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POVERTY AND MICROFINANCE IN ERITREA - A DISCOURSE
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ABSTRACT

The poverty levels in Eritrea are alarming. In the light of the edce] nature of
poverty, there is an urgent need for a poverty alleviation initiativedoice miseries of
the majority of the poorAn attempt is made in thigaperto analyse the incidence of
poverty in the country with a particular focus on Agriculture. It alsalsihéght on the
agriculture sector and its crucial role in providing 75 per cent jobs sopgople. The
paper also delves with the microfinance institutions particularly then§aand Micro
Credit Porgramme and its impact in reducing the poverty. It concludesnicadfinance
has strong capacity to drive economic growth and poverty reduction in Eritrea.
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l. INTRODUCTION

As number of poor people is still large in the world, the povertyilidoecome a major
problem. In the countries like Niger, people are badly suffering fromerty (Abena, and
Sowa, 2002; Rena, 200)5Calorie value of food is normally a base to calculate poverty.

It is believed that an adult person requires minimum 2,200-2,300 calorie of food value per
day, based on this, income is calculated. Any person or family is h#sssgthan
minimum income, the person/family is considered living Below the Bp\are (BPL).
Economists believe that impact of growth-oriented development did ckietdown the

poor. In view of this, many countries have initiated poverty alleviatiagrams from

time to time which showed a positive result (Rena, 200fhe case of India may be
referred in this context. Poverty rate was very high in India dur@¥g-74 as out of the

total population, 54.9 per cent people were living Below the Poverty BR&)( The
poverty ratio in rural and urban areas was 56.4 percent and 49.0 perpattively
during the same period. Considering the seriousness of the problem tharGavieof

India initiated several steps to eradicate poverty from the coufltrgse inter alia,
include launching of self-employment and wage-employment programsrustditst of
houses at free of cost etc. As a result, poverty ratio declin8@ fmercent by 1993-94
further to 26 percent in 2002 (Dantwala, 1979; Bardhan, 1984; Jagdish, 2001). One of the
most pathetic features of the Eritrean economy today is thajarity of its populace is

living in a state of destitution while the remaining relativelgignificant minority is
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living in affluence (Rena, 2006 Further, poverty, which has no geographical boundary,
is seen in all part of the country, rural and urban areas inclusiteufyh, the incidence

of poverty is much higher in the rural areas than in the urban cetiterarban slum-
dwellers form one of the more deprived groups in Eritrea. The podhase who are
unable to obtain an adequate income, find a stable job, own property orimbedkhy
living conditions. They also lack an adequate level of education and catisdy their
basic health needs (Rena, 290&s such the poor are often illiterate, in poor health and
have a short life span (Sen, 1981). They have no (or limited) acdessi¢canecessities of
life such as food, clothing, and decent shelter. They are unable tosoaat and
economic obligations. They lack skills and gainful employment and havedenomic
assets and sometimes lack self-esteem. With a per capit@enaf only about $ 230,
Eritrea is considered one of the world’s poorest countries. In additiosisteait food
crises have left a significant proportion of the population food inseclinese
circumstances reflect accumulated challenges from past dewadds left the country
damaged infrastructure and declined economy. The outbreak of conflictEitopia
between 1998 and 2000, however, created a humanitarian emergency in theesbwth-w
the country and reduced the availability of resources to finance afdhg development
projects (Rena, 2004).

Eritrea is located in the Horn of Africa, bordered in the north arst ime Sudan, in the
south by Ethiopia and Djibouti, and in the east by the Red Sea. It hestiarated
population of about 4.5 million and a total land area of some 12.2 millionrégctéts
annual population growth is estimated at 2.9 percent. Eritrea hasthitie group$ and
six administrative zobas (provinces/regiohsjhe country has six agricultural zones
defined by climate, altitude, soils, and population density. They ar&gh@lCentral High
Land Zone; (2) The Western Escarpment Zone; (3) The South Westetando#one;
(4) The Green Belt of the Eastern Escarpment of the Highland Z6n&he Coastal
Plains Zone and, (6) The North-western Lowland zone.

