
implementation oversight and support to ensure the effective implementation of
the programme.

! During programme implementation, the MOFDP was restructured into two ministries, after which the programme was

under the administration of the Ministry of Finance.
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Component 1: Development of member-based financial institutions. This
component aimed to improving the capacity of financial institutions (e.g. financial
cooperatives, RSCGs, informal financial cooperatives) which provided pro-poor
services in rural areas, and increasing transactions within these groups and with
the banking sector. Various activities were included under this component, such as
developing new systems and approaches, financial products and services, providing
training and creating new financial cooperatives and groups.

The PCR reported nine indicators for this component, of which only four included
targets at appraisal. These were: (i) people who have received project services
(49,044 against a target of 45,000); (ii) households receiving project services
(49,055 against a target of 43,000); (iii) number of groups supported (631 against
a target of 380) and (iv) membership (9,811 against a target of 7,400). The
targets for the remaining five indicators were set up during the mid-term review
(MTR), of which three indicators exceeded the MTR targets by 8 per cent (number
of savers), 110 per cent (active borrowers/number of loans outstanding), and

39 per cent (value of loans outstanding).

Component 2: Development of formal financial institutions for rural
outreach. At appraisal, this component would receive the largest portion of
financing support from the RUFIP (US$3.6 million, or 33.6 per cent of total
programme cost). It aimed at improving the access of the economically active poor
population to financial services (particularly credit) initially to be provided by
commercial banks. This component was supported through capacity-building of the
Lesotho Post Bank and enhancing the Credit Guarantee Fund (CGF) to create
linkages between commercial banks and MFBIs. Various activities were planned to
support the Lesotho Post Bank, which included: (i) supporting the bank to obtain a
full banking licence; (ii) preparing a lending strategy; (iii) procuring and installing a
credit module (Flexi Cube) to its existing computer software; (iv) introducing
broader financial products predominantly geared at reaching rural clients; and

(v) improving capacity of senior management and staff as well as enhancing
internal control mechanisms. For the linkage subcomponent, it was planned that
the programme would assist the Central Bank of Lesotho to review and revise the
operational modality of the CGF in order to increase its impact on linking promising
financial groups with interested commercial banks. Compared with the budget
allocated to capacity-building of the Lesotho Post Bank (US$3.5 million), funding
committed for the linkage sub-component was minor (US$0.08 million).

Table 3
Summary of main outputs under Component Two

No. Outcome indicator Implementation status

Output 2.1 Developing sustainable access to pro-poor financial credit and Not materialized
savings services for individuals and MBFIs in rural areas through the
Lesotho Post Bank

Output 2.2 The Lesotho Post Bank was to receive its full banking licence Materialized

Output 2.3 The CGF was to guarantee 50 MBFI loans provided by commercial ~Not materialized
banks, with a loss ratio of less than 3 per cent.

Component 3: Development of an enabling environment. The aim of this
component was to establish a sound enabling environment in which sustainable
and efficient rural microfinance services would be provided. It involved two levels
of interventions: (a) capacity-building for the implementing agencies (Central Bank
of Lesotho, Department of Cooperatives, service providers); and (b) dialogue with
concerned policymakers and key stakeholders on conducive framework conditions.
Developing an enabling environment by the Central Bank of Lesotho was to include
a policy and regulatory framework for a large and diverse sector of non-banking

10



financial institutions. No output targets were specified in the revised post-MTR
logframe to measure Component Three.

Key points

e RUFIP was designed at the request of the Government to improve the weak linkage
between the rural poor and financial institutions. The programme aimed to enhance
access by the rural poor to efficient financial services on a sustainable basis in Lesotho.

e The programme become effective in March 2008 and was completed in March 2015
without extensions.

e The programme had a national scope covering all ten districts within the country. At
appraisal, about 144,000 households (about 720,000 people) were identified as the
primary target group.

e Many activities did not include targets at appraisal or in the annual work plan and
budget. Some targets related to the number of active borrowers in the saving groups,
and the value of loans outstanding were met or exceeded. The targets for indicators in
relation to group loans issued by the Lesotho Post Bank were not met.

11
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Main evaluation findings

Programme performance and rural poverty impact
Relevance

Relevance of objectives. The programme’s objective to “enhance access of the
rural poor to efficient financial services on a sustainable basis” was in alignment
with the overall objectives and priorities of the Government, as stipulated in its
Poverty Reduction Strategy (2004/2005 - 2006/2007). Since then, access to
financial services was increasingly recognized by the Government as a key
component for rural development. The emphases of the Poverty Reduction Strategy
were on financial inclusion, market-driven financial sector development, and a
conducive regulatory environment.*?

On the side of IFAD, the programme objective was in line with IFAD Strategic
Framework (2007 - 2010), in which supporting the vibrant rural finance sector and
enhancing the capacity and organization of poor rural people to access rural
finance and microfinance services were identified as IFAD’s priorities for its
intervention approaches. The development of sustainable rural financial services
was also at the centre of IFAD’s Rural Finance Policy (2000, revised 2009), and
further detailed in the IFAD Decision Tools for Rural Finance (2010), which
emphasized the importance of establishing an appropriate policy, regulatory and
supervisory framework.

Relevance of the design. The main pillars of RUFIP were: (i) establishing MBFIs;
(ii) transforming Lesotho Post Bank into a professionally managed financial
intermediary and a key player in linkages; (iii) linking formal and informal financial
institutions; and (iv) supporting the Government and Central Bank of Lesotho in
formulating regulations and policies to encourage sustainable inclusive financial
services. Overall, these elements comprehensively covered all the key areas in
supporting rural finance and microfinance in developing countries like Lesotho from
micro-, meso- and macro-levels. However, there were some weaknesses in the
initial programme design, as highlighted below.

The programme’s support at the grassroots level, namely the development of
MBFIs (Component One), was to respond to the demand of the rural poor for
facilities for accumulating and safekeeping their small savings and providing small
loans for income smoothing and income-generating activities. However, the design
did not sufficiently take into consideration the lessons generated by a predecessor
project in Lesotho, the Rural Finance & Enterprise Support Project (RF&ESP) 1993-
2001, that supporting the promotion of savings and credit groups and income-
generating activities by government agencies might not be a promising approach.
Nevertheless, the programme design adopted an approach of heavily relying on
government agencies such as the DOC and MAFS for the mobilization of savings
groups. The appraisal proposed to continue to promote RSCGs and assist in linking
them with commercial banks, although this had failed in the previous project.
Another reflection of the design flaw on selecting implementing agencies was the
failure to engage early on two INGOs with wide experience as implementing
partners to build other types of self-reliant saving groups such as VSLAs and SILCs,
adopted only later in the programme.

A Rural Credit Guarantee Fund has been the main instrument of the Central Bank
of Lesotho to encourage commercial banks to lend to RSCGs, but with "*modest
impact” according to design. In actual fact, the CGF had failed completely in the
previous IFAD-financed RF&ESP. Nevertheless, in response to requests by the
Central Bank of Lesotho, the design suggested “to review and revise the

“2 It combines three related approaches: (i) employment creation through a conducive operating environment facilitating
private sector-led economic growth; (ii) poverty-targeted programmes empowering the poor and vulnerable to access
income-generating opportunities; and (iii) ensuring policy and legal framework support and public productivity
improvements.
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operational modalities of the Fund”, failing to note the overall lack of interest of
banks in lending to groups. It was based on the assumption that the Central Bank
of Lesotho would continue its commitment to back up commercial bank loans to
RSCGs through the CGF, as indicated at appraisal stage. This assumption proved to
be invalid, as in late 2008 the Central Bank of Lesotho decided to phase out the
operations of the CGF by 2010.** The relevance of this subcomponent is very low.

The focus of the programme on developing formal financial institutions for rural
outreach (Component Two) was on the newly established Lesotho Post Bank, not
on other commercial banks. The selection of Lesotho Post Bank as the key financial
institution was based on the lessons from the RF&ESP in which the commercial
banks had withdrawn their commitment of US$1.59 million for refinancing RSCGs.
Given the reduced interest of commercial banks during implementation,** this left
the government-owned Lesotho Post Bank, with a mandate of financial inclusion,
as the only prospective banking partner in RUFIP. In light of the experience of
numerous postal and agricultural banks in Africa (including the Lesotho Agricultural
Bank, which was closed in 2000), this was hardly a relevant design at that time.
Finding an approach for Lesotho Post Bank to serve an inclusive market might have
been considered relevant at design on principle, but hardly after the prior negative
experience of RF&RESP and within the limited programme implementation timeframe.
The expectation of linking a yet-to-be-transformed postal bank within a short time
span with credit to MBFIs, particularly financial cooperatives and RSCGs, bore little
promise.*® It was further noted that neither Lesotho Post Bank nor Standard
Lesotho Bank expressed a keen interest in group lending to MBFIs in the
foreseeable future, in contradiction to the programme assumption.

Improving access of rural poor to financial services requires a systemic approach,
including the establishment of an appropriate policy, regulatory and supervisory
framework to secure the benefits of the poor. In this regard, the inclusion of the
development of an enabling environment for rural and micro finance was an
appropriate direction which was expected to facilitate the development of a sound
rural finance sector in the country at the macro level. However, the programme
design did not sufficiently consider the complexities in the programme context and
proved to be over-optimistic.

Relevance of targeting approach. According to the design, the programme
would have a national scope, with field-level interventions. Design struggled with
two target groups. The first focused on MBFIs and their members in particular
geographical areas, defining the target groups primarily as poor rural households in
the second (poor) and third (less poor) income quintiles, and with actual or
potential capacity to generate income through economic activities (on- or off-
farm), allowing for participation in MBFIs (RSCGs, financial cooperatives) and
fulfilment of membership obligations. The second pertained to the potential
customers of a yet-to-be-transformed postal bank, Lesotho Post Bank, both at
national level and in selected branches, such as branches in Leribe, Maseru and
Quthing.

The PPE found the primary target group to be relevant and realistic, given that
these people are in the second and third poverty quintiles, which, compared with
the poorest people living in the first quintile, would be able to afford the monetary
entry and membership obligations of these informal financial groups. The relevance
of targeting the enterprising rural poor through RSCGs and financial cooperatives
at design was very low. Both RSCGs (established under RF&ESP 1995-2002) and

“® RUFIP, second supervision mission (2-13 November 2009), Aide-Memoire.

“ According to the Appraisal Report, there was at least one commercial bank that had expressed interest in
participating in the programme.

“® The prerequisites of successful savings and credit linkages, realized in less than two years, had been demonstrated
by a pilot from Indonesia and in subsequent projects: (i) pre-existing effective banks; (ii) functioning self-help groups;
and (iii) supportive NGOs operating in rural areas. There is no experience with simultaneously establishing self-help
groups and banks for linkages.
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financial cooperatives had a poor performance record and very limited outreach,
hampered, among other factors, by harsh economic conditions in rural Lesotho.
Lesotho Post Bank was just starting operations as a savings bank, with potentially
universal outreach. The design aimed to transform Lesotho Post Bank into a
commercial bank with credit services, “gradually expand(ing) its services and
frontiers without endangering viability and profitability”. While the timing was
uncertain, outreach to IFAD’s target group was most unlikely within a foreseeable
future, given its very limited economic potential.*® The project approach gained in
relevance by including NGOs as implementing partners, with wide experience as
facilitators of savings groups (mostly of women) in other African countries. Yet
credit linkages were beyond what could be reasonably expected during the project.

The overall relevance of the design of RUFIP was mixed: the relevance of
institution building as addressed by RUFIP was relatively high; its relevance as an
integrated and cohesive project was relatively low. However, recognizing that a
project does not end with its completion but might enter into a phase of self-reliant
sustainability may yield yet another perspective. In this vein, relevance may be
seen in terms of separate and possibly unrelated endeavors and the building of
foundations for financial inclusion beyond the timeframe of the project. These
foundations comprise: (a) establishing self-reliant MBFIs; (b) transforming a postal
bank into a provider of inclusive financial services; and (c) creating a policy and
regulatory framework for non-banking financial institutions. These foundations are
ends in themselves within the realm of inclusive finance. Whether or not they
might eventually lead to the facilitation of linkages of banks and non-banks with
MBFIs would be a secondary concern. There were also issues in relation to the
appropriateness of the selection of implementing partners for promoting MBFIs,
which, though flagged in RF&ESP, were not adequately assessed at design. Overall,
based on the relevance of the programme objectives as well as considering the
notable shortcomings of the design, relevance is rated moderately
unsatisfactory (3).

Effectiveness

Programme effectiveness is assessed by examining to what extent the intended
programme objectives were achieved at the time of the PPE. The assessment in
this section takes the objective of RUFIP and the expected outcomes corresponding
to each programme component as bases.

(i) Expected outcome 1: member-based financial institutions
strengthened to provide efficient services to their members in rural
and peri-urban areas

RUFIP promoted four types of MBFIs, initially financial cooperatives*” and RSCGs

(initiated under RF&ESP), followed by VSLAs/SILCs facilitated by CARE and CRS.

Available outcome data show that the expected growth in the number and outreach

of financial cooperatives and RSCGs was not met. Of the 75-90 smaller and larger

financial cooperatives existing at design, only 45 smaller financial cooperatives

(averaging of 25 members) were reached (excluding urban and larger ones), with

overall 1,125 members. Of 130 RSCGs remaining after the completion of RF&ESP,

only 42 groups with a total of 699 members (averaging of 17 members) were

reached by RUFIP (see table 4).

“® Design skepticism is expressed in the Appraisal Report: “It is of utmost importance that support to the Lesotho Post
Bank and MBFIs is coordinated to maximize synergy effects. Most of the field-level programme interventions would
thus commence in geographical areas with relatively high potential... This strategic and focused approach is critical for
Lesotho Post Bank’s sustainability and member-based financial groups and linking them to the formal sector.”

" In some cases, it is known as Savings and Credit Cooperatives (SACCOs).
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Table 4
MBFIs — Number of groups and members under RUFIP, March 2015

Household

Type Groups Members Average members
FC* 45 1125 25.0 5625
RSCG 42 699 16.6 3495
SILC 299 4 035 13.5 20 175
VSLA 253 4180 16.5 20 900
Total 639 10 039 15.7 50 195

* FC=financial cooperatives. Adjusted by DOC upwards from 40 during the PPE mission in March 2017.

Financial cooperatives under the supervision of the DOC were mostly small and
weak and did not have a functioning reporting system. The political will for
transforming financial cooperatives had been missing during the design and was
still not evident after the promulgation of the 2013 Amended Cooperatives
Societies Act. At completion, there were in total 45 financial cooperatives in all
districts (Berea: 6; Leribe: 11; Maseru: 18; Quthing: 10). RSCGs were under the
MAFS, with a generally less challenging and more timely performance (according
to the PCR). A total of 130 groups with 1430 members (averaging 11 members per
group) had survived by 2005 after the closing of RF&ESP, as noted by appraisal. At
completion, the number of RSCGs covered by RUFIP stood at 42, with 699
members in total.

Other types of savings groups (VSLAs, SILCs). As implementation started in 2008,
it was soon realized that the growth of financial cooperatives and RSCGs would be
challenging. RUFIP explored other options by involving two INGOs - CARE and
CRS, promoters of VSLAs and SILCs, respectively®® - in the programme as
implementing agencies. Once contracted in late 2010, these two INGOs largely met
output targets on a timely basis and with the quality demanded, and had
commendable outcome achievements. However, effectiveness was hampered by
the delay in re-contracting the two INGOs (two years after the initial re-contracting
proposal had been made). The contracts were finally signed in July 2013, enabling
CRS and CARE to train/retrain group facilitators and place them in the field by
November 2013, leaving little over one year until project completion.*® Despite
short, disjointed contract periods, VSLAs and SILCs met 85 per cent and 80 per
cent of targeted group formation goals, and 76 per cent and 90 per cent of
membership growth, respectively. The delays related to the re-contracting of the
INGOs caused a loss of an estimated 691 groups: 120 groups established pre-MTR
and 571 groups in the contract interim period, which was more than the total
number of groups covered by the project.>® Given the rapid expansion of groups
under CRS during 2015-2017, the loss of groups under RUFIP was in fact
considerably higher than calculated by the PCR (see section on scaling up).

Overall, the programme reached 639 MBFIs®! with 10,039 members.>? Assuming
an average household size of five, this corresponds to a total of 50,195 household
members (see table 5 below). INGOs as facilitators accounted for 86 per cent of
the groups and 82 per cent of the members under RUFIP.

It was reported that total group savings of LSL 3.33 million and loans of LSL
7.24 million of 531 groups (updated to 639 at PPE) were mobilized. Loans

“8 More recently, it was referred to internationally as Savings Groups, together with similar groups by other INGOs.

“** In November 2014, an extension plan and a budget proposal were submitted for March to September 2015; they
were rejected in February 2015 due to lack of time and budget.

* See PCR appendix 14.

1 CRS reports that 225 out of 297 groups formed engaged in savings and lending (CRS Report 2015, p. ii).

%2 According to PCR appendix. 11: 631 groups with 9,811 members, corrected by implementing partners during PPE to
639 groups and 10,039 members.
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exceeded savings by 117 per cent. There was no explanation in relation to the
origin of loan funds of financial cooperatives and RSCGs, which exceeded savings
by a wide margin. Loans of SILCs and VSLAs were financed from savings and
revenue generated by loans and do not exceed these resources.

Table 5
Savings and loans of MBFIs under RUFIP, March 2015

Type Groups Savings LSL Loans LSL
FCs 40 757 447 4 459 605
RSCGs 42 116 545 445 062
SILC - CRS 299 944 680 1052 139
VSLA - CARE 250%) 1514 355 1281754
TOTAL 631 3333027 7 238 560

Source: RUFIP Project Completion Report, 2015.

(i) Expected outcome 2: Rural outreach of formal financial institutions
expanded

The inclusion of Lesotho Post Bank in the RUFIP was based on the assumption that

within a few years after its establishment, Lesotho Post Bank would be transformed

into a sustainable, commercially operating retail bank with credit outreach in urban

and rural areas, with the ultimate objective of entering into linkages with mostly

informal MBFIs in rural areas, where economic opportunities are limited.

Financial data obtained from Lesotho Post Bank for the period of 2006-2015 show
the effectiveness of RUFIP’s intervention in this component. With the support of
RUFIP, Lesotho Post Bank obtained the full banking licence in 2010. This was the
first year of lending operations as indicated on the balance sheet (table 6, figure 1),
with loans outstanding amounting to 2.6 per cent of total assets. Until 2013, that
percentage remained modest, below 10 per cent. In 2014, when the new credit
programme was launched, the share of loans outstanding surged to 33.7 per cent;
in 2015, it climbed to 36.2 per cent. In terms of profitability, Lesotho Post Bank
had been loss-making until 2013, with the losses covered by the Government. The
return on average assets (ROAA) was firstly calculated in 2007, when the bank
took a substantial loss indicated by a ROAA of -11.17 per cent in terms of average
assets. The ratio declined slowly, oscillating between -7.7 per cent and -9.38 per
cent in 2008 and 2009, respectively, without a clear trend. The first effects of
IFAD’s intervention appeared between 2010 and 2013, when the loss ratio
gradually and steadily fell from -4.88 per cent to -3.23 per cent. The breakthrough
came in 2014, the year of publicly launching the new credit programme on a broad
scale,®® resulting in a surge of new loans outstanding. In that year, the bank
turned its first profit, with a ROAA before tax of 2.35 per cent. In 2015, the ratio
climbed to 4.18 per cent.

%3 Between 2010 and 2013, loans were largely limited to staff and public servants.
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Table 6
Financial data of Lesotho Post Bank, 2006-2016, LSL million

. Loans outstanding Deposits ROAA
Year assets Amount Per cent* Amount Per cent* in %
2006 74.42 - - 59.90 80.5 n.a.
2007 121.33 - - 100.31 82.7 -11.17
2008 163.65 - - 136.83 83.6 -7.70
2009 220.01 - - 189.85 86.3 -9.38
2010 253.19 6.53 2.6 223.06 88.1 -4.88
2011 267.48 14.48 5.4 228.72 85.5 -3.93
2012 288.72 14.24 4.9 245.79 85.1 -3.61
2013 320.60 27.16 8.5 272.50 85.0 -3.23
2014 388.22 130.71 33.7 286.01 73.7 2.35
2015 444.89 160.90 36.2 297.55 66.9 4.18
2016 808.50 226.70 28.0 588.83 72.8 1.02

* In per cent of total assets or capital and liabilities, respectively.
Source: Lesotho Post Bank.

Figure 1 shows how the loss ratio of Lesotho Post Bank, expressed in terms of
ROAA, goes down to zero between 2007 and 2013, although not in a straight line,
crossing the profitability threshold in 2014 in a surge and continuing into 2015.
Loans outstanding, the engine of profitability, in per cent of total as assets remain
on the zero per cent line until 2009. They gradually go up until 2013, surging, in
parallel with ROAA, to unprecedented heights in 2014 and 2015.

Figure 1
ROAA and loans outstanding in per cent of total assets of Lesotho Post Bank, 2007-2015
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Source: The figure was developed by the PPE team based on data provided by the Lesotho Post Bank.

Deposit outreach. Historical data on deposit outreach in terms of deposit balances
are given in table 7. However, corresponding data on the number of accounts are
not available.>® In February 2017, the total number of deposit accounts at Lesotho
Post Bank was 87,567. For a recently established bank operating under
considerable competition and the small size of the country, this appears as an

% Estimates on deposit amounts in early 2015 reported by the PCR disagree with average annual balance sheet data
by a wide margin.
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impressive achievement. However, no breakdown of the deposit accounts is
available by district or for urban and rural areas.

The amount of deposits as of February 2017 was LSL 648.21 million. A total of
91.4 per cent of the accounts were savings deposits and 8.6 per cent fixed deposits.
In terms of amounts, 84.7 per cent were placed in savings accounts and

15.3 per cent in fixed deposit accounts. The average amount of deposits in all
accounts was LSL 7,402, in savings accounts LSL 6,875, and in fixed deposit
accounts LSL 17,402. A total of 68 per cent of all deposits are in the district of
Maseru; and 32 per cent are in rural districts outside of Maseru (see table 7). No
breakdown of the deposits is available by district or for urban and rural areas. The
project design did not provide estimates of the expected number of rural
households that would benefit from improved access to deposit facilities offered by
Lesotho Post Bank.

Table 7
Lesotho Post Bank — Number of deposit accounts and amounts, February 2017

Deposits Number of accounts Amount in LSL million
Savings accounts 82 372 566.27
Fixed deposits 5195 91.94
Total deposits 87 567 648.21

Percentage of deposits outside Maseru: 32%

Source: Lesotho Post Bank, March 2017.

Credit outreach. Historical data on credit outreach in terms of amount are provided
in table 6. Similar to the saving accounts, corresponding data on the number of
loan accounts are not available. In early 2015, the PCR mission received data from
Lesotho Post Bank on loan amounts outstanding of LSL 132.6 million (which
matches with balance sheet data) by a total of 4,458 borrowers, averaging

LSL 29,751, a multiple of the average amount of MBFI loans to members

(LSL 1,652).%° At the time of the PPE mission, no breakdown was available by
district for urban and rural areas. There are also no data on the number of loans
granted annually since 2010, the starting year of lending (initially to civil servants)
by Lesotho Post Bank.

Financial linkages.® The PCR erroneously reported 14 group loans valued

LSL 531,834 provided by Lesotho Post Bank, against an annual work plan and
budget (AWPB) of 2,674 group loans valued at LSL 15 million. However, the PPE
found these data misleading as the borrowers of these 14 group loans were burial
societies and other types of groups which were not covered by RUFIP. The PPE did
not obtain any data/information on group loans.>® CRS reported that groups were

*® At appraisal, it was speculated that Lesotho Post Bank would provide 16,250 loans to civil servants, at high interest
rates. The appraisal report argued that the high interest earned on transactions of this non-target group population is
indispensable for Lesotho Post Bank to make sufficient profits to internally cross-subsidize the much more expensive
transactions in remote rural areas. Design made an error of judgement, assuming that Lesotho Post Bank would be
authorized to provide loans starting during the first year of RUFIP. On that basis, it speculated that there would be
almost 27,000 loans over the seven-year implementation period, including 3000 group loans on-lent to 5-10 individual
sub-borrowers (amounting to about 22,500 sub-borrowers, which did not materialize), amounting to a total of almost
40,000 at a total incremental value of about US$ 45 million over the seven-year period.

* Financial linkage could be defined as any mutually beneficial partnership between a formal and a less formal
institution that results in the expansion of rural financial services. This “expansion” does not just refer to reaching more
of the same clients, but strives to provide access to previously unserved segments of the rural population or to broaden
the variety or improve the quality of financial products and services. Maria Pagura and Marié Kirsten. 2006. Formal —
Informal Financial Linkages: Lessons from Developing Countries.

" At an average of LSL 38,000 = US$ 3,040.

%8 Lesotho Post Bank offers a Micro-Finance Group Lending product on its website, “aimed at financing Basotho’s
income-generating projects at their communities as a group”, but this had not yet been rolled out as of March 2017.
Lesotho Post Bank also offers a Mokolokotoane (Stokvel) Account: “an investment product for small and large groups
where you can save excess funds or build an investment wealth through monthly deposits [with] instant access to its
funds... suitable for groups who save for a specific goal, as well as wealth creation. A minimum initial deposit of Maloti
1000 is required to open the account”. No data on outreach are available.
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trained, went through their first cycle and were ready for linkages. Despite these
efforts, credit linkages with Lesotho Post Bank did not materialize during the
programme period, or during the subsequent two years up to the PPE.

At completion, it was reported by PCR that 45 MBFI savings accounts had been
established in Lesotho Post Bank. There was no record of how many of these
accounts were active and how many were dormant due to unattractive conditions.
At PPE in March 2017, Care for Basotho recorded 65 savings accounts of VSLAs and
87 accounts of members with Lesotho Post Bank. Some SILCs reportedly initiated
savings linkages with Lesotho Post Bank for safekeeping of funds threatened by
theft. Confirmed by discussions with groups during the mission, both groups and
individuals found the terms of savings deposits in Lesotho Post Bank unattractive,
especially due to low interest rates and high account charges. Consequently, many
of the accounts are dormant. Some members opened mobile money accounts with
mobile network operators, facilitated by meetings between Econet Telecom Lesotho
and SILCs organized by CRS and CARE for Basotho.

At the beginning of the programme, consultations also took place with two
commercial banks (Standard Lesotho Bank and Nedbank) on the possible areas of
collaboration in improving access of the rural poor to financial services.>® However,
the intention to facilitate the rural outreach of these two commercial banks did not
materialize within RUFIP period.

(iiil) Expected outcome 3: Conducive environment and institutional
framework for promoting inclusive financial services developed

The primary outputs for this component were the enactment of a non-bank
financial institution®® policy and regulatory framework as part of the Financial
Institutions Act (2012), and the development of the supervisory capacity of the
Central Bank of Lesotho, although late in the project.

In developing a policy and regulation on non-banking financial institutions (NBFIs)
and training the Central Bank of Lesotho on the supervisory framework on NBFIs,
the Central Bank of Lesotho was supported by the World Bank-sponsored First
Initiative through a project named Development of Non-bank Financial Institutions’
Regulation and Supervision in Lesotho (DNRS). As these activities were originally
under Component Three of RUFIP, it was agreed that the funds allocated to these
activities would be suspended until the completion of the DNRS.®!

The Financial Institutions Act (FIA) was enacted in February 2012, but had to be
resubmitted to the Law Office of the Government of Lesotho. It was finally
approved in late 2014 and implemented when RUFIP was phased out. According
to the PCR, the development of the NBFI policy had no impact on targeted
beneficiaries during the lifespan of the project, nor was there any such evidence at
the time of the PPE.

In the context of the NBFIs’ regulation, the DOC independently drafted a Financial
Cooperatives Policy in October 2009. In response to a critical assessment by
RUFIP, the DOC worked closely with the staff of the Central Bank of Lesotho,
reached an agreement on supervision of large cooperatives (under Central Bank of
Lesotho) and small cooperatives (under DOC), and with inputs by a consultant
provided by the United Nations Department of Economic and Social Affairs, the
Cooperatives Societies Act with the proposed amendments was passed into law on
17 November 2013. This provided the legal framework for oversight of financial
cooperatives by the DOC; but this has yet to be fully implemented. The PCR noted
at completion that there was no substantial effect on sector development. At the

* RUFIP, Quarterly Report, April — September 2008.

% Broadly defined, the non-banking financial institution sector in Lesotho comprises some 75-90 financial
cooperatives, 130 RSCGs, licensed and numerous unlicensed money-lenders and large numbers of mostly informal
savings & credit groups and insurance groups or associations.

> RUFIP, Implementation Support Mission, 29 November — 10 December 2010. Aide-Mémoire.
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time of the PPE mission, the Central Bank of Lesotho had not been able to move
forward to have effective control over large financial cooperatives (e.g. Boliba), nor
was there any evidence of effective oversight of smaller ones by the DOC. Overall,
the effectiveness of RUFIP’s direct contribution to this component was low.

Effectiveness of targeting approach. Geographically speaking, the majority of
beneficiaries were located in five out of the ten administrative districts where the
MBFI groups were established: Mhoale’s Hoek (42 per cent), Quthing (19 per cent),
Leribe (16 per cent), Maseru (13 per cent) and Berea (11 per cent). As indicated in
table 1, these five districts covered approximately 69 per cent of the total
population, with the incidence of poverty ranging from 36.88 per cent (Maseru) to
63.93 per cent (Quthing). The PCR reported that about 54,300 household members
were reached by 631 MBFIs established during the implementation of RUFIP. Due
to the shortage of data, it is difficult to estimate how many people among the
reached household members were from the primary target group.

Programme objective: enhancing access of the rural poor to efficient
financial services on a sustainable basis

Linkages of Lesotho Post Bank with MBFIs, a key dimension of the objective
according to design, have not evolved. This was only partly due to the various
delays that enabled the bank to become profitable only the year before
completion.®? There were two corresponding factors that stood in the way of
linkages. The first referred to savings linkages, the initial step in linkage banking.
Neither the groups nor the members have found savings accounts an attractive
proposition (see above). Bank deposits were costly, and the members found
flexible monthly savings close to their doorstep. They also found access to small
short-term loans and, in the case of VSLAs and SILCs, annual share-outs of the
accumulated funds for larger investments and other expenditures, far more
convenient and useful. With further growth of lending outreach and profits, and
with increasing competition for deposits, Lesotho Post Bank may in due course
improve its terms and conditions for savers.

As for credit linkages, while there was a latent demand for larger loans, potential
borrowers invariably face constraints of market access: an impediment not only for
group members, but equally for the bank. In this situation, individual loans to small
and medium-sized enterprise without involvement of groups were more feasible for
the bank. For the time being, the bank considered solidarity group lending to small
ad-hoc groups with joint liability a more appropriate product, as practiced widely in
the region by microfinance institutions as well as banks. Expecting credit linkages
with MBFIs on a broad scale in Lesotho was an error of judgment at the time of
design, ignoring the conditions under which such linkages emerged and flourished
in @ number of Asian countries since the late 1980s.

Overall, the PPE observed some positive achievements in achieving the project
objective, especially on the capacity-building of Lesotho Post Bank. The project
procured the required Management Information System, and Lesotho Post Bank
developed basic inclusive credit products. CARE and CRS contributed a viable and
dynamic MBFI model. A long-term technical advisor was assigned to Lesotho Post
Bank, albeit through the project Support Financial Inclusion in Lesotho.®® Ultimately,
Lesotho Post Bank did receive its commercial banking licence in 2009 (which took
other postal banks far longer) and rolled out credit in 2014 on an unprecedented
broad scale. What was not apparent at completion was that in 2014, and
subsequently in 2015, Lesotho Post Bank had turned from a loss-making to a
profitable bank, which was a crucial achievement and presumably a prerequisite for
future linkages with low-income groups. This is more than what could have been
expected, given the considerable administrative obstacles at government and IFAD

2 |n fact, profitability based on audited financial reports was only published in March 2015.
% A project co-funded by UNDP and UNCDF in Lesotho.
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levels to simultaneously developing MBFIs on a broad scale and in parallel
transforming a state-owned financial institution into a sustainable retail bank with
rural outreach.

However, achievements in other components have not been attained in a
satisfactory manner. A linkage sub-component was not included in the Partial
Credit Guarantee Fund; and at the time of project completion, no MBFI had been
supported by that Fund. Overall, available data on project outputs demonstrated
that the expected linkage between the primary target group and Lesotho Post Bank
has not been effectively established. Based on the above assessment, the
effectiveness is rated as moderately unsatisfactory (3).

Efficiency

Implementation efficiency. The project came into force in March 2008,
approximately seven months after its approval by the Executive Board in
September 2007. This is shorter than the average loan effectiveness lag for IFAD-
financed projects in Lesotho (8.7 months) and much shorter than that of IFAD-
supported projects in East and Southern Africa (ESA) (19.15 months) approved
between 2000 and 2008 (see table 8). The project was completed in March 2015
without an extension.

Table 8
Comparison of RUFIP timeline and other projects

Approval- Signing- Approval-

signing effectiveness effectiveness

Approval Signing Effectiveness (months) (months) (months)

RUFIP 12/09/2007 08/10/2007 31/03/2008 0.87 5.83 6.70
Lesotho average* N.A. N.A. N.A. 1.32 8.70 10.02
ESA average* N.A. N.A. N.A. 5.08 19.15 24.23

Source: IFAD database system (GRIPS).
*Projects approved from 2000-2008.