An attempt is made in this paper to analyse the incidence of pavehy country with a
particular focus on Agriculture. This paper also discusses the trapMicrofinance in
reducing the poverty in the country. The data mainly collected from the secoadargss

such as: Government Reports, Books and articles. The data alsoecblienn the
women beneficiaries in Himburti village in Central region anditherviews are held

with the beneficiaries and staff of SMCP in the Head office. §thdy was conducted
during the period 5 January 2006 to 8 February 2006. The paper is divided into five
sections. The second part provides agriculture and poverty in the country and third section
deals with the microfinance and its influence in reducing the pov8dgtion four
presents the results and discussion and the final part provides thedoogmebemarks of

the study.

Il. POVERTY AND AGRICULTURE IN ERITREA
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More than 66 per cent of the population is living below poverty line. Towexethe State
of Eritrea has been working hard to alleviate poverty from the couldra preliminary
step, National Statistics & Evaluation Office (NSEO) conductddusehold Living
Standard Measurement Survey" in 2003 with a view to get an idea &souiature,
extent and causes of poverty. In the meantime, three other studies oty p@re also
been completed in Eritrea. They were: Participatory PovertgsAssent study, second
study is on Second Demographic & Health Survey and third one is thelRwalghood
Security Assessment study. Based on these, NSEO produced a Repothartdks of
“Dimensions of Poverty in Eritrea”. The poverty data reveal thatatieoverty ratio in
the country is 66.40 per cent with rural and urban percentages are 64.64 and 70.32
respectively. The Report also mentioned about the “extreme poogocatén Eritrea,
also like other countries poverty (BPL) is calculated on the bafsisoney value.
Accordingly, Nakfa 240 per capita per month is the BPL line and NEs@aper capita
per month is for extreme poor. On the other hand, any one earns lesakfar240/150
per month will come in the category of poor/extreme poor. The data omtypase
depicted in the following table-1.

Table- 1.1
Incidence of Poverty (Head Count) in Eritrea

Rural/Urban % of Population % of BPL % of Extreme Poverty
population (Out of total BPL
Population)
RURAL 68.80 64.64 38.90
URBAN 31.20 70.32 32.65
TOTAL 100.00 66.40 36.97

Note: The poverty Line is Nakfa 240 per capita/month; Extreme Poverty Nakfa 150

per capita/month.

Source: Household Living Standards Measurement Survey (LSMS) and Dimension of
Poverty, National Statistics and Evolution Office, 2003

In order to alleviate the poverty, self-employment and wage-emplaypregrams may

be initiated for enhancing income of the poor. One of the strategieaplementation of
self-employment program is formation of self-help groups (SHGS$gr Asuccessful
experiment of SHGs in Bangladesh by Prof. Mohammed Yunus, Nobel-Peaee P
winner of 2006 many countries have adopted this approach. On the other hand, wage
employment program can be implemented through creation of infraseuathich will
generate employment vis-a-vis community assets will also be created.

It is to be noted that more than 75 per cent of Eritrean people depergtiaritare,
fishery and animal husbandry. But contribution of these sectors to Gas®stic
Product (GDP) is around 16 percent. The reasons inter alia, includagehoftskilled
man power, low investment etc. Therefore, with the increase in megasbf agriculture
and animal husbandry not only income of the poor will increase, sharBPWil also
rise. It is also suggested that there is potential to develagubigre in the country by
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extending more areas under cultivation. As out of total potential afréal million

hectare of arable land, about 500,000 hectare is under cultivation at p&seatmore
area are brought under agriculture vis-a-vis investment in agmeulincreases,
employment opportunities will increase, purchasing power of the peoplenevease,
and hence aggregate demand will rise. Thus there will be “Maltifdffect” in the

economy (Rena, 2004).

Animal husbandry is another potential area which is having enormous $aope
development as it contributes in export also, besides meeting lasahdeFor example,
in the year 1992 altogether 1,525 live animals were exported frored&Ewhich went up
to 4,625 in 2003 vis-a-vis export of hides and skins also increased subgtantieatent
years (Rena, 2006

There is a growing concern (philosophy to strengthen group solidamitirifrea to
reduce poverty, utilizing the support dfiah-ber’ or “Ogeli(social groups). The Group
of Common Initiative of the men and women in Eritrea utilizes ti@usli group practices
to empower members and enhance the village community. Referredhi® Mgh-ber or
Ogeb, these group methodology initially focused on improving farming producti
building houses oHidmo (mud house), transportation, and marketing, enabling members
to work together to save time, reduce costs, and to share resoofh@sdructure, and
knowledge. Gradually, thtMah-ber scaled up to other activities, including school and
library construction, establishing a village market, and operatischaol canteen. The
Mah-ber philosophy currently extends into microfinance initiatives, includingealit
line for its members with a child or grandchild registerechatlocal school to obtain a
loan for school fees, books, meals, and other needs to ensure that wehiyaars all
village children will attend primary school. A credit line shoulsbgbrovide for primary
health care and other needs without collateral. The success of rthesdinance
programs rests in the traditional group practices embodied Mdheber, which uses the
local proverb, “You cannot clap with just one hand.”