The programme implementation experienced a slow start-up mainly due to the
inadequate preparedness of the PCU, including a lack of familiarity with IFAD’s
procedures, poor financial management and inappropriate staffing. The
implementation of the AWPB for the first three years (2009 - 2011) was slow, with
actual expenditures amounting to just over 62 per cent of the approved AWPB,
with the exception of the actual expenditure for Component Four on programme
management, which exceeded the budget ceiling by 108 per cent. As a result of
poor budget planning and management, until February 2015, one month before the
project completion, US$806,000 still had not been spent. Consequently,
US$620,000 was planned to be utilized within one month for February to March
2015, which posed questions on the quality of results and outcomes.®

Many factors hampered the performance of the AWPB, of which the most critical
issues could be identified as: (i) the continuous low financial management capacity
in the PCU; and (ii) the poor performance of government implementing agencies.
As noted and flagged by supervision and implementation support missions, the
financial management capacity in the PCU was far below expectations, and as a
result adequate budget monitoring and control were never established. The
inability to provide accurate data on actual expenditure for each project activity
resulted in difficulties for both the PCU and IFAD to establish a feasible and sound
AWPB in a timely manner. The performance of government implementing agencies
was poor, in particular of DOC, which, as noted by the MTR, had problems to
accurately account for the number of groups, memberships and other performance
parameters.

® RUFIP. 2015 Supervision Report.
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Procurement inefficiency was highly perceived throughout the life of the project
and had a negative impact on RUFIP’s implementation. Initially, the responsibility
for procurement was placed in the Ministry of Finance, which struggled with the
difficulties in aligning procurement processes with IFAD requirements. The change
made on procurement to replace the responsibility to PCU with the recruitment of a
full-time procurement officer was a positive improvement but did not contribute to
the project efficiency as expected. In particular, the long delay in procuring the
Flexcube credit module (over 17 months) seriously affected Lesotho Post Bank's
lending portfolio. The absence of mutual understanding and smooth communication
between IFAD and project stakeholders (e.g. Lesotho Post Bank) was reported by
the PCR as another issue which delayed the procurement process.

Disbursement. At project completion, RUFIP disbursed a total of LSL 61.4 million
of IFAD funds, accounting for 86 per cent of the approved cost. However,
disbursement rates for the key project components were problematic, especially for
Components One and Three (see figures 2 and 3). A large portion of expenditure
occurred under the programme management and monitoring component

(32.9 per cent), which reflected the very low level of managerial efficiency,
considering that many key project outputs were not achieved (see section on
programme management cost below).

The actual disbursement rate for Component One was 34.1 per cent of the total
project expenditure, which was higher than the appraisal target of 20 per cent.
However, figure 2 below illustrates the divergence between AWPB targets and
actual disbursements, in particular between 2009/2010 and 2013/2014. The slow
disbursement rates during this period were mainly influenced by the suspension of
funds to Lesotho Post Bank for 18 months since August 2012, as well as the delay
in re-contracting CARE and CRS between 2011 and 2013.

Figure 2
Comparison of AWPB targets and actual disbursement (Component One), 2008 — 2015

Component One: Development of member-based financial
institutions
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Source: IFAD Flexcube data.

Disbursement performance for Component Three was the poorest among the four
components. As shown in table 2 (page 7), the actual expenditures for this
component only amounted to LSL 14.25 million, or 12.8 per cent of total
expenditure, which was less than half of the estimated percentage (29.4 per cent),
but higher than the revised post-MTR budget target (8.2 per cent). The low
disbursement rate compared to appraisal target can partially be explained by the
fact that the capacity-building of Central Bank of Lesotho, which was budgeted
under this component, was actually financed by the World Bank-sponsored First
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Initiative Disbursement rates for Components Two and Four were 50 per cent and
104 per cent, respectively.

Figure 3
Comparison of AWPB targets and actual disbursement (Component Three), 2008 — 2015

Component Three: Development of enabling environment
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Source: IFAD Flexcube data.

Programme management cost ratio. As recalculated by the PPE,®® the actual
expenditure on programme management and monitoring (Component Four) was
LSL 36.69 million, accounting for 32.9 per cent of the total project expenditure,
which almost doubled as compared to the 17 per cent approved in the President’s
Report and also higher than the post-MTR target (28.9 per cent). This figure is
much higher than the average ratio of programme management costs in other
IFAD-financed projects.®®

The PCR justified the high programme management cost ratio with three
arguments: (i) overspending due to the recruitment of additional staff (a full-time
procurement officer and financial management staff) and the delivery of
considerable technical assistance, which were not included in the budget plan at
appraisal; (ii) major cost savings from other components due to the financial
support of a project supported by UNDP/United Nations Capital Fund (UNCDF) (i.e.
Support to Financial Inclusion in Lesotho) which provided US$720,000 to finance a
Chief Technical Advisor for the PCU, and the First Initiative, which absorbed the
expenses on capacity-building of Central Bank of Lesotho; and (iii) savings related
to the suspension of funds to Lesotho Post Bank and DOC.

However, the PPE found these justifications not entirely convincing. At appraisal,
the target for programme management costs was set at 17 per cent of the total
project cost, which was already much higher than the broad range of 5 per cent to
12 per cent in other IFAD-financed projects. The MTR reported that in 2011, three
years after the project became effective, the budget allocated for programme
management had been exceeded by 10 per cent. Had the cost for the Chief
Technical Advisor been funded by RUFIP, the programme management cost would
have dropped to 26.16 per cent, which would still be notably high.®” Moreover,
audit reports and supervision missions repeatedly reported misuse and

% Errors were found in table 3 of the PCR on the sub-total amount of expenditures for Component One as well as the
figure on total expenditure of Component Two. Therefore, the programme management cost ratio (43.5 per cent) was
not correct.

% The Annual Report on Results and Impact of IFAD Operations evaluated in 2013, published by IOE, indicated that
“while programme management costs average approximately 10 per cent of total project costs in the projects reviewed,
the percentage in specific projects — as shown in the President’'s Reports and other project design documents — ranges
from less than 5 per cent to as high as 12 per cent”.

®7 Considering the implementation period of the Support for Financial Inclusion in Lesotho, the end-year interest rate of
2013 was used to calculate the cost of the CTA [spell out], which was LSL 7,509,600 (equivalent to US$ 720,000).
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misappropriation of funds under programme management during the entire
implementation period. Examples include various ineligible expenditures,
overpayment of PCU office rent, and overpayment of staff boarding and lodging.
The requirement for additional financial management staff was an extra
expenditure which would not have occurred had the Financial Controller recruited
by PCU duly performed her responsibility.

Economic and financial dimensions. The project appraisal report and the MTR
report did not include a calculation of an internal rate of return of the project, as it
would have required too many assumptions (e.g. on benefits, loan failure/dropout/
success rates, credit risk analysis). The PCR presented a cost-benefit analysis for
MBFI investments based on the total investments made in savings and credit
cooperatives (SACCOs), RSCGs, VSLAs and SILCs. The cost for VSLAs (promoted
by CARE) and SILCs (promoted by CRS) were US$105 and US$94 per member,
respectively, which were almost 78 per cent less than that for SACCOs and RSCGs.

Table 9
Cost to benefits — savings, loans and members

Cost/ Cost/ Cost/ Cost/ Cost/ Cost/
ol Cost/ Member
Savings Loan Member  Savings Loan  Member
Investment
MBFI Type LSL LSL LSL UsSD UsSD USD USD
SACCOs 6 129 954 8.1 1.4 6118 0.6 0.1 489 489
RSCGs 3522 802 30.2 7.9 5040 2.4 0.6 403 403
SILC - 4750 573 5 4.5 1177 0.4 0.4 94 94
CRS
VSLA - 5 357 030 3.5 4.2 1315 0.3 0.3 105 105
CARE

Source: Lesotho PCR, 2015.

Cost per beneficiary. The PCR did not calculate the cost per beneficiary as it
would have been difficult to estimate the number of beneficiaries of Lesotho Post
Bank who belonging to the target group. This PPE makes an approximation of the
cost per beneficiary based on the total project cost in US$ divided by the total
number of direct households that benefited from the project (9,811).°% The result
of this calculation would be US$839 per direct household benefited. The cost per
member of SACCOs was the highest of all types of MBFIs (US$489).
Comparatively, in a similar project financed by IFAD in Ethiopia (RUFIP-Phase II,
2011), the cost per member of SACCOs was US$64, much lower than that of
RUFIP.

Overall, the time lag between approval and effectiveness was below the country
and regional averages. On the other hand, project efficiency suffered initially from
a slow starting process due to inappropriate staffing, and placement of
procurement in the Ministry of Finance, among other issues. In spite of changes in
PCU staff, the PCU struggled throughout the lifespan of the project to maintain
consistent reporting and financial management standards, which was repeatedly
reported by audit reports and supervision reports. The programme management
cost absorbed an extraordinary share of the total cost. Based on the analyses
described above, the PPE rating for efficiency is unsatisfactory (2).

Rural poverty impact

Rural poverty impact is defined as the changes that have occurred or are expected
to occur in the lives of the rural poor (whether positive or negative, direct or
indirect, intended or unintended). In line with IFAD Evaluation Manual (second
edition, 2015), the impact shall be assessed in four domains: (i) household income

 RUFIP-PCR-project at a glance.
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and net assets; (ii) human and social capital empowerment; (iii) food security and
agricultural productivity; and (iv) institutions and policies.

No reliable and conclusive data were available to inform the assessment of the
rural poverty impact of RUFIP, in particular on household income and net assets, as
well as food security and agricultural productivity. Impact data are based on a
2009 baseline survey, RIMS surveys in 2013 and 2014, a client survey among 16
interview groups during the PCR mission in 2015, and interviews with eight MBFIs
during the PPE mission. The PCR notes attribution problems due to the absence of
control groups, lack of random sampling, inconsistencies in data and analysis,
varying indicators and sampling frameworks, and missing raw data. It is
questionable whether the results amount to much more than indicative evidence.
Additional impediments to valid impact information comprise time spans that are
far too short for significant impact effects on end-users, distortions of results at
household level due to fungibility of money, lack of adjustment for inflation
(although to a small extent during the programme period), and a preoccupation
with a narrow focus on end-user impact. Last but not least is a reminder that
randomized controlled trials of microfinance rarely if ever proved impact;®° at best,
significant impact takes decades, not years. Moreover, an assessment of impact
must not be confined to the time limits and defined intervention areas of projects;
to be relevant it must exceed these limitations of time and space.

Institutions are crucial in the impact chain. In contrast to end-user impact, impact
of project interventions on financial institutions may be attained in a comparatively
shorter time, as has been the case in this project. Therefore, the assessment of
impact starts with institutions and continues along an impact chain as stated in this
section.

Institutions and policies

The approach of RUFIP has focused on institution building, in particular on two
institutional pillars of financial inclusion: MBFIs and Lesotho Post Bank. To assess
the impact on institutions, it is important to note what the project has not done:
following the IFAD Rural Finance Policy, it has not provided a credit line for
disbursement to end-users. Instead, it has effectively built the capacity of two
types of institutions as providers of financial services to the target group: VSLAs
and SILCs in cooperation with CARE and CRS; and Lesotho Post Bank with partial
support from UNDP/UNCDF for Support to Financial Inclusion in Lesotho. In both
cases, the contribution of the project has been essential. Without RUFIP, neither
VSLAs/SILCs nor Lesotho Post Bank would have evolved to that extent into self-
reliant financial intermediaries. In both cases, impact has been achieved despite
various delays attributable to IFAD; without these delays, institutional impact
would have come earlier, and outreach would have been substantially wider. This is
testimony to the appropriateness of RUFIP’s institutional development approach
with private partners such as INGOs.

MBFIs. Without the project, 552 VSLAs and SILCs with 8,215 members would not
have been established and functioned as self-reliant financial intermediaries;
without the delays in re-contracting the two INGOs, impact would have been more
than twice these numbers. Under the guidance of CRS and with additional external
support, as of 12 April 2017 the total number of SILCs and VSLAs added post-
RUFIP has been 1,130 with 19,965 members, adding up to a total 1,682 SILCs and
VSLAs with 28,180 members.”°

% Note should be taken that Randomized Controlled Trials of the impact of microfinance, mostly covering short periods
(two years or less), have rarely come up with positive evidence. There is agreement that impact requires more than
financial services — a conducive and receptive economy together with broad processes of economic growth and
development — and may take decades, not years, to yield measurable impact. This may also require supporting inputs
over time spans far beyond the duration of projects.

™ It is appropriate to limit the metrics of institutional impact to groups and members. It would be inflationary to extend it
to an estimated number of household members, which would be 140,900.
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This does not apply to RSCGs and financial cooperatives under the Ministry of
Agriculture and Food Security and the DOC, with 42 and 45 groups, respectively.
Only a fraction of RSCGs mentioned at design as survivors of the prior IFAD-
financed project (RF&ESP) were included in RUFIP. The project has not been able
to contribute to the establishment and growth of new groups; nor is there any
robust evidence of impact on their capacity and performance. Savings volumes
have not substantially improved. In contrast, lending volumes of financial
cooperatives did consistently grow, but evidently not due to growth of savings.
Neither the Ministry of Food Security nor the DOC was responsive to RUFIP’s
initiatives and capacity-building. There was very little field-level commitment from
the Ministry of Food Security to RUFIP’s MBFI strategy. Overall, RUFIP’s approach
has not worked with governmental partners such as the Ministry of Food Security
and the DOC, confirming reservations expressed by mission members at design.

Lesotho Post Bank. As in the case of VSLAs/SILCs, without the intervention of
RUFIP Lesotho Post Bank would not have evolved into a self-reliant, profitable
financial intermediary with rapidly expanding credit outreach to urban as well as
rural customers, profitability ultimately being a prerequisite for such outreach.
Lesotho Post Bank remained a pure savings bank until 2009, incurring losses
covered by the Government until 2013. RUFIP, with support from UNDP/UNCDF for
a long-term technical advisor, succeeded in building the capacity of the bank and
its ability to develop new products, against numerous interruptions and delays.
There were two highlights of institutional impact, supported by evidence from
historical balance sheet data 2006-2015: (i) the granting of a full banking licence in
2009, followed by the start of limited credit services in 2010; and (ii) the
relaunching and roll-out of the credit programme with a new advanced IT-based
credit module and Management Information System under a new managing
director in 2014, resulting in a surge of credit outreach and a turn from losses to
profitability.

Profitability is the basis for the bank’s expansion of outreach to rural areas and
low-income customers. ROAA before tax was 2.35 per cent in 2014 and a
remarkable 4.18 per cent in 2015. Assuming that every customer has a savings
and current account, outreach in February 2017 was 82,372 accounts,’! of which
32 per cent were reportedly in rural areas.”?

Human and social capital and empowerment

MBFIs, particularly the rapidly increasing number of VSLAs/SILCs, had been fertile
ground for the emergence of empowerment and the generation of human and
social capital. This took place at two levels: village agents/private service providers
(PSPs) and MBFIs. At the level of village agents/PSPs, human capital had been
developed in a first step by local NGOs as implementers and supervisors who train
and initially remunerate village agents as facilitators of MBFIs. In a second step,
after a training period, the agents were examined and graduated to PSPs, to be
paid by the groups for their services. Agents who failed the test undergo further
training. PSPs were supervised and periodically retrained. Within a given area,
there was social cohesion among the PSPs: a force in the establishment and
promotion of groups. In a third step, this converted the human capital of
individuals into social capital of an institutionalized system of facilitation.

Under RUFIP, CRS has trained 19 PSPs, of whom 16 are remaining as of March
2017. CRS also continues to train PSPs in follow-up projects. Care for Basotho
reported in March 2017 that three new staff members and 16 village agents had
been recruited since 2015. There were plans to form networks of PSPs as a core
element of sustainability and expansion; however, RUFIP interruptions and
insufficient remaining time toward the end of the project prevented the formation

™ Excluding fixed deposit accounts.
2 All areas outside of Maseru District are considered as rural areas in Lesotho.
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of networks. Network formation is under way in the ongoing CRS follow-up
projects.

The second level of human and social capital formation were MBFIs formed and
guided by village agents/PSPs. Within the MBFIs, human capital was generated in
two respects. First, savings and borrowing together with investment and
repayment habits were instilled in the members. In this context, PCR noted indirect
project benefits such as improved social cohesion, financial literacy and social-
economic decision-making confidence. Second, members were trained in group
management, record keeping and reporting. Since November 2016, this has been
backed up by CRS reporting to the Savings Group Information Exchange’? and data
are available for public review and analysis as of April 2017. By institutionalizing
practices of members and group management, including supervision and reporting,
the human capital of the members was converted into group-based social capital.
This process was greatly aided by the predominance of women among group
members as well as group management, with very high literacy rates. Organizing
groups in associations within geographical areas, a next step in social capital
formation, has been under discussion. This has not materialized under RUFIP, for
the same reasons as in the case of PSP networks. Formation of associations of
groups is part of the future programme of CRS in its various projects, which are all
related through SILCs as a cross-cutting strategy.

Household income and assets

Rural poverty impact in terms of household income and assets to date is marginal.
Loans to members of MBFIs were predominantly invested in the start-up or
expansion of business activities (particularly poultry, piggeries and sewing) but at
local level and on a low scale. Investments are impeded by a low level of rural
economic development and a lack of access to markets (as in the prior RF&ESP),
the latter a key obstacle to further progress in the eyes of members.

According to the RUFIP impact survey, incomes and assets of group members
showed credit use almost equally divided between production (58 per cent) and
consumption (42 per cent), with a tendency to employ loans for both purposes at
different times. Fifty-one per cent also claimed using credit for food purchases,
school fees and health purposes. This has been confirmed by the field studies of
the PCR and PPE missions. While being indicative, the percentages have little
statistical meaning due to the fungibility of money, with cash, contributing to
income smoothing, flowing freely within a household for a variety of uses. Note
should be taken that there was no loan examination procedure in the groups, and
loan use was unrestricted - loans were not given for particular purposes but were
at the disposal of the borrower. Moreover, in the VSLAs/SILCs the typical small
loans for three months are probably of lesser impact than the much larger
allocations at the annual share-out, of unrestricted use like the loans. Both loans
and share-outs have contributed to the finding of the PCR indicative survey of 2015
that 88 per cent of those interviewed reported “more money” than in 2014, and

96 per cent stated the obvious impact of the project: improved access to internal
credit and savings. Both missions, PCR in 2015 and PPE in 2017, found satisfaction
with MBFI financial services, although with a reservation: loans were too small, but
substantially larger loans face marketing problems.

With regard to outreach, virtually all MBFI members had access to loans which
were mostly short-term, either in the same year or in subsequent years, except for
members of financial cooperatives with larger and longer-term loans. All VSLA/SILC
members, the vast majority of MBFIs, had access to their accumulated savings and
profits at the share-out, commensurate to their savings inputs.

The challenges to significant impact were illustrated by the limited results of
determined efforts by CRS. Under RUFIP CRS has established 299 groups with
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4,045 members. A total of 120 members (3 per cent) were reported to have been
actively engaged in businesses following trainings on the Start Your Business
Module. A total of 88 members accessed their start-up capital from the SILC
groups while 32 members took loans to expand their existing business. The
businesses established or expanded included sale of fruits and vegetables, small
food-selling (tuck) shops, catering, dress making, shoe repairs and hair salons.
These businesses profited greatly from small loans from groups and access to
share-outs; but their scale and market access were not, or have not yet, up to a
level where banks could broadly intervene.

Overall, as stated in the PCR, while project participants derived benefits from
access to financial services, most of services were basic and their sustainability
uncertain. There was some evidence of job creation or systemic enterprise growth.
There was also some evidence of better living conditions and livelihoods, such as
home improvements, education, and health, as observed by the PPE mission.

Food security and agricultural productivity

As indicated in annex I, assessment of this impact domain should consider the
changes occurred in food security due to the programme, including availability,
stability, affordability and access (and stability of access) to food. Impact on
agricultural productivity should be measured in terms of yields, nutritional value of
food and child nutrition.

In the case of RUFIP, food security and agricultural productivity were not the
explicit focuses of the programme. Available data in relation to food security only
focused on “hungry season” experiences of the target group. There was evidence of
a decline in the share of respondents experiencing a hungry season between 2009
and 2014, which was reduced from 45 per cent to 31 per cent. In the 2015 PCR
survey, only 11 per cent of the respondents experienced a hungry season in the
preceding year.

However, it would be presumptuous to attribute the achievement to the project,
which did not pursue particular objectives or strategies of food security and
agricultural productivity. Due to the absence of a control group, it is difficult
compare the changes between households participating in the programme and
non-beneficiaries’ households. Similarly, improvements in safe sanitation, from
37 per cent in 2009 to 62 per cent in 2014 (but none in access to safe drinking
water), cannot be attributed to the project, but point to wider processes of social
and economic change in Lesotho. There was no available information in the
supervision reports and the PCR on the impact on agricultural productivity.

The programme has built the capacity of private MBFIs as generators of human and
social capital and, together with Lesotho Post Bank, as providers of sustainable
financial services to the target group, with benefits expected beyond the duration
of the intervention. During the programme implementation period, financial
services impacted living conditions and households’ income on a low scale; but
there was evidence of job creation or systemic enterprise growth in the project
area. Overall, RUFIP’s impact on rural poverty is considered as moderately
satisfactory (4).

Sustainability of benefits

Sustainability refers to the likely continuation of the benefits generated by the
project beyond the phase of external funding support. Given that capacity-building
of MBFIs and Lesotho Post Bank were two major components and the financial
linkages between beneficiaries and the commercial banks were not established, the
assessment of this section would focus on the sustainability of the MBFIs
established under RUFIP as well as the development of Lesotho Post Bank. The
sustainability of MBFIs and Lesotho Post Bank seems assured at the institutional
level, and so is their incipient contribution to financial inclusion; but effective
linkages and substantial end-user benefits have an uncertain future.

28



100.

101.

102.

103.

104.

105.

MBFIs. A key element in the sustainability of VSLAs/SILCs is the PSPs paid by the
groups. A gap in the institutional framework of sustainability is the lack of networks
of PSPs and associations of MBFIs. This had been envisaged by the promoting
INGOs as a strategy to assure self-organized coordination and oversight and to
strengthen the sector’s ability to mobilize resources. However, due to a prolonged
contract interruption and a short remaining time horizon at the end of the project,
this did not materialize. CRS, together with two national NGOs, Caritas and Care
for Basotho, continues to pursue the objective of forming networks and
associations in ongoing and future projects. This might create opportunities for
expanding this strategy to the groups formed under RUFIP, including reporting to
the Savings Groups Information Exchange (SAVIX), with a presumed solidifying
effect when embedded in the named networks and associations. However, no steps
were taken by IFAD at completion to prepare the ground for this initiative.

Financial cooperatives, although small in number, were expected to continue to
exist, with guidance provided by supervisors on the payroll of the DOC. Financial
reporting and effective supervision were not in sight, despite initiatives by Central
Bank of Lesotho and assistance received from international organizations, nor are
there indications of plans for restructuring and reforming the DOC and the
cooperatives. Steps have been taken by Central Bank of Lesotho to bring large
financial cooperatives under its supervision, and smaller ones perhaps into a
reporting framework: a prerequisite of good performance and growth. These efforts
have been opposed by the DOC.

RSCGs have received little systematic attention by the MAFS. The number of
RSCGs has dwindled after the closure of RF&ESP, the predecessor project, and
remained at an insignificant level in terms of numbers and performance. Therefore,
sustainability of RSCGs is unlikely to be achieved. As they dissolve, members may
have the opportunity to join other groups, such as SILCs and perhaps financial
cooperatives.

Lesotho Post Bank. There is little doubt as to the continual sustainability of Lesotho
Post Bank as a provider of financial services, including credit throughout the
country, in both urban and rural areas.’* The bank’s sustainability is based on two
main factors: profitability and credit outreach in addition to savings outreach. Since
2007, the first year for which performance data exist, the bank made steady
progress. From 2007 to 2013, the loss ratio as measured by ROAA declined from -
11.17 to -3.23, with a significant drop from -9.38 in 2009 to -4.88 when the
project started to show institutional impact. The breakthrough occurred in 2014,
the first year of profitable operations, with an ROAA of 2.35 followed by an ROAA of
4.18 in 2015. The bank no longer depends on the Government to cover losses. On
the contrary, the bank contributes to the state’s coffers by paying tax on its profits.

The introduction and growth of lending operations had a positive impact on the
bank’s performance and sustainability. Loans outstanding as a percentage of total
assets grew from 2.6 per cent in 2010, when lending started, to 8.5 per cent in
2013, the last year the bank was loss-making. In the breakthrough year 2014,
loans outstanding surged to 33.7 per cent of total assets, and 36.2 per cent in
2015: the foundation of the bank’s revenue earning capacity and sustainability
(table 6, figure 1).

Outreach has grown steadily, starting from zero at the beginning of 2005, the
operational establishment year. Historical data are not available, but as of February
2017 savings outreach had grown to 87,567 accounts, 32 per cent in rural Lesotho
outside the District of Maseru. Credit outreach has grown substantially since 2010.
With the new 2017 financial strategy, sustainable outreach is expected to grow
further and at an increased pace, based on three innovations (see below section on
Innovation).

™ The continual improvement of the ROAA, including declining loss of ratios, was observed in the period up to 2014.
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Given the above achievements made within two years after the project completion,
sustainability is rated as moderately satisfactory (4).

Other performance criteria
Innovation

The financial service methodologies of the MBFIs were based on the experience and
practices of financial cooperatives, RSCGs, VSLAs and SILCs not only in various
African countries, but also within Lesotho prior to the project. This also pertains to
the self-reliance and sustainability strategy of CARE and CRS: training and
graduating village agents to PSPs to be paid by the groups. Thus, they cannot be
considered as innovations. At the same time, individual VSLAs and SILCs were
found innovative in their ways of raising savings, including fund-raising campaigns
among groups in the vicinity.

Two innovations that would have been new not only to Lesotho but also to many
other African countries were discussed but failed to be introduced. This is
attributed to missed contract renewals and the resulting shortage of time for: (i)
organizing PSPs into networks; and (ii) promoting VSLAs and SILCs in district or
other local associations, eventually perhaps with the existing national secretariat.
The lack of these two innovations risks undermining the sustainability of the
groups. Financial cooperatives and RSCGs as subsectors, together with their
respective governmental promoting agencies, tended to be averse to systemic
innovation.

In RUFIP, innovation was most pronounced during the process of transforming of a
postal savings bank into a profitable, rapidly expanding financial intermediary with
savings and credit services throughout the country. This achievement is particularly
noteworthy when compared to savings and agricultural banks in many other
African countries. With Lesotho Post Bank's new 2017 Financial Strategy,
sustainable outreach is expected to grow further, perhaps at an unprecedented
pace. The strategy is based on three innovations: (i) an updated core banking
solution, replacing manual operations; (ii) the introduction of a new lending
outreach strategy based on market segmentation by annual customer revenue
categories, comprising two bottom segments, two small and medium-sized
enterprise segments, and one corporate segment; and (iii) the introduction of
mobile and agency banking, which is under preparation.

Linkages to date are a failed innovation in the project. Conditions for successful
linkages have not been met in Lesotho. The inclusion of linkages as a core
objective of the project has been an error of judgment at design and throughout
supervision and review missions, all the more so after the failure of the preceding
linkage project (RF&ESP). To make things worse, the insistence on linkages as a
feasible and indispensable objective has obscured IFAD’s and the Government’s
view of the project’s two well-performing pillars of financial inclusion: VSLAs/SILCs
and Lesotho Post Bank. Based on the above analysis, the rating for innovation is
moderately satisfactory (4).

Scaling up

Available information obtained during the PPE mission indicated that development
of MBFIs has been scaled up by CRS as well as two local NGOs (Caritas and Care
for Basotho), which took over from CARE in 2015. With funding from several
projects, scaling up under CRS since project completion until the PPE mission has
been impressive. The number of SILCs and VSLAs has increased by 1,082 groups,
from 552 to 1,682 (table 9), the number of members by 19,052, from 8,215 to
28,180 (table 10). This may also serve as an indication of the potential of future
scaling up. There are no such records of scaling up in the financial cooperative and
RSCG subsectors.
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Table 9
Number of MBFIs — RUFIP (as of March 2015) and post-RUFIP (as of April 2017)

Type RUFIP Post-RUFIP Total
FC 45 45
RSCG 42 42
SILC 299 1082 1381
VSLA 253 48 301
Total 639 1130 1769
Source: CRS.

Table 10

Number of members of MBFIs — RUFIP (as of March 2015) and post-RUFIP (as of April 2017)
Type RUFIP Post-RUFIP Total
FC 1125 1125
RSCG 699 699
SILC 4 035 19 052 23 087
VSLA 4180 913 5093
Total 10 039 19 965 30 004
Source: CRS.

112. The assessment of scaling up is also based on the results of several projects
combined in the CRS Lesotho Network, using the newly introduced SAVIX format.
The average group size is 17.6; 78.4 per cent of members are women. The annual
dropout rate is 6.9 per cent, and the annual membership growth rate is 6.6 per
cent. Balance sheet and key ratios are given in table 11. Virtually all resources
(except a minute external debt) are owned by the members and recorded as
equity, amounting to US$536,572; this is US$496 on average per group and
US$28 per member.

Table 11*
Balance sheet data and key ratios, US$

Balance sheet data Av./group
Groups 1082

Members 19 052 17.6
Total assets 536 602 496
Cash in box 118 074 109
Bank balance 4479 4
Loans outstanding 404 360 374
Property now 12 0
Social fund 9676 9
Liabilities 29 0
External debts 29 0
Equity 536 572 496
Savings this cycle 385 598 356
Social fund 9676 9
Property at start 4 0
Net profit 41 294 131

Key ratios (weighted)
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Return on savings (ROS) 36.6%

Return on assets (ROA) 26.3%
Return on average assets (ROAA) 52.5%
Loan fund utilization rate 76.7%
Loans outstanding as % of total assets 75.4%
% members with loans outstanding 51.6%

* Data reflect the status of MBFIs as of 12 April 2017.
Source: Data retrieved from CRS on 12 April 2017.

113. The rate of expansion of the network is remarkable, as is the effectiveness of
reporting to the SAVIX. During the PPE mission, CRS reported a post-RUFIP scaling
up of 949 SILCs, with 16,716 members. Four weeks later, CRS reported 1,082
groups, with 19,052 members, indicating an increase of 14 per cent in terms of
both groups and members. Within this time span, total equity grew by 23.7 per
cent, from US$433,808 to US$536,572; member savings by 20.7 per cent, from
US$319,578 to US$385,598; net profit by 31.8 per cent, from US$107,231 to
US$141,294; and loans outstanding surged by one-third (33.3 per cent), from
US$303,401 to US$404,360 (see table 12).

Table 12
CRS Lesotho Network, key data, 16/03/2017 and 12/04/2017, US$

Item 16/03 12/04 % increase
Equity 433 808 536 572 23.7
Savings 319578 385 598 20.7
Profit 107 231 141 294 31.8
Loans 303 401 404 360 33.3
Source: CRS.

114. SILCs and VSLAs, and similarly savings groups by other INGOs, are evidently an
effective strategy for reaching large and rapidly increasing numbers of low-income
people with self-sustained financial services.

115. There are two other INGOs in Lesotho promoting MBFIs of the same savings group
type, PACT and World Vision, which did not participate in RUFIP. Further
contributions to scaling up as well as sustainability of MBFIs may be expected
from: (i) new projects of INGOs introducing savings groups as a cross-cutting
strategy; (ii) future networks of NGOs collaborating in strategies and policies of
promoting savings groups; and (iii) future networks of village agents/PSPs.

116. While networks of PSPs are under discussion, INGOs have been reluctant in Africa
to form networks of NGOs and establish national secretariats to promote and
coordinate their savings groups’ activities. Cooperation might strengthen the
sector’s ability to mobilize resources and assure self-organized coordination and
oversight, resulting in heightened sustainability and continual growth of outreach.
The reluctance of the NGOs may be due to a misguided fear of competition, thus
missing the chance of jointly applying for project and coordination support on a
much larger scale.

117. Overall, scaling up of the programme benefits rests mainly with the development of
MBFIs by NGOs. The potential for other project activities seems weak. The PPE
rating on scaling up is moderately satisfactory (4).

Gender equality and women’s empowerment

118. The assessment of this criterion focuses on the extent to which IFAD interventions
have contributed to better gender quality and women’s empowerment, including
(@) terms of women’s access to and ownership of assets, resources and services;
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(b) participation in decision making at household and rural institution levels; and
(c) workload balance and economic and social benefit sharing.”®

Although the programme design did not specify any targets or guidelines for
gender equality, the participation of women beneficiaries remained high throughout
the programme. The appraisal logframe included three gender-disaggregated
indicators: (i) number of newly opened deposit accounts, by gender; (ii) number of
loans granted by supported financial institutions, disaggregated by purpose and
gender; and (iii) number and types of functional and active MBFIs supported under
the programme and number of members, by gender. The PCR reported that at
completion, the majority of MBFIs are women-led. According to the 2014 Impact
and Outcome Level Survey, the share of female members of MBFIs was over

70 per cent, similar to the share of loans to women. In Lesotho Post Bank, women
are the more active savers compared to men, by a wide margin: 55 per cent of the
number of deposit accounts of Lesotho Post Bank and 72 per cent of the total
amount deposited are held by women; the corresponding percentages for men are
35 per cent and 13 per cent, respectively (table 13). In terms of political
empowerment, an estimated 70 per cent of implementing agency staff, including a
majority of those with substantial decision-making authority, were women. This
also includes Central Bank of Lesotho, which is currently headed by a female
Governor.