The Government of Eritrea (GoE) has been working hard for the Gstears of
independence to improve economic growth and reduce poverty, especially tlrough
strong focus on the rural sector, particularly agriculture (GoE, 1984 sated earlier,
more than 75 per cent of the country’s population live in rural areasewslgeculture is
the main economic activity and where the poverty ratio is partigutggh; hence, any
strategy for slashing Eritrea’s poverty and hunger must focusreerageng rapid growth

in the agricultural sector (Rena, 26050 this end, the government is not only continued
to support poverty reductions and agriculture extension strategy buadafsehed a series
of development and poverty reduction programs. The Government has als@egr@par
Food Security Strategy (FSS) in tandem with the I-Poverty Riedu&trategy Plan
(PRSP) both integral elements of the national development straieg\GoE has chosen
a development strategy that promotes economic growth, and reduces .pBosdity
reduction is Eritrea’s major challenge and is therefore, plat¢ethea top of the
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development agenda. Poverty is seen as more than inadequate incookeodrhilaman
development; it encompasses managing vulnerability and encouraging popular
participation to ensure inclusive growth. Gender equality constitlkeg alement of the
country’s poverty reduction strategy. Eritrea’s development strategh&sizes people as

the most valuable central resource that the country will depents farconstruction and
development (GoE, 2004GoE,2004).

Emerging issues and challenges

It is a well-known fact that Eritrea is a young nation and tbesehot self-reliant in
science and technology. Thus, do not make full use of science and techndlogyove
the quality of life of its people. As a result, the quality and valueitfe&n exports to the
world markets remains very low indeed. Furthermore, the scienceamibtogy culture

is poor in the country with inadequate infrastructure, poor mechanisrtieefpromotion

of science and technology for development (Sen, 1981; Rena?)2@@sequently,
Eritrean farmers have been facing various science and technosogs.isAgricultural
production involves a number of activities ranging from land preparationtingda
weeding, irrigation, harvesting, processing and preservation or sté@ge stage of the
production process demands particular types of scientific and techrablogpats with
environmental implications. The majority of Eritrean farmers eoisgolete and poorly
developed science and technology in their production endeavors. Planting, waadiing
harvesting are been done using mostly poorly developed technologies. We®rof
science and technology limit the amount of land available for cutiivats well as the
efficiency of carrying out the production and storage processes. Ehbigh potential
and need for increasing output and productivity through improved practices (GoB), 2004

Poor technological capability remains one of the major constraifisttean sustainable
development that entails eradication of food insecurity. The lack adbedale
technological learning and implementation of technological policigsatieain line with
domestic economic problems and the challenges of globalization is hmtering. If
Eritrea concentrates on: i] Developing agricultural technologynieeting the increasing
need for food at affordable prices; ii] Developing sustainable landagement
technologies for rangeland, forestland, grassland, swampland, magmdalétc.; iii]
Developing agricultural systems that conserve biodiversity withensiystem itself; and
developing knowledge systems based on proper understanding of needs of households
that depend on the ecosystem and indigenous knowledge of existing resoutbes
survival (GoE, 2009). Eritrea could enable to reduce poverty, achieve food security and
thus ensure sustainable development.

Lessons from past experiences

Science and technology have made enormous contributions to the growth of the
agricultural sector in many parts of the developing world. As altreglobal food
production has increased by 80 per cent since the mid-1960s. Africa, homes@s, to
double food production to accommodate increased population. The most successful
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program, which may be emulated and replicated to suit specific morsdibf African
countries, is the Green Revolution. The Green Revolution, which took plag&sian
particularly in India, Indonesia, Taiwan, Philippines, China and Japan during the 1960s, is
a major global scientific and technological achievement towardseased food
production. Improved crop varieties, irrigation, pesticides and minerdizer were
introduced, which contributed to substantial improvement of food production (Sen, 1981,
Dantwala, 1986; Rena, 2004). With this technological advancement in ageciltvas
possible to develop varieties, which have contributed to higher food production and
improved the returns to costly resources used by poor farmers. ésuly, increased
productivity has decreased food costs, in general, and thus improved fooilysecur
particularly for vulnerable sections of the society (Ministry of Health, 1992).