Table 13
Number of accounts and amounts of deposits by gender at Lesotho Post Bank, February 2017

Gender Per cent/number Amounts in per cent and LSL millions
Corporate account 10% 15%
Female 55% 72%
Male 35% 13%
Total per cent 100% 100%
Total number 87 567 648.21

Source: Treasury Division, Lesotho Post Bank.

The available evidence also pointed to considerable decision-making power on the
part of women at the household level. During the field visit of the PPE mission, it
was observed that in most of the families, it is the wife who makes decisions on
how to use the family income. In the remaining families, both the wife and
husband make decisions together, which demonstrated the high level of women'’s
empowerment at the household level. There were many examples of female group
members who were able to increase their household income by using loans
borrowed from the group to expand their small businesses (e.g. sewing and
knitting, shops). An example from the PPE field visit is given in box 1.

"™ These are the three strategic objectives as stipulated in the IFAD Policy on Gender Equality and Women’s
Empowerment (see https://www.ifad.org/documents/10180/6c7b7222-8000-48a3-982d-98eb973595b3).
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Box 1
Example of successful female beneficiary

Ms Majoel Nicoale, a female beneficiary based in Sekamaneng (Berea District),
participated in the RSCG Mohlaetoa Farmer’s Association, which was established in
2009. Ms Nicoale participated in the RSCG both as a group member and as the
secretary to take care of the daily administration of the RSCG-related matters. Under
RUFIP, she received training in bookkeeping, marketing, budgeting and management
skills. The trainings were organized in the form of study tours to visit and learn from
experienced RSCGs in neighbouring villages. In addition, with a small registration fee
(LSL 5) and compulsory regular saving (LSL 50/month), she obtained loans from the
RSCG in the amount of LSL 800 every year as “seed money” to purchase a sewing
machine to make clothes and school uniforms. With an expectation of borrowing
another LSL 4,500, she plans to expand her businesses by purchasing more cloth to
meet the demand of a wider range of clients.

The skills she obtained through the training not only enable her to perform better in
her role as secretary of the RSCG, but also help her improve the profitability of her
tailoring business.

A successful female beneficiary.

121. On the other hand, in terms of household workload, women beneficiaries were
disproportionately burdened, being expected to take care of children, cook, and
conduct agricultural activities, and also run small businesses. The PPE mission
found that little improvement/change had been made by the programme to help
women achieve a more balanced distribution of work within their targeted
households.

122. Despite these outcomes, it is not entirely convincing that these achievements can
be attributed to RUFIP, as the environment for promoting gender equality and
women’s empowerment is relatively conducive in Lesotho, as recognized in the
Global Gender Gap Report (see paragraph 15). There are many other contributing
factors, including the increasing awareness of women’s empowerment in the
country, and the traditional male migrant labour culture.”® Building on such a

"® Due to the labour immigration culture of Lesotho, a large number of male labourers in rural areas are employed in
South Africa, leaving the female family members at home to take care of the land and household assets.
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favourable environment, RUFIP enhanced women'’s access to services provided by
MBFIs, including training and loans, thus facilitating the creation, expansion and
ownership of their businesses, which led to the increase in the incremental income
of the households.

Some emerging issues in relation to gender equality were not covered by the
programme. The most notable one is how to ensure that women would still be
empowered when male migrant workers return home from South Africa. The
consequences of the return of male migrant workers on family workload
distribution and decision-making powers were not discussed in the PCR.

It should also be noted that gender equality, as defined by IFAD, means women
and men have equal access to opportunities and services, equal control over
resources, and an equal say in decisions at all levels. Findings from the PPE showed
that the issue of men’s involvement in saving groups and access to financial
services was not discussed either in the Appraisal Report or in any of the project
supervision reports. The project missed the opportunity to ensure the equal
participation of men in the savings groups. For those men who had returned from
South Africa while did not have land (for various reasons), having access to
financial services is key to improve their sources of income as the loans could serve
as seed money which enable them to run small-scale businesses, such as retail
shops.

The PPE rating for gender equality and women’s empowerment is moderately
satisfactory (4).

Environment and natural resources management

The criterion of environment and natural resources management intends to assess
the extent to which the project contributes to resilient livelihoods and ecosystems.
At appraisal, the programme was classified as Category B,”” in line with IFAD’s
environmental assessment procedures. This classification implied that the
programme would not likely have a significant negative environment impact, and
thus a full-scale environmental assessment was not required. The Appraisal Report
explored opportunities to improve the awareness of members of MBFIs on the
importance of environmental conservation through trainings. However, as the
programme was not desighed to directly support agricultural production activities,
the PPE team obtained too little evidence to conduct a sound assessment. The PPE
therefore did not assign a rating to this criterion (rating n.a. — not applicable).

Adaptation to climate change

This criterion assesses the contribution of the programme to reduce the negative
impacts of climate change through dedicated adaptation or risk reduction
measures. The programme’s impact in this domain was marginal. The issue of
climate change was not considered in the project design, given that the focus of
the project was on establishing financial linkages and access for the rural poor. The
PCR acknowledged that there was no direct intervention in relation to climate
change or climate-smart practices. In view of the nature of the project as well as
the absence of the evaluative evidence, the PPE did not assign a rating to this
criterion (rating n.a. — not applicable).

Overall project achievement

The first pillar of the project, effectively built with RUFIP support, consists of self-
reliant, mostly women-owned grassroots financial intermediaries (SILCs, VSLAS)
promoted by non-governmental implementing partners (CRS, CARE). The MBFIs
have successfully provided their members with facilities to deposit and accumulate

" In line with IFAD’s Social, Environmental and Climate Assessment Procedures, a programme/project classified as
Category B may have some adverse environmental and/or social impacts on human populations or environmentally
significant areas, but the impacts: (i) are less adverse than those for Category A; (ii) are site-specific and few are
irreversible in nature; and (iii) can be readily remedied by appropriate preventive actions and/or mitigation measures.
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their savings and to transform them into small loans and larger annual share-outs.
The financial resources are used for local income-generating activities and income
smoothing, which are closely connected due to the fungibility of money. This has
resulted in better living conditions, productive resources and moderately higher
incomes. Due to scaling-up efforts by CRS, the number of MBFIs and members has
more than tripled in the two years since completion. Construction of this pillar
started late, after governmental implementing partners (DOC, MAFS) were unable
to expand and effectively supervise MBFIs such as financial cooperatives and
RSCGs, respectively.

The second pillar was Lesotho Post Bank, at inception a loss-making postal savings
bank, which RUFIP successfully helped transform into a self-reliant and sustainable
financial intermediary with expanding rural savings and credit outreach. In 2014,
only ten years after its operational take-off in 2005 and seven years after the start
of RUFIP, Lesotho Post Bank attained profitability. In 2014 and during the two
years after completion, 2015-2016, Lesotho Post Bank substantially increased its
savings and credit outreach to rural and urban areas.

The foundation for a third pillar, NBFIs, was laid by the FIA in 2014, which
incorporates the NBFI regulations, but was not ready for implementation before the
completion of RUFIP. The passing of the FIA was paralleled by the enactment of the
amended Cooperative Societies Act in November 2013, resulting in an agreement
between Central Bank of Lesotho and the DOC on oversight of large financial
cooperatives.

Regarding the overarching linkage objective, some savings linkages of MBFIs and
members with Lesotho Post Bank have been initiated. However, as the terms were
not attractive, the groups found internal financial intermediation more convenient
and useful than bank deposits. Credit linkages have not materialized; the expected
outreach of bank credit to MBFIs under RUFIP has not occurred. At completion,
Lesotho Post Bank reported 14 group loans valued LSL 531,834; but the borrowers
were burial societies and other types of groups not under RUFIP. Given the extent
of the subsistence economy and the overall low level of development of the rural
economy, credit linkages at scale are not feasible for the banks. The MBFI
members have expressed an interest in larger loans, but face serious constraints of
marketing on a wider scale.

The challenge of creating linkages between MBFIs and commercial banks was
recognized by the preceding project RF&ESP. However, the Government and IFAD
did not sufficiently consider the lessons learnt during the design of RUFIP. RF&ESP
had an almost identical objective: establishing MBFIs (namely RSCGs) under a
governmental implementing partner (MAFS) and linking them to commercial banks.
The project had failed on several accounts; lack of markets for microenterprise
activities was one of the problems.

The PPE arrives at a more balanced, countervailing conclusion. Against major
delays and obstacles on the part of both Government and IFAD, RUFIP has
succeeded in building two solid institutional pillars of inclusive financial
intermediation with rural outreach: private sector MBFIs under the guidance of
NGOs and a government-owned postal bank, Lesotho Post Bank. Within two years
after completion up to the PPE in 2017, the two pillars passed the double test of
sustainability and scaling up. The number of self-reliant MBFIs and the number of
members, under the leadership of CRS, have more than tripled. Lesotho Post Bank
has substantially expanded its urban and rural credit outreach, using deposits as
source of loanable funds, and at the same time generating a profit to finance its
operations without reliance on government support. In the absence of a conducive
economic environment, linkages have not been a necessary condition for the
extension of financial services to the target group on a sustainable basis.
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Performance of partners
IFAD

The programme design contained a number of shortcomings (already described in
the above sections) which reflected that IFAD did not sufficiently consider the
lessons generated from the RF&ESP. In the PCR of RF&ESP, it was clearly stated
that: (i) promotion of savings and credit groups of only rural poor by a government
agency in Lesotho was to be feasible; and (ii) linkages of savings and credit groups
with commercial banks and related CGF was not feasible. IFAD missed the
opportunities to improve the programme design by conducting a feasibility study at
the inception and appraisal stages to assess the feasibility of linking MBFIs with
Lesotho Post Bank during the seven-year programme implementation period and
the opportunity cost.

RUFIP had been directly supervised by IFAD from the beginning. IFAD conducted
supervision and implementation follow-up missions regularly (at least once a year),
with the participation of the CPM in all missions (except for 2015). The quality of
these supervisions is overall high, with a sound composition of technical expertise,
and the supervision missions pointed out the changing programme environment
and context at the macro-level as well as the key issues to be addressed by the
PCU at the programme level. The 2009 supervision report promptly flagged the
need to explore opportunities to partner with CARE and CRS to accelerate the
implementation of Component One. It also showed the flexibility of IFAD in terms
of adjusting programme implementation modalities. The MTR was conducted in line
with the Financing Agreement. It underlined the obstacles faced by the
programme, including the high portion of PCU expenditures, the weak financial
reporting and internal budget control of the PCU, as well as the inaccurate
reporting system.

Some of these issues had been consistently reported by the supervision missions,
including the low performance on the linkage between Lesotho Post Bank and
MBFIs. When IFAD realized that the Lesotho Post Bank was revising its strategic
plan and there was a risk that the revised strategic plan and lending activities may
not be in compliance with RUFIP’s goals and objectives, IFAD promptly suspended
disbursements to Lesotho Post Bank in order to push the Bank’s management
make necessary revisions and steps to keep its commitment to rural outreach.”®
The frequent turnover of CPMs for Lesotho was recognized by the Government of
Lesotho as one of the main issues which delayed programme implementation, in
particular for the post-MTR period. From the programme design to its completion,
there were six CPMs successively covering the Lesotho portfolio, including one who
managed the portfolio for less than three months.”®

There are two areas where IFAD could have performed better. First, as discussed in
the Relevance section, the design did not sufficiently consider the lessons learned
from the RF&ESP on the selection of promoting agencies of the MBFIs. Although
the design was a joint effort of IFAD and the Government and the ownership of the
programme should be respected, IFAD should have flagged the risks and provided
more guidance through its worldwide experience of supporting inclusive rural
financial service initiatives.

Second, IFAD could have provided better guidance on the resources allocated to
the programme management component. The programme cost should have been
adjusted at an early stage, as some of the programme activities were being
supported by other institutions, including the financing of the chief technical
advisor by UNDP/UNCDF. Even though the programme management cost issue was

" RUFIP, Supervision Mission, 24 June — 06 July 2012, Aide-Memoire.

™ The six CPMs were: (i) Mr John Gicharu (prepared the project inception report); (i) Ms Fumiko Nakai: 1 April 2008 to
November 2011; (iii) Ms Abla Benhammouche: 8 November 2011 to February 2012; (iv) Ms Miriam Okong’o: February
2012 to November 2012; (v) Ms Louise McDonald: 10 November 2012 to December 2013; and (vi) Mr Thomas Rath:
13 December 2013 to date.
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reported in the supervision reports, IFAD should have taken more pro-active
actions to control the resources allocated to this component.

While supervision missions resolved many issues, and facilitated the
implementation of the key project activities, IFAD missed some opportunities to
improve the programme in terms of design, re-contracting of the NGOs in a timely
manner, and putting M&E on an evidence-based footing. Based on the above
assessment, IFAD’s performance is rated as moderately unsatisfactory (3).

Government of Lesotho

Adjustment of project design. At the time of design, establishing a new National
Credit Guarantee Scheme was considered as a major effort of the Government to
promote linkages between MBFIs and commercial banks. However, the
Government'’s design, after the MTR, to establish the new Partial Credit Guarantee
Fund within the Ministry of Finance (with 51 per cent shares) is considered by the
PPE as a distorting element which directly resulted in the relinquishing of RUFIP’s
support on the linkage programme. Consequently, although it was expected that
the Credit Guarantee Fund would link at least 50 MBFIs with commercial banks, no
output was generated.

Staffing. The Government of Lesotho had overarching responsibility for the
programme and appointed the Department of Private Sector Development and
Financial Affairs of the Ministry of Finance and Development Planning as the “Lead
Programme Agency”. The Ministry of Finance’s contribution to RUFIP was
satisfactory in providing dedicated staff to be engaged in and committed to the
implementation, supervision and evaluation of the programme. On the other hand,
the Government did not provide sufficient support to strengthening the capacity of
the PCU. Although the issue of weak capacity of the PCU had been consistently
flagged by supervision missions, there was no major improvement, even with the
recruitment of a procurement officer and short-term consultants for financial
management.

Counterpart funding. Overall, the Government managed to provide sufficient
counterpart funds, as agreed at appraisal, in a timely manner. As of January 2015,
a total of US$2.72 million, or 213 per cent of the initial commitment, had been
provided by the Government for operating costs and taxes payable on
procurements. During the programme implementation period, the counterpart
funds provided in each fiscal year usually exceeded expectations. In some cases
(e.g. in 2011/2012), not 100 per cent of the approved counterpart funds were
materialized. According to the concerned supervision report, the main reason was
that the absorption capacity of the programme was limited, rather than the issue of
the Government.

Fiduciary management. The audited financial statements and reports were
regularly undertaken by external auditors and submitted to IFAD as stipulated in
the Financing Agreement. The financial management capacity of the PCU was
weak, which resulted in the delay in updating and reconciliation of the cashbook as
well as financial transactions and consequently largely hampered the effectiveness
and efficiency of the programme management. Additionally, a number of issues
concerning illegible reimbursements for staff activities were flagged in the audit
reports, reflecting the absence of internal control within the PCU on financial
management. The flagged issue was not effectively addressed until 2014, which
demonstrated the slow reaction and limited intervention undertaken by the
Government. The lack of effective staffing to execute the internal auditing function
also indicated the Government’s inadequate attention to fiduciary management.

M&E. The M&E system was not designed and established in a timely manner, as
reported repeatedly in the supervision reports. The baseline survey was discussed
in October 2008, about one year and half after loan effectiveness. Data from the
available surveys reflected that the quality of reporting on implementation progress
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and outputs by implementing agencies remained weak and uncompleted. There
were no indicators on the breakdown of the deposit accounts and total amount of
deposits by district or by urban and rural areas in the Lesotho Post Bank. This
made it difficult to monitor and assess the effectiveness of the targeting approach
adopted.

As with IFAD, the performance of the Government is rated to be moderately
unsatisfactory (3).

Assessment of the quality of the project completion report

Scope. The PCR, by and large, covers most of the evaluation criteria, with
adequate detail and depth. It discusses in detail the results of the three substantive
components of the project and presents and analyses in depth the substantial
impediments to the achievement of the substantive components on the side of
IFAD and of government implementing partners. It is also straightforward,
outspoken and candid in its conclusions.

On the other hand, in assessing the relevance of RUFIP, the PCR does not consider
to what extent the programme design took into consideration of the lessons
learned from the preceding RFRESP 1993-2001- a project which had failed with an
identical objective with RUFIP. No explanation is given for the insistence of the
Government and IFAD to pursue a project at design as well as MTR with the same
singular overall objective ("Linking MBFIs to commercial banks”) that could
reasonably not be “based on hope”. The scope of the PCR is therefore rated as
moderately satisfactory (4).

Quality (methods, data, participatory process). The PCR provided clear
analysis against each evaluation criterion, supported by solid evidence and data. By
recognizing the data gap due to the weak M&E system, the PCR made an effort to
validate the data based on the results of the client survey conducted by the PCR
mission. The weaker part of the PCR is that some of the figures presented in table
3 on component cost summary was not correctly recorded and calculated, which
directly influenced the analysis in the context of the PCR. The currency used for
project cost in the PCR was Lesotho Loti, without a clear explanation of the
equivalent amount in US dollars, making it difficult to compare expenditures in
different stages of project financing. The rating for the quality of the PCR is
moderately satisfactory (4).

Lessons. The lessons generated from the PCR are largely adequate and useful.
The PCR missed the logic of disconnecting institution building from linkages, for
which prerequisites are missing in Lesotho, ignoring thereby RUFIP’s unbiased
focus on financial institution building with rural outreach: (i) the building of self-
reliant, mostly women-owned grassroots financial intermediaries (SILCs, VSLAS)
promoted by non-governmental implementing partners, unlike the failure of
governmental partners; (ii) the transformation of a loss-making postal savings
bank into a self-reliant and sustainable financial intermediary with expanding rural
savings and credit outreach as of 2014; and (iii) in both cases the building of
financial intermediaries which mobilize their own resources used as loanable funds
on their own terms, a commendable key aspect of the project in line with the IFAD
Rural Finance Policy (2000, 2009), in contrast to end-user credit lines. The rating is
moderately satisfactory (4).

Candour. The PCR tried to maintain a balance between programme achievements
and setbacks. It provided critical assessments of some of the key issues during
programme implementation. However, the PCR did not provide a sufficiently critical
assessment of the high programme management cost from the perspective of IFAD
responsibilities. The rating is moderately satisfactory (4).
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Key points

The programme design supported four domains for rural and microfinance sector
development in Lesotho: (i) establishing MBFIs; (ii) transforming Lesotho Post Bank
into a fully licensed commercial bank and important player in linkages; (iii) linking
formal and informal financial institutions; and (iv) creating an enabling environment.
Overall, these elements were relevant at a broad level. However, selecting government
institutions, i.e. DOC and MOAFS, to promote MBFIs proved to be a design flaw.

The majority of the programme outcomes were achieved through the involvement of
two INGOs, which made significant contributions to the establishment and capacity-
building of MBFIs. The delay in re-contracting these two INGOs greatly hampered
project effectiveness.

The overall disbursement pace was largely driven by the high programme management
cost, and the disbursement rates for the other three components were comparatively
low. Despite the high programme management cost (about one third of the total
expenditure), the M&E system was not duly established and the quality of the M&E
reports was poor.

The impact domain most visibly affected by the programme is “institutions and
policies”. Without RUFIP, neither VSLAs/SILCs nor Lesotho Post Bank would have
evolved to that extent into self-reliant financial intermediaries.
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Conclusions and recommendations

Conclusions

Despite a promising objective, the programme was overambitious and did
not sufficiently consider the capacity of the implementing agencies and
the absence of the financial sector foundations in the country. The
programme had an ambitious objective of enhancing rural poor people's access to
efficient financial services on a sustainable basis. While the programme managed
to build financial intermediaries with rural outreach which mobilized their own
resources for use as loanable funds, the intended objective was not achieved at
completion, as linkages between the MBFIs and commercial banks were not
effectively created.

Realizing that the governmental implementing agencies were too weak to
drive the MBFI sector, the programme involved two INGOs as
implementing partners, which proved to be an effective approach and
demonstrated the flexibility of IFAD. RUFIP’s experience with building MBFIs as
member-owned local financial intermediaries was mixed: it failed with
governmental implementing partners while it succeeded with non-governmental
partners. Due to the efforts of CRS and CARE, a significant number of MBFIs and
members were reached and trained. The MBFIs successfully provided their
members with facilities to deposit and accumulate their savings and to transform
these into small loans and larger annual share-outs. The notable number of VSLAs
and SILCs promoted by CRS and CARE reflect the demand for accessible,
affordable and sustainable financial services by the rural poor.

The programme performed well in transforming Lesotho Post Bank into a
self-reliant and sustainable retail bank, with a full banking licence and in
expanding rural credit and savings outreach. Transforming state-owned
financial institutions has been a challenging experience in many countries. When
funded from loans to governments, the process has frequently failed because
resources were not available to hire the best international expertise. In RUFIP,
Support to Financial Inclusion in Lesotho by UNDP/UNCDF to hire an experienced
international consultant was decisive. Lesotho Post Bank had been under pressure
to strike a balance between pursuing profit and reaching out to lower-income rural
clients, as designed at appraisal. Such pressure was and continues to be the main
constraint preventing wider participation of commercial banks in financial linkages.

The programme’s impact on rural poverty was moderate. On one hand, the
programme successfully built the capacity of the MBFIs and the Lesotho Post Bank,
which laid the foundation for improving human and social capital as well as
broadening access to affordable and sustainable financial services. Some of the
expected programme benefits are likely to emerge beyond the duration of the
implementation period. On the other hand, no reliable conclusive data were
available to inform the assessment of the rural poverty impact of RUFIP, in
particular on household income and net assets, food security and agricultural
productivity. .

Recommendations

The PPE provides four key recommendations for IFAD and the Government of
Lesotho for future investments and projects in the country in relation to access to
rural and microfinance services.

Recommendation 1: Build private MBFIs only with private and/or non-
governmental implementing partners. Based on the lessons and experience of
RUFIP and RF&ESP, it is recommended that future projects use non-governmental
agencies, preferably experienced NGOs, as implementing partners for promoting
MBFIs. This requires funding from sources other than loans to governments, e.g.
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158.
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grants. The Government, through the central bank, has the responsibility to ensure
a conducive policy and regulatory environment, which may be funded from loans.

Recommendation 2: Allocate at design funds from grant resources or in
cooperation with other partners®® for two sustainability-cum-upscaling exit
strategies, post-completion if necessary, which would involve: (i)
organizing PSPs in networks; and (ii) organizing groups into local or
district associations. PSPs, whose services are paid for by the savings groups
they have established, are widely considered by NGOs as an exit strategy to be
used at the end of their various short projects in which savings groups/MBFIs were
developed as a cross-cutting strategy. Unless PSPs are organized into networks to
form the a basis for communication and mutual and possibly external support, the
engagement of PSPs with the groups they have established - as well as with
additional new groups - is likely to be short-lived. A related and mutually
reinforcing strategy would be to organize groups into local or district associations.

Recommendation 3: Strengthen the capacity of the existing national
secretariat of NGOs, enabling it to serve as a key facilitator of MBFIs for
coordination, representation and resource acquisition. The facilitation of
savings groups by INGOs is a cross-cutting strategy for numerous local projects of
limited scale and duration. There is usually no coordination or policy dialogue
among the various facilitating INGOs and local NGOs. As the local projects come to
an end, facilitation, oversight and reporting to the SAVIX usually stop. Attempts
should be made to strengthen the capacity of the existing national council to
enable it to play a more proactive role in supporting the rural finance and
microfinance sector. It would take the intervention of an international agency with
a comprehensive long-term development agenda (such as IFAD) to bring this
process to a sustainable conclusion.

Recommendation 4: Improve the capacity and integrity of programme
management staff in future projects. For IFAD-financed projects in Lesotho in
the future, the Government should take every possible measure to assign
competent staff to the project to ensure the required capacity and integrity of the
PCU. Trainings and incentives should also be provided to increase the stability of
the PCU and reduce the turnover of the key project staff that was experienced by
RUFIP.

8 E.g. MasterCard Foundation
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Basic project data

Approval

(US$ m) | Actual (LSL m)
Region East and Southern Africa Total project costs 10.7 93.28
Country Lesotho IFAD loan and

percentage of total 8.7 | 81.3% | 74.28 | 79.6%

Loan number 723-LS Borrower 1.2 ] 11.2% | 19.00 | 20.4%
Type of project Rural finance Cofinancier 1
(subsector) 05| a7%
Financing type Loan and grants Cofinancier 2
Lending terms’ Highly concessional Cofinancier 3
Date of approval 12 September 2007 Cofinancier 4
Date of loan 7 October 2007 Beneficiaries
signature 03| 2.8%
Date of effectiveness | 31 March 2008 Other sources:

Loan amendments None Number of
beneficiaries:
(if appropriate, specify In total 58,866, of which
if direct or indirect) 9,811direct beneficiaries
Loan closure None
extensions
Fumiko Nakai

Country programme
managers

Abla Benhammouche
Miriam Okong’o
Louise McDonald
Thomas Rath

Loan closing date

31 September 2015

Regional director(s) Sana Jatta Mid-term review May 2011
Lead evaluator for Xiaozhe Zhang IFAD loan
project performance disbursement at
evaluation project completion
(%) 86%
Project performance | Johanna Pennarz Date of project
evaluation quality completion report
control panel Ernst Schaltegger September 2015

§ource: IFAD database/RUFIP PCR

In line with the Policies and Criteria for IFAD financing (Resolution 178/XXXVI), IFAD provides three types of loans to its
developing Member States on highly concessional, blend and ordinary terms for approved projects and programmes from 2013
onwards. The conditions for these three types of loans are as follows: (i) special loans on highly concessional terms, free of
interest but bearing a service charge of three fourths of one per cent (0.75 per cent) per annum and having a maturity period of
40 years, including a grace period of 10 years; (ii) loans on blend terms, with a fixed interest rate of 1.25 per cent and a maturity
period of 25 years, including a grace period of 5 years and a service charge of 0.75 per cent; (iii) loans on ordinary terms, with a
rate of interest per annum equivalent to one hundred per cent (100 per cent) of the variable reference interest rate, and a
maturity period of 15-18 years, including a grace period of three years.

8 Another country programme manager covered
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Definition and rating of the evaluation criteria used by IOE

Criteria

Definition

Mandatory To be rated

Rural poverty impact

Project performance

Relevance

Effectiveness

Efficiency

Sustainability of benefits

Other performance
criteria

Gender equality and
women’s empowerment

Innovation

Scaling up

Environment and natural
resources management

Adaptation to climate
change

Impact is defined as the changes that have occurred or are expected to
occur in the lives of the rural poor (whether positive or negative, direct or
indirect, intended or unintended) as a result of development interventions.

Four impact domains

e Household income and net assets: Household income provides a means
of assessing the flow of economic benefits accruing to an individual or
group, whereas assets relate to a stock of accumulated items of
economic value. The analysis must include an assessment of trends in
equality over time.

e Human and social capital and empowerment: Human and social capital
and empowerment include an assessment of the changes that have
occurred in the empowerment of individuals, the quality of grass-roots
organizations and institutions, the poor’s individual and collective
capacity, and in particular, the extent to which specific groups such as
youth are included or excluded from the development process.

e Food security and agricultural productivity: Changes in food security
relate to availability, stability, affordability and access to food and
stability of access, whereas changes in agricultural productivity are
measured in terms of yields; nutrition relates to the nutritional value of
food and child malnutrition.

e Institutions and policies: The criterion relating to institutions and policies
is designed to assess changes in the quality and performance of
institutions, policies and the regulatory framework that influence the lives
of the poor.

Project performance is an average of the ratings for relevance,
effectiveness, efficiency and sustainability of benefits.

The extent to which the objectives of a development intervention are
consistent with beneficiaries’ requirements, country needs, institutional
priorities and partner and donor policies. It also entails an assessment of
project design and coherence in achieving its objectives. An assessment
should also be made of whether objectives and design address inequality,
for example, by assessing the relevance of targeting strategies adopted.

The extent to which the development intervention’s objectives were
achieved, or are expected to be achieved, taking into account their relative
importance.

A measure of how economically resources/inputs (funds, expertise, time,
etc.) are converted into results.

The likely continuation of net benefits from a development intervention
beyond the phase of external funding support. It also includes an
assessment of the likelihood that actual and anticipated results will be
resilient to risks beyond the project’s life.

The extent to which IFAD interventions have contributed to better gender
equality and women’s empowerment, for example, in terms of women’s
access to and ownership of assets, resources and services; participation in
decision making; work load balance and impact on women'’s incomes,
nutrition and livelihoods.

The extent to which IFAD development interventions have introduced
innovative approaches to rural poverty reduction.

The extent to which IFAD development interventions have been (or are likely
to be) scaled up by government authorities, donor organizations, the private
sector and other agencies.

The extent to which IFAD development interventions contribute to resilient
livelihoods and ecosystems. The focus is on the use and management of
the natural environment, including natural resources defined as raw
materials used for socio-economic and cultural purposes, and ecosystems
and biodiversity - with the goods and services they provide.

The contribution of the project to reducing the negative impacts of climate
change through dedicated adaptation or risk reduction measures.

X Yes

No

No

No

No
X Yes
X Yes
X Yes
X Yes
X Yes
X Yes
X Yes
X Yes
X Yes
X Yes
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Criteria Definition Mandatory To be rated
Overall project This provides an overarching assessment of the intervention, drawing upon
achievement the analysis and ratings for rural poverty impact, relevance, effectiveness,

efficiency, sustainability of benefits, gender equality and women’s X Yes

empowerment, innovation, scaling up, as well as environment and natural
resources management, and adaptation to climate change.

Performance of partners

e IFAD This cr_iterion assesses the contr@bution of p_ar_tners to_project design, Yes
execution, monitoring and reporting, supervision and implementation
e Government support, and evaluation. The performance of each partner will be assessed X Yes

on an individual basis with a view to the partner’s expected role and
responsibility in the project life cycle.

* These definitions build on the Organisation for Economic Co-operation and Development/Development Assistance Committee
(OECD/DAC) Glossary of Key Terms in Evaluation and Results-Based Management; the Methodological Framework for Project
Evaluation agreed with the Evaluation Committee in September 2003; the first edition of the Evaluation Manual discussed with
the Evaluation Committee in December 2008; and further discussions with the Evaluation Committee in November 2010 on
IOE’s evaluation criteria and key questions.
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Rating comparison?

Programme Management Project Performance Rating
Criteria Department (PMD) rating Evaluation rating disconnect
Rural poverty impact 4 4 0
Project performance
Relevance 3 3 0
Effectiveness 3 3 0
Efficiency 2 2 0
Sustainability of benefits 3 4 1
Project performance” 3 3 0
Other performance criteria
Gender equality and women's empowerment 5 4 -1
Innovation 4 4 0
Scaling up 4 4 0
Environment and natural resources management n.a. n.a. n.a.
Adaptation to climate change n.a. n.a. n.a.
Overall project achievement®
Performance of partnersd
IFAD 4 3 -1
Government 3 3 0
Average net disconnect -0.1

a Rating scale: 1 = highly unsatisfactory; 2 = unsatisfactory; 3 = moderately unsatisfactory; 4 = moderately

satisfactory; 5 = satisfactory; 6 = highly satisfactory; n.a. = not applicable.

Arithmetic average of ratings for relevance, effectiveness, efficiency and sustainability of benefits.

© This is not an average of ratings of individual evaluation criteria but an overarching assessment of the project, drawing upon
the rating for relevance, effectiveness, efficiency, sustainability of benefits, rural poverty impact, gender, innovation, scaling up,

environment and natural resources, and adaptation to climate change.

d The rating for partners’ performance is not a component of the overall project achievement rating.

Ratings of the Project Completion Report quality

IOE rating Net disconnect
Scope 4
Quality (methods, data, participatory process) 4
Lessons 4
Candour 4

Overall rating of the Project Completion Report

Rating scale: 1 = highly unsatisfactory; 2 = unsatisfactory; 3 = moderately unsatisfactory; 4 = moderately satisfactory; 5 =

satisfactory; 6 = highly satisfactory; n.a. = not applicable.
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RUFIP financial performance within IFAD portfolio

Annex IV - Figure 1

Comparable disbursement rates for IFAD operations in Lesotho 2007 - 2016
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Annex IV — Figure 2

Sources of financing across IFAD’s programme in Lesotho

Source of financing (US$)

Projects in Lesotho IFAD Domestic Cofinancing Total
Marketing &Credit 5920 000 1 300 000 (NG) 7 220 000
Project
Local Initiatives 4 059 000 1200 000 (NG) 100 000 (UNICEF) 6 259 000
Support 900 000 (PC)
Soil & Water 6 035 000 790 000 (NG) 6 825 000
Conservation
Rural Finance and 4 056 267 46 100 (B) 6 516 246
Enterprise 1 590 000 (DFI)
Mountain Areas 8 410 947 2 441 103 (NG) 10 852 050
Agricultural
Development
Agriculture & Natural 10 129 436 1686 876 (NG) 12 014 729
Resource 198 417 (B)
RUFIP 8 687 974 1280 815 (NG) 10 723 781

490 030 (DFI)

264 962 (B)

Smallholder 9997 308 3477 865 (NG) 4 330 000 (GEF/LDCF) 28 783 288
Agricultural , 980 800 (B) 9 997 315 (IDA)
Development Project
WAMPP 5 523 000 1 545 000 (LP) 12 000 000 (OFID) 38 958 000

2,825,000
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Approach paper

Background

1. For completed investment projects financed by IFAD, its Independent Office of
Evaluation undertakes: (i) validation of project completion reports (PCRs) for all
projects, based on a desk review of PCRs and other documents; and (ii) project
performance evaluations (PPEs) involving country visits for a number of selected
projects (about ten in a given year).