The attainment of food security, especially in the developing worktilligar in sight. It

is believed that about 815 million people in the world were undernourisheddre997

and 1999. Out of those undernourished, 777 million reside in the developing countries
while 27 million and 11 million come from transition economies and developaatries
respectively. The majority of the undernourished people in the developingiesware

found in Asia (61 per cent), and 24 per cent in Africa. Food shortageigaAd not only
caused by the factors cited above. In some regions, food production ha$féeted ay
natural calamities and/or human caused disasters. In Easteca, At example, poor
rains and prolonged civil wars over the years have greatly conttibut®od shortages.
Many people are threatened by hunger: over 500,000 people in Somalia; about 5.2 million
in Ethiopia; 1.5 million in Kenya; 2 million in Sudan; 300,000 in Uganda; 1.3amilh

Eritrea and 120,000 in Tanzania (FAO, 2002).

In order to enhance the contribution of science and technology to food produdion a
security, five domains are a top priority: human resources develophnmentased
investment in agriculture; establishment of appropriate institutiémrspulation and
adoption of appropriate policies and inter-country cooperation within and oéifida
(FAO, 1996). Additionally, exhibitions of agricultural technologies wouldegate some
awareness to potential buyers and users of such techno{Bby@gavan, 1984; Mlawa,
1995). There is, thus, an urgent need to enhance exhibition activitiegiailtacal
technologies in the rural areas instead of limiting them to urbeasaSuch events are
vital in improving the use of modern agricultural science and technology atrfangers
and hence increase agricultural production, productivity and ultimabelg Eecurity
(Molnar and Clonts, 1983; Rena, 2605

Improving Agricultural Production - Sustainable Development and Food Seatty

Food aid in Eritrea is considered as a short-term solution. The domg-golution,
however, lies in Eritrea itself, taking the initiative of buildithg capacities and making
the policy initiatives relevant for improved and sustained agricuiltpraductivity,
production and food security (Rena, 2005 he advanced countries and international
organizations can help and assist in this direction and in various Wafise area of



Rena, Ravinder and GhirmaiTesfy (2007) “Poverty And Microfinance In Eritrea — A Discourse”, New Orleans (USA): The Global
Journal of Finance and Economics, Vol. 4. No.2 (September), pp. 147-161.

international trade agricultural products from African countriesrofto not fetch good
prices. In addition, restrictive measures are often used in gladrklento disadvantage
African economies. This trend must be reversed by putting in placetréale
arrangements to benefit Eritrean traders in largely agui@ilproducts and developed
countries selling largely industrial goods and services. The aWriGrowth and
Opportunity Act (AGOA) arrangements are useful positive stepartisssupporting and
assisting African countries to make an entry into global markets.

Cattle keeping are an important economic activity in Eritrea. édew livestock
population and traditional production methods in use in much of the country cantribut
heavily to land degradation. Desertification due to overgrazing isncomn many parts

of the country. In this connection efforts are needed to develop approuietee and
technology that can improve animal husbandry so as to enhance productivigsiock
industry and enable the sub-sector to contribute significantly tocheomy and food
security in a sustainable and environmentally friendly manner andallessate the
poverty.

Further, off-farm activities contribute to development in general fand security in
particular. Technology, energy, water supply, transportation, agro-piragessd other
rural-based activities are needed to support people’s lives and prod(shiagavan,
1984; Ministry of Agriculture, 1995). Energy requirement puts a lot afsure on the
environment as large quantities of wood and trees are needed foy geaggation in
Eritrea. Technologies need to be developed for the rural population thataximize

the use of the available resources in an environmentally friendly manner.

lll. POVERTY AND MICROFINANCE

Eritrea has established Saving and Micro Credit (SMCP) Progeanm 1996. It
embarked many projects in differembbas(provinces) of the country to alleviate the
poverty. It is a belief that, when microfinance properly harnessefleits a variety of
benefits to the Eritrean people especially living in rural arBasemost, microfinance
initiatives can effectively address material poverty, the phigieprivation of goods,
services, and the income to attain them. When properly guided, theambésrefits of
micro-financing can extend beyond the household into the community. At tbenper
level, microfinance can effectively address issues associatechen-material poverty,
which includes social and psychological effects that prevent peapte rigalising their
potential (Rena, 2005