2. A PPE is conducted after a desk review of the PCR and other available documents,
with the aim of providing additional evidence on project achievements and
validating the conclusions of the PCR. In general terms, the main objectives of
PPEs are to: (i) assess the results of the project; (ii) generate findings and
recommendations for the design and implementation of ongoing and future
operations in the country; and (iii) identify issues of corporate, operational or
strategic interest that merit further evaluative work.

3. The Rural Financial Intermediation Programme (RUFIP) in the Kingdom of
Lesotho (implemented between 2008 and 2015) has been selected for a Project
Performance Evaluation to be undertaken by IOE in 2017. This approach paper
presents the overall design of the PPE, including the evaluation objectives,
methodology, processes and timeframe. The evaluation framework presented in
annex I provides a summary of the evaluation criteria and key questions that will
be used in conducting the evaluation.

Programme overview

4. Programme area. The Kingdom of Lesotho is a mountainous and landlocked country
which is surrounded by the Republic of South Africa. It covers about 30,366 square
kilometers and over 80 per cent of its land area lies above 1,800 meters.! Out of the
total land mass, only 25 per cent has agricultural potential. The estimated total
population in 2017 is 2.18 million,? which compares to the 2006 census population
of 1.87 million. 43 percentage of the population living below US$1.25 per day in
2010 and about 29.1 per cent® of the population were vulnerable to food
insecurity.

5. The RUFIP as a whole has a national scope but interventions at field-level were
weighted differently in all the ten districts. To facilitate the outreach of the
Lesotho Post Bank, an analysis was conducted to identify the districts where the
credit facilities would be offered at the first place as “pilot exercise”. Based on the
experience gained, other branches of the Lesotho Post Bank would be covered.
Regarding the development of rural finance enabling environment, capacity-
building activities would start at the head offices of the partnering institutions and
thereafter expanded to their district offices and branches.

6. Programme objectives. The overall goal of RUFIP was to alleviate poverty,
increase income and contribute to the overall economic development. Its
objective was to enhance access of the rural poor to efficient financial services
on a sustainable basis that could be measured in terms of poor rural households
accessing financial services, the number of new deposit accounts and loans
granted, the product range offered by the participating financial institutions, the
profitability of the financial services, and the impact on reduced transaction costs.
To achieve this, the programme would also support the development of an
enabling policy and institutional framework to facilitate the efficient and
sustainable provision of rural financial services and promote competition.

! Lesotho is the only independent state in the world that lies entirely above 1,000 meters in elevation. Its highest point is
Thabana Ntlenyana, standing at 3,482 meters and the lowest point is the junction of the Senqu (Orange) and
Makhaleng rivers, sitting at 1,388 meters.

2 http://www.worldometers.info/world-population/lesotho-population/, accessed on 1 March 2017.

% Household Budget Survey 2002-2003, Bureau of Statistics (BoS). Kingdom of Lesotho.
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7. Target group and targeting approach. The Appraisal Report stated that the
target groups were primarily the poor rural households with at least one
household member having actual or potential capacity to generate income
through on- and/or off-farm economic activities. This included poor small-scaled
producers engaged in crop and /or livestock production with some marketable
surplus, the rural poor who may receive remittances from household members or
relatives, landless households with sporadic wage employment opportunities,
female headed households, and unemployed youth. At the project design, it was
estimated that about 144,000 households or about 720,000 constituted the
primary target group.

8. Programme components. The programme was structured around four
components outlined below:

(i) Development of member-based financial institutions. The component
aimed at enhancing the financial intermediation of member-based financial
institutions, including formal, semi-formal and informal ones to satisfy the
demand for grassroots financial services. It had three sub-components:

(a) capacity-building of financial cooperatives; (b) capacity-building of Rural
Savings and Credit Groups (RSCGs); and (c) capacity-building of informal
financial groups. At project design, it was estimated that US$2.1 million would
be spent on this component, accounting for about 20 per cent of the total
programme cost. Without major change on the budget allocation to this
component, the percentage was increased to 34.3 per cent at completion (as
table 1 shows).

(i) Development of formal financial institutions for rural outreach. The
objective of this component was to enhance access of the economically active
rural population to financial services, particularly in terms of credit. This
component consisted of two subcomponents: (a) capacity-building of Lesotho
Post Bank; and (b) linkage programme. Sub-component “a” was designed to
be achieved through three different activities: Institutional upgrading,
strengthening of operations, and market studies and product development.
Subcomponent “"b” was designed to create linkages between commercial
banks and financial groups and cooperatives. The initial programme cost for
this component was US$3.36 million, constituted of 33 per cent of the total
programme cost baseline. This had fallen to 20.4 per cent at project
completion.

(iii) Development of an enabling environment (for rural and micro
finance). The objective of the component was to develop an enabling
environment in which sustainable and efficient rural/micro finance services
were going to be provided. It had four sub-components: (a) capacity-building
for the department of cooperatives; (b) capacity-building of the Central Bank
of Lesotho; (c) capacity-building of the service providers recruited; and
(d) policy dialogue on conductive framework conditions. At the programme
design phase, it was estimated that US$3.1 million would be allocated to this
component. The actual cost attributed to this component decreased from
30 per cent to 12 per cent at completion.

(iv) Programme coordination. This component was divided into two sub-
components: Programme coordination and monitoring and evaluation. The
programme management was in charge of all management and coordination
aspect of RUFIP.* The monitoring unit oversaw collecting relevant data on
activities, outcomes and impact of the participating institutions. It was
proposed that US$1.8 million would be spent on programme management and

* Annual Work Plan and Budgets, mid-term reviews, and reporting and gender mainstreaming.
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10.

coordination. The actual cost for this component rose from 17 per cent to
30 per cent.

Project financing. The total cost of the programme was estimated at

US$10.7 million, to which IFAD contributed to US$8.7 million, representing

81 per cent of total cost. 50 per cent of IFAD financing was in the form of loans on
highly concessional terms® and the balance as grant. The programme budget and
actual cost are shown in table 1 below consolidated for all four components.
However, it was noted that (i) the cost data was only available in Lesotho Loti
(LSL) in all project documents; and (ii) the programme cost estimates vary
somewhat among different documents.

Table 1
Project financing by component as stated in the project completion report?

Government of

IFAD loan/grant Lesotho Total
Appraisal Actual Appraisal  Actual Appraisalb Actual
Component (US$) (LSL) (US$)  (LsL) US$) % (LSL) %°
(i) Development of 1659 284 33 340 746 233 599 4698 161 2 148 330.9° 20.0 38038906 34.1
member-based
financial institutions
(i) Development of 2670388 19467677 447 575 3108 623 3607 992.9° 33.6 22576 300 20.2
formal financial
institution for
rural outreach
(iii) Development of 2824030 13893164 314 029 361 058 3147571.4 29.4 14 254 222 12.8
an enabling
environment for
rural finance
(iv) Programme 1534277 22015535 285 606 14 674 115 1819 883.4 17.0 36 689 469 32.9
management
Total 8687978 74276224 1227745 19004 128 10 723 778 100 111558 897 100

2 Figures are provided in Maloti terms as available financial data were only provided in Maloti in the project
documentation. Figures do not reflect LSL deflation against US$ dominated loan. At project appraisal, 1
US$ equivalent to 7 LSL; at project completion, 1 US$ equivalent to 12.5 LSL.

® Table 2 of Appraisal Report indicated that both Lesotho Post Bank and the beneficiaries were supposed to provide a
contribution of 490,030 and 264,960 which did not materialize.

¢ Percentage of actual expenditures for each component to the total actual project cost. Data in this column was re-
calculated to replace the error in the PCR report.

“ The estimated cost for component (i) included a contribution of US$255,447 from the project beneficiaries.

¢ The estimated cost for component (i) included a contribution of US$490,030 from the Lesotho Post Bank and
US$9,513 from the beneficiaries at project appraisal.

Note: Project cost by component was presented in US$ for appraisal and in LSL for actual expenditure, respectively.
Data retrieved from the Appraisal Report (2007) and the PCR (2015).

Timeframe. For financing RUFIP, the IFAD Executive Board approved on 12
September 2007 a loan in the amount of SDR 2.85 million (equivalent to
US$4.35 million) and a grant in the amount of SDR 2.85 million (equivalent to
US$4.35 million). The programme financing agreements (for both the loan and
the grant) were signed on 8 October 2007 and became effective on 31 March
2008. The programme was completed on 31 March 2015 and the loan and the
grant closed on 30 September 2015 as per schedule. At the time of the project
completion, the disbursement rate was 91 per cent both for the loan account and
grant account.®

® In accordance with the Policies and Criteria for IFAD financing, a loan approved on highly concessional terms was
free of interest but bearing a service charge of three fourths of one per cent (0.75 per cent) per annum and having a
maturity period of 40 years, including a grace period of 10 years.

® At project completion, the disbursed amount for the loan and grant were SDR 2,604,113 and SDR 2,602,833,
respectively.
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11. Implementation arrangements. At the time of project appraisal, the overall
responsibility of programme management and coordination was entrusted to the
Ministry of Finance and Development Planning, especially its Department of
Private Sector Development and Financial Affairs in its capacity as Lead
Programme Agency.’ Particularly, as stipulated in the loan agreement, the
MOFDP shall be responsible for policy and strategy formulation and
implementation in relation to the development of rural and microfinance sector.
The responsibilities of daily coordination, financial management and monitoring
and evaluation were delegated to the programme coordination unit (PCU)
established by the MOFDP.

12. The principal implementing agencies included the Central Bank of Lesotho, the
Department of Cooperatives, Lesotho PostBank and the Ministry of Agriculture
and Food Security (MAFS) with most programme activities sub-contracted to
service providers. Moreover, it was planned that the programme coordination will
be guided and assisted by two committees, namely the existing Financial Sector
Steering Committee and a Programme Coordination Committee® to be established
by MOFDP. The Financial Sector Steering Committee would provide oversight and
policy guidance, ensuring effective coordination between relevant initiatives in
the financial sector. The Programme Coordination Committee would be
responsible for providing implementation oversight and support to ensure the
effective implementation of the programme.

13. Supervision arrangements. The Programme was directly supervised by IFAD
from the first supervision mission that was fielded in November 2008. During the
implementation period from 2008 to 2015, a total of nine supervision and
implementation support missions were undertaken.

14. Adjustments during implementation. The Programme experienced changes in
terms of programme management and governance structures. For instance,
initially it was planned that the MOF took over the responsibility of procurement
which was approved to be less feasible due to the difficulty of aligning the
procurement procedures of IFAD and the MOF. As a solution, a full-time
Procurement Officer was recruited by the project to facilitate the procurement
issues. Another reflection of changes is the project oversight responsibilities were
removed from the Programme Coordination Committee and assigned to the
Financial Sector Steering Committee, in order to minimize a potential conflict of
interest.

15. Amendments to the financing agreement. There were no amendments to the
financial agreement of RUFIP, as stated in the project completion report.

PPE objectives and scope

16. PPE objectives. The main objectives of the evaluation are to: (i) provide an
independent assessment of the overall results and impact of the programme; and
(ii) generate findings and recommendations to guide the Government and IFAD
regarding the ongoing and future development programmes in Lesotho.

17. Scope. In view of the time and resources available, the PPE is generally not
expected to undertake quantitative surveys or to examine the full spectrum of
project activities, achievements and drawbacks. Rather, it will focus on selected
key issues deserving further investigation (see section IV). The PPE will take
account of the preliminary findings from a desk review of PCR and other key
project documents and interviews at the IFAD headquarters. During the PPE

" During the programme implementation, the MOFDP was restructured into two ministries. The programme was under
the administration of the Ministry of Finance since then.

& The Programme Coordination Committee was designed to be consisted of executive members from implementing and
collaborating institutions. It would be chaired by the Chief Executive of the PSDFA with the Programme Coordinator
severing as the Secretary.
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mission, additional evidence and data will be collected to verify available
information and reach the independent assessment of performance and results.

18. Theory of change (TOC). The TOC of a project depicts the causal pathways from
project outputs to project outcomes, i.e., through changes resulting from the use
of those outputs made by target groups and other key stakeholders towards
impact. The TOC further defines external factors which influence change along the
major impact pathways. These external factors are assumptions when the project
has no control over them, or Drivers of Impact when the Project has certain level
of control. Analysis in this evaluation will be assisted by the construction of the
TOC as presented in Annex I to assess the extent to which the RUFIP’s goal and
objectives were effectively achieved. The TOC would be revised during the
evaluation process, as needed.

Key issues for this PPE

19. A PPE is a project evaluation with a limited scope and resources. As such, PPEs are
not expected to investigate all activities financed under the project or to undertake
in-depth impact assessment. Based on initial desk review, key issues to be
reviewed are presented below. These may be subject to change based on emerging
findings from the main evaluation mission.

(i) Relevance of the programme design. Realistic and relevant project design
is essential for the successful implementation of a given programme. When the
programme was designed, access to financial services in Lesotho was
recognized as an integral part of the national development priorities, as stated
in the Poverty Reduction Strategy 2004/2005 - 2006/2007 launched by the
Government of Lesotho. RUFIP was built on two foundations. The first was the
IFAD Rural Finance Policy (2000),° which places a crucial focus on domestic
resource mobilization!® and sustainable institution building.'! The second
foundation was the Rural Finance & Enterprise Support Project (RF&ESP),
financed by IFAD and implemented in Lesotho between 1993 and 2001.
However, available project documentation indicated that various issues
emerged during the programme implementation phase which resulted in the
extremely slow disbursement rates and limited outcomes. In this regard, the
PPE will seek to answer three related questions:

¢ Were the foundations of RUFIP actual or putative?

e Were RUFIP objectives realistic considering the national capacity at the
time of project design?

¢ Did the RUFIP design sufficiently take into consideration of the potential
risks that might be emerged during the implementation?

(i) Effectiveness. The PCR recognized the contribution of RUFIP on the
capacity development of Lesotho Post Bank on rural inclusive finance
services. Nevertheless, it concluded that “the Lesotho Post Bank never
effectively served the rural poor”. In terms of development of member-
based financial institutions (MBFIs), only the development of VSLAs and
SILCs, facilitated by CARE and Catholic Relief Services turned to be
“crucial”. In assessing the effectiveness of RUFIP, the evaluation team will
conduct a differentiated analysis to compare the performance of RUFIP
supported and unsupported MBFIs, as well as compare by types of MBFIs
and supporting agency. Moreover, it would explore, inter alia, the following
questions:

° IFAD Rural Finance Policy was approved by the Executive Board on its Sixty-Ninth Session in May 2000. It was later
replaced with an updated IFAD Rural Finance Policy in 2009.

1% Domestic resource mobilization is of crucial importance” (para.12, Rural Finance Policy 2000).

1 Building a differentiated rural financial infrastructure with diverse strategies; enhancing institutional sustainability, with
outreach to the rural poor; promoting a conducive policy and regulatory environment (Para.13, Rural Finance Policy
2000).
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(iii)

(iv)

(v)

e Has the programme indeed contributed to improving the access to
financial services by the rural poor?

e To what extent the programme has actually contributed to building and
strengthening sustainable institutions such as MBFIs, non-bank financial
institutions, and banks (e.g. Lesotho PostBank)?

e Whether and how these institutions have reached the rural poor,
alleviated poverty, increased income and led to overall economic
development?

Programme management cost ratio. At project appraisal, it was

estimated that the cost for programme management and monitoring would

be about US$1.8 million,*? accounting for 17 per cent of the total baseline
cost. This figure was increased to 33.2 per cent (see table 1 above) at
project completion, which was even higher than the expenditures for two
out of the other three project main components and also much higher than
that of other IFAD-financed projects.® The evaluation team will pay
particular attention to this issue by identifying the main reasons for the
increase of the programme management cost and using other IFAD-
financed projects in Lesotho and/or similar types of IFAD financed projects
in general as the benchmark. The key findings on this issue will inform the
lessons generated from RUFIP.

Monitoring and Evaluation (M&E) system and project impact. The
project supervision reports have had repeatedly reported the weakness of
the programme’s M&E system. This was also reflected by the scarcity of
data on results and impact as was recognized in the project completion
report. A client impact study was conducted at project completion. The
evaluation team will explore the reasons for a weak M&E system, especially
considering the capacity of the programme coordinator as an M&E
specialist. Furthermore, it will also validate the findings of the client impact
study and conclusions in the project completion report through more
qualitative methods (e.g. direct observations, interviews with households
and focus groups) during the mission.