The SMCP expanded its activities to all the six regions ofcthentry. The interest
payment in SMCP, under First-tier is 16 percent per annum with esiraf# of interest.
Rate of interest is calculated on the basis of declining methodexXaonple if a person
borrows Nakfa 5,000 (Interest rate is 16 per cent for first instgit) and repays Nakfa
4,000 then rate of interest will be calculated on Nakfa 4,000, etc. énof&second-tier
beneficiaries albeit rate of interest is 16 per cent butisf iepaid within stipulated time
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then 2 per cent is refunded to the beneficiary. Thus finally Secanbletieficiary has to
repay 14 per cent interest. The reason is that Second-tier banefgciextended much
higher loan amount then the First-tier beneficiary. The casesnefibaries studied are
presented in the later of this article. The Annual Report of SKE@als that maximum
amount of loan is extended under First-tier (90.8 %) and Second tmrmasonly 9.2
per cent. This is a noteworthy point as group lending dominates than indiddimg.
The Annual Report of SMCP 2006 shows that for last several yegi@yment rate was
declining but in the year 2005 it went up to around 83 per cent, against ¢8nperThe
noteworthy point is that from 1996 onwards more and more women benesiciaare
extended assistance from the SMCP. For example, in 1996 undeefi@d per cent of
women beneficiaries (clients) were extended credit, which went up to 40 pan 2606
Under Second-tier although in 1996 no one was extended the credit, but in 1997
percentage of women beneficiaries assisted was 14 which wenB&ty cent in 2006
(SMCP,2006). That is within a span of ten years, it went up to $évees. Percentage
of women beneficiaries covered from 1996 to 2006 presented in Table-2.

Table - 2
Women clients covered under SMCP 1996-2006 (humbers and percent).

Year Tier | Tier Il
Number Percent Number Percent

1996 441 30 0 None
1997 718 30 1 14
1998 1,513 28 2 6
1999 1,711 30 5 14
2000 1,793 30 71 29
2001 3,812 37 333 36
2002 4,597 40 529 36
2003 5,506 40 636 39
2004 6,646 43 700 42
2005 8,211 41 857 38
2006 10,176 40 1,109 35

Note: Percentages rounded off
Source:SMCP (2006) Annual Report, Asmara, Eritrea

Above table reveals that within a decade, women beneficiaries hare dgreatly
benefited by the SMCP credit. During 1998 and 1999, due to the border catfhict
Ethiopia, normal situation was disrupted hence the coverage was nat tvaé rather
dormant (Rena, 2086

As evident from the table-2 that the SMCP could play an importaatimaineeting the
financial needs of households and micro-enterprises in Eritrea. M@&noke could
contribute to poverty reduction by offering adequate savings ser{i8m®eria, and
Bisnath, 1996). On the supply side, microfinance could be the best instrigrtanmg
about poverty eradication by loosening constraints on capital, opening thetodoor
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investment, smoothing consumption over time, and meeting emergency meeds f
liquidity. On the demand side, empirical evidence shows that a smmifsegment of the
poor are savers and that the microfinance institutions could supporbthiewking after
their savings in a secure manner and by helping them accumulatestisiten their
deposits. The poor will able to deal with emergency and to makdicigmiinvestment
expenditures. The performances of microfinance institutions could béntcdugugh
their institutional financial viability and their outreach to the ppeople. Technical,
political, social factors could influence these performances, reinfprthe need to
combine the strengths of Eritrean traditional behavior and modern -ihemce
approaches (Rena, 2096The women beneficiaries are interviewed and the summary has
been presented in the following part.

Case Study of Women in Himburti Village

Letekidan Fessehatsion is a 48-year old mother of 6 children whoiditke Himburti
village, 35-km from Asmara. Her husband died 6 years ago. Since théaskaken the
responsibility of raising her children all by herself. Facing seyw®verty with the up’s
and downs of life, it was not easy to take the responsibility afreef and a mother at the
same time. She had a small plot of land in the village. But stiedaagricultural
implements as well as the man power to plough her land. She had to woedingvand
other agricultural labor in other peoples’ field so that they can plbeg land. This way
she has lived for three years with a small amount to feed her children.

It was in 2001 that Letekidan learned about the SMCP and without artgl czpher
own, she obtained a loan of Nakfa 2,000 from the SMCP. With this money she ha
opened a small shop in her village Himburti. Within one year shegdalty back her loan
on time. After two years, in 2003 she received another loan of Nakfa 5}0®@o8ght a
colour TV set and charges 50 cents from each person who watchég théndr house.
Letekidan standard of life started to change from time to timghiffour years,
Letekidan constructed a two-room house in her village. At this patitahe, with the
escalating of prices, it is a challenge to hold wedding cerembaichwosts from Nakfa
25-40 thousand in each wedding. Despite this, Letekidan was able to geblodildren
married. Before she got the microcredit from the SMCP, Leteksdéd, “my life was
pathetic and incomparable; | didn’t have a cent, and hardly any clothes liker heaven
and hell.”

Regarding the amount of credit, Mr. Gebremedhin who is a senior staff in SMCtRaai
“SMCP gives minimal credit at first for the benefit of womea,that they can repay it
back in time. If they miss payments the interest would be doubledhamadvill be
additional burden for them.” He also stated that “If the women use fihe& loan
satisfactorily, they can get credit which is higher than the first one.”

Letekidan has a bigger plan. She has been constructing a room foppeosthat it will
be on the main road inside Himburti. Since a new dam was constradtedvillage, she
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was also planning to invest in a garden. According to Letekidan, herssua@s mainly
because she has worked hard and knows where to invest the money ancesites,B
she was also supporting her two grand-children, her step son and hehnifdwanc She
advices other women in her village to follow her foot steps sotikgivill have a source
of revenue.

Gabrella Habtemariam, a mother of four is a farmer in Himlwittige. Divorced five
years a go, she has the responsibility of caring for her childrahkeULetekidan,
Gabrella’s success was accomplished within a year. She has af pghnd which she
planted, different types of vegetables through the traditional wayagtin 2004 that
Gabrella received a loan of Nakfa 6,000 in share with her sistawinsince one person
alone can't get that amount of money at the same time. She had boagt and
restarted her agriculture. She advices other women in her vildigdow her foot steps
so that they will have a source of revenue. She advices other worhen willage to
follow her foot steps so that they will have a source of revenwaadta big change and
within a year she saw a significant change and harvested up to dlgjuirieviously,
Gabrella used to harvest less than one quintal when she was pgaictithe traditional
way of farming. It was amazing to see the changes Gabrelladimeved within a year.
Now her life is sustained. She has already laid the ground to bnédd/daome. Gabrella
said, “I am able to raise my family for through the hard-work. Butsure | wouldn’t
have done it without the support of SMCP.” Gabrella was planning to wheen
agriculture.

Unlike Letekidan and Gabrella, Hadas Mehary is a mother of 7 ahildne® support her
family together with her husband. They were living through farmintheis small shop
hardly makes any income. In 2002, Hadas learned that the SMCP heditgomsgram
and shared it with her husband. Her husband agreed and she had receinenf &lédda
2000 to revive her shop. At that time, Hadas along with her husband runtableghop
in the main road of Himburti. With the additional income from the ne@apsshe was
able to repay her loan and has become the bread winner of her farf@wr life is
comfortable. We built our own house and we are able to get our daughtedyi said
she. The SMCP encourages us to take a loan and come to see how ogshsigjomg,”
she adds. She has been planning to enlarge her vegetable shop into arteg@Being
able to sustain our selves, we are at a stage to loan others,” notes Hadas.

According to Mr. Gebremdhin there are about 150 women who received lo&e in t
Himburti village of Gala Nefhi sub-zone. Almost 75 per cent areesstul but there are
some women who misuse the money and were not been able to repayénBuailly the
micro credit program is ceaselessly working hard to reduce thetpawethe rural
Eritrea.

Prioritize Group Formation and Networking

10
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Eritrean microfinance is as diverse as the country itself amik&h public as well. An
array of approaches have been used, ranging from traditional group-atadss to
specialized lending by banks and funded by international non governmentak atigausi
(NGO) and local banks financial intermediaries. Collective and cabype support is a
critical microfinance strategy at both the local level, infdren of solidarity groups (such
asWarsai YekalpDevelopment Campaign), and at the national and regional level in the
form of networking groups. Collective organization has several advantage
microfinance initiatives, the foremost that they pool together hunmzh raaterial