Sustainability of programme benefits. The programme identified MBFIs
and banks as key institutional vehicles for ensuring continued access to
rural financial services. Among different aspects of sustainability, the PPE
will pay attention to institutional impact on financial service providers (i.e.
Lesotho PostBank and participating MBFIs) and influence on their strategy
and business plans, and the positioning of microfinance services in their
lending portfolios. The evaluation will seek to address one core question:
would the project benefits likely be sustained without further programme
interventions?

Semi-standardized instruments, including questionnaires with focus on
project outcomes will be developed to facilitate the interviews with Lesotho
Post Bank, selected MBFIs, Department of Cooperatives, CARE and Catholic
Relief Services. Moreover, additional data on time series outreach and
performance data will be collected from the concerned institutions to enable
the evaluation team to conduct ratio analysis. Take Lesotho Post Bank as
an example, its sustainability will be measured predominantly in terms of
return on assets and return on equity, income to expenditure ratios,
repayment rates, etc. During the assessment, attention will be paid to the
conflict between the profitability of the Lesotho Post Bank and the

21t equivalent to LSL 11,875,140 at the project appraisal.
'3 For the majority of IFAD-financed projects, the cost for programme management accounts for about 10 per cent to
12 per cent of the total project cost.
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20.

21.

requested rural credit outreach and linkages.

(vi) RUFIP and IFAD positioning in rural and microfinance sector. The
RUFIP aimed at developing a sound enabling environment for micro/rural
finance, including policy support and capacity-building of the Department of
Cooperatives, Central Bank of Lesotho and Ministry of Agriculture and Food
Security. Developing an enabling environment by the Central Bank of
Lesotho was to include a policy and regulatory framework for non-bank
financial institutions. When the project was completed, the new non-bank
financial institution (NBFI) regulatory framework was put in place but yet to
be implemented. The PPE will seek to assess the contribution of RUFIP in
developing the NBFI regulatory framework and to what extent the policy, at
the time of the PPE, had been operational and effective.

Methodology

The PPE exercise will be undertaken in accordance with the IFAD Evaluation
Policy (2011) and the second edition of IFAD Evaluation Manual (2015). Analysis
in the PPE will be assisted by a review of the theory of change of the project.

Evaluation criteria. In line with the agreement between IOE and IFAD
Management on the harmonized definitions of evaluation criteria in 2017, the key
evaluation criteria applied in PPEs in principle include the following:

(i) Rural poverty impact, which is defined as the changes that have occurred
or are expected to occur in the lives of the rural poor (whether positive or
negative, direct or indirect, intended or unintended) as a results of
development interventions. Four impact domains are employed to generate a
composite indication of rural poverty impact: (a) household income and
assets; (b) human and social capital; (c) food security and agricultural
productivity; and (d) institutions and policies. A composite rating will be
provided for the criterion of "rural poverty impact" but not for each of the
impact domains.

(i) Relevance, which assesses the extent to which the objectives of a
development intervention are consistent with beneficiaries’ requirements,
country needs, institutional priorities and policies. It also entails an
assessment of project design, coherence in achieving its objectives, and
relevance of targeting strategies adopted.

(iii) Effectiveness, which measures the extent to which the development
intervention’s objectives were achieved, or are expected to be achieved,
taking into account their relative importance.

(iv) Efficiency, which indicates how economically resources/inputs (e.g. funds,
expertise, time, etc.) are converted into results.

(v) Sustainability of benefits, indicating the likely continuation of net benefits
from a development intervention beyond the phase of external funding
support. It also includes an assessment of the likelihood that actual and
anticipated results will be resilient to risks beyond the project’s life.

(vi) Gender equality and women’'s empowerment, indicating the extent to
which IFAD interventions have contributed to better gender equality and
women's empowerment, for example, in terms of women's access to and
ownership of assets, resources and services; participation in decision making;
work loan balance and impact on women's incomes, nutrition and livelihoods.

' |FAD (2017). Agreement between IFAD Management and the Independent Office of Evaluation of IFAD on the
Harmonization of IFAD’s Independent Evaluation and Self-Evaluation Methods and Systems Part |: Evaluation Criteria.
EC 2017/96/W.P.4.
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22.

23.

24,

(vii)Innovation, assessing the extent to which IFAD development interventions
have introduced innovative approaches to rural poverty reduction.

(viii) Scaling up, assessing the extent to which IFAD development interventions
have been (or are likely to be) scaled up by government authorities, donor
organizations, the private sector and other agencies.

(ix) Environment and natural resource management, assessing the extent to

which IFAD development interventions contribute to resilient livelihoods and
ecosystems. The focus is on the use and management of the natural
environment, including natural resources defined as raw materials used for
socioeconomic and cultural purposes, and ecosystems and biodiversity - with
the goods and services they provide.

(x) Adaptation to climate change, assessing the contribution of the project to

reducing the negative impacts of climate change through dedicated
adaptation or risk reduction measures.

(xi) Overall project achievement, providing an overarching assessment of the

intervention, drawing upon the analysis and ratings for all above-mentioned
criteria.

(xii) Performance of partners (IFAD and the Government), assessing the

contribution of partners to project design, execution, monitoring and
reporting, supervision and implementation support, and evaluation. The
performance of each partner will be assessed on an individual basis with a
view to the partners expected role and responsibility in the project life cycle.

Among the standard evaluation criteria mentioned in the above paragraph, based
on the preliminary review of the project documents and PCR, the criteria for
“environment and natural resource management” and "adaptation to climate
change" may not be rated unless the PPE mission reveals any relevant programme
contribution worthwhile noting — positive or negative - in this regard. It is also
noted that at the time the programme was designed, there was no specific
attention of this agenda.

Rating system. In line with the practice adopted in many other UN agencies and
international financial institutions, IOE uses a six-point rating system, where 6 is
the highest score (highly satisfactory) and 1 being the lowest score (highly
unsatisfactory).

Data collection. Initial findings from the desk review indicated that the limitation
with data availability (especially at the levels of outcomes and impact) and
reliability is always an issue for this programme. The Results and Impact
Management System (RIMS) reports produced by the project are only available
from 2011 to 2015, with limited indicators. Data are largely missing in terms of
the performance of Lesotho Post Bank and MBFIs, making it difficult to assess
their institutional and financial sustainability. In this regard, additional data will be
collected during the main evaluation mission through various data collection
methods. The following methods will be employed:

a) In-depth individual interviews with representatives of stakeholders and service
providers. These include government representatives from the concerned
ministries (Ministry of Finance, Department of Cooperatives, etc.), programme
staff, Central Bank of Lesotho, Lesotho Post Bank, Standard Lesotho Bank,
and representatives of CARE and Catholic Relief Services.

b) Collection of time series outreach and performance data of Lesotho Post Bank.

c) Collection of MBFI linkage data from linkage banks (Lesotho Postbank,
Standard Lesotho Bank, and others if any).

d) Collection of outreach and performance data of MBFIs from CARE, Catholic
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25.

e)

f)

Relief Services, Department of Cooperatives and others, to the extent
available.

Focus group discussions with MBFIs ((village savings and loan associations,
savings and internal lending communities, rural savings and credit groups,
and financial cooperatives) in selected districts, using semi-standardized
instruments. Participants will be identified in consultation by their respective
promoting agencies, such as CARE and Catholic Relief Services, and
Department of Cooperatives.

Household interviews with participants and/or members of MBFIs will be
another source for the evaluation team to capture information on the
programme’s impact on rural poverty.

Stakeholders’ participation. In accordance with IFAD Evaluation Policy, the
main project stakeholders would be involved throughout the PPE process. This will
ensure that the key concerns of the stakeholders are taken into account, that the
evaluators fully understand the context in which the programme was
implemented, and that opportunities and constraints faced by the implementing
institutions are identified. Regular interaction and communication will be
established with the East and Southern Africa Division (ESA) of IFAD and with the
Government of Lesotho. Formal and informal opportunities will be explored during
the process for discussing findings, lessons and recommendations.
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Key features of selected member-based financial institutions®

Type one - Savings Groups (SG/Village Savings and Loan Associations (VSLAs)

SGs/VSLAs In 1991 CARE launched the first VSLA in Niger, a facilitated form of indigenous
savings groups. With support from bilateral and multilateral donors, the VSLA
model has been taken up by INGOs as a crosscutting strategy in large
numbers of local projects with different objectives. Some INGOs have used
their own brand names, e.g., AKF: Community-based savings groups
(CBSGs); CRS: Savings and internal lending communities (SILCs); OXFAM:
Saving for change groups (SfCs). To simplify the terminology, INGOs in the
SEEP network agreed on Savings Groups (SGs) as a generic name; however,
SGs and VSLAs tend to be exchangeable at international and national levels.
Data by facilitating agency, project and country can be accessed at
http://www.thesavix.org/, a data bank for SGs/VSLAs.

Membership VSLAs usually have 15-30 members; the average for Africa is 22.4°
Regulation Informal groups®

Products and The length of the cycle of a VSLA is typically one year, by which all loans must
services be repaid and all savings redistributed together with their share of interest.

This distribution is called share-out. After the share-out, members can leave
and new members may join the group; but overall, groups tend to be rather
stable.

Saving:

e Saving is obligatory; savings are pooled and lent to group members (in
response to excess demand frequently in a rotating order).

e Deposits are weekly, biweekly or monthly, with all members saving up to
five times the “share” agreed upon at the start of the cycle.

e VSLAs distribute all savings together with the interest earnings among
members at the end of the cycle. The interest is distributed in proportion
to the amount saved.

Credit:
e Loan repayments are collected and new loans disbursed at regular
meetings.

e Interest is charged on loans. Loan periods are typically short (1 - 3
months), interest rates, which are decided by the members, vary, but tend
to be set at 10 per cent per month (mostly on the declining balance, but
may also be charged as a flat rate).

e Penalties are charged on late payments.

e All loans must be repaid by the end of the cycle.

Management Autonomous, based on initial training by the facilitating NGO or cooperating
local agents.

Other There have been recent observations of SGs/VSLAs transforming or merging
into SACCOs.

Linkages with banks (distinguishing between savings linkages and credit
linkages) have spread in recent years, propagated by Banking on Change, a
program jointly developed in 2009 by CARE, Barclays Bank and Plan. This has
been preceded by Linking Banks and Self-help Groups, a scheme supported
since the late 1980s by GTZ/GIZ in Asia and Africa in cooperation with
APRACA and AFRACA, reaching 100 million members in India alone.
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Geographic 11 million members in 73 countries as of April 2015, 88 per cent in Africa, but
coverage spreading increasingly to other parts not only of the developing world;
SGs/VSLAs are also found among immigrants in many North American cities.

® This annex is prepared based on IFAD Toolkit and written inputs provided by Dr Hans Dieter Seibel. RSCGs are not included
in the table, given the limited presence in Lesotho.

® Data retrieved from the SAVIX on 22 June 2017.

° In some cases, they may be registered, for instance, with the sub-county in Uganda.

d Jeffrey Ashe & Kyla Jagger Neilan. In Their Own Hands: How Savings Groups are Revolutionizing Development, San
Francisco.

Type two — Savings and Credit Cooperatives (SACCOs)

Origin Savings and credit cooperatives originated in Germany around 1850 as self-
help groups, keeping government at bay. They formed associations and apex
organizations, were given legal status under the first savings and credit law in
1867 and eventually (1934) evolved into cooperative banks. They spread
widely throughout the developed and developing world, e.g., to India and
Burma in 1904. Rural credit cooperatives are widely associated with Friedrich
Wilhelm Raiffeisen as their founder.

Membership Each member purchases one or more shares and has one vote.

Rural SACCOs are likely to have between 50 and a few hundred members,
although in the case of national cooperatives and cooperative banks, they can
have significantly more members.

Rural SACCOs focus on a village, a group of neighbouring villages or a
segment of a village. Members often meet regularly. They have annual
member meetings; small local cooperatives may meet more often. Board
members and committees meet quarterly or monthly.

Regulation They may be registered under cooperatives or credit union laws, and licensed
as non-bank financial institutions (NBFIs) or cooperative banks, depending on
the legal framework and the size and sophistication of the SACCO. They may
also be supervised by regional or national auditing apex organizations.

Savings

Savings are voluntary though cases of compulsory savings have also been

observed.

e There may be set rules for savings withdrawals, although members may
be able to withdraw funds at short notice.

e Interest can be received on deposits and a divided is usually paid out of
the SACCOs surplus.

Credit

e Interest is charged on members’ loans - if this generates a surplus for the
SACCO, part of this surplus can then be returned to savers either as a
dividend or as interest on deposits, while the remaining surplus may be
reinvested back into the SACCO.

Products and
services

Management There is at least one paid part-time manager and an elected management
committee and support is provided by an elected credit committee and a
supervisory committee.

Geographic Significant presence throughout the developed and developing world
coverage
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RUFIP theory of change

Key
assumptions

OUTCOMES

OUTPUTS

AN

No distortion of
rural financial
markets by donors
& government

No political
interference in
Lesotho Post

Bank operation

[

Adequate human
resources &
institutional framework
to implement & enforce
legislative / regulatory

framework

To alleviate poverty through
enhanced access of the rural
poor to efficient financial
services on a sustainable basis

Key
assumptions

(

Financial services
adapted to the
needs of households
to protect savings
and encourage

Government
commitment to
policy & financial
support for
rural/micro finance
\ development )

Stable macro-
economic policy &

political stability
\ J

Financial
intermediation of
member-based Fls
enhanced to satisfy
the demand of
grassroots financial
services

Access of the economically
active rural population to
financial services (credit in
particular) enhanced
economically active rural
population to financial
services enhanced

An enabling
environment for
sustainable & efficient
rural/micro financial
services developed

(Development of \

member-based Fls

a.Capacity-building of
financial
cooperatives

b.Capacity-building of
rural savings &
credit groups

c.Capacity-building of
informal financial
groups.

[Development of \

formal Fls for rural
outreach
a.Capacity-building of
Lesotho Post Bank;
b.Linkage programme
with commercial banks

fDeveIopment of enabling \

environment for rural

finance

a.Capacity-building of
Department of Cooperatives;

b.Capacity-building of Central
Bank of Lesotho;

c.Capacity-building of service
providers;

d.Policy dialogue on conducive
framework conditions.

Project coordination and
management
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List of key persons met
Government
Mr Tom Mpeta, Principal Secretary, Ministry of Finance

Mrs Maseeiso Lekholoane, Director, Department of Private Sector Development, Ministry
of Finance

Ms Florence Motseoa Mohasoa, Coordinator — Financial Inclusion Programming,
Department of Private Sector Development, Ministry of Finance

Ms Mathoriso M. Molumeli, Director, Department of Planning and Policy Analysis, Ministry
of Agriculture and Food Security

Mr Ntitia Tuoane, Director, Department of Field Service, Ministry of Agriculture and Food
Security

Mrs Maphamoli Lekoetje, Cooperatives Commissioner, Department of Cooperatives,
Ministry of Small Business Development, Co-operatives and Marketing

Ms. Majames Makepe — Cooperative Officer, Ministry of Small Business Development, Co-
operatives and Marketing

Ms. Mazanele Sello, Principal Cooperative Officer, Ministry of Small Business
Development, Co-peratives and Marketing

Mr. Palo Mohapi, Cooperative Officer, Ministry of Small Business Development, Co-
peratives and Marketing

Dr Masilo Makhetha, First Deputy Governor, Central Bank of Lesotho

Mr. Bafokeng Noosi, Head Non-Bank Financial Institutions Division, Central Bank of
Lesotho

Mr. Mokotjo Mphaka - Director, Supervision Department, Central Bank of Lesotho

International and donor institutions

Mrs. Mabulara Tsuene, Support to Financial Inclusion in Lesotho, Programme Coordinator,
UNDP

Non-governmental organizations and associations

Mr Ntsie Edwin Tlale, SILC Programme Manager, Catholic Relief Services

Mr Ehsan Rizvi, Livelihood Programme Manager, Catholic Relief Services

Ms Monehela Tau, Monitoring, Evaluation, Accountability & Learning (MEAL) Officer,
Catholic Relief Services

Mr Bokang Mokhothu, Technical support officer, Caritas
Ms Malintle Matlakeng, President, Care for Basotho

Mr Skoala Molapo, Domestic Investment Promotion Officer, Lesotho National
Development Corporation
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Private sector

Mr Mpho Vumbukani, Chief Executive Officer, Standard Lesotho Bank
Mr Molefi Leghaoe, Managing Director, Lesotho Post Bank

Mr Themba Sopeng, Head of Credit, Lesotho Post Bank

Mr Polao Maanela, Credit Manager, Lesotho Post Bank

Ms Nthabeleng Lesupi, Branch Manager, Lesotho Post Bank

Ms Refiloe Lehohla, Corporate Secretary, Lesotho Post Bank
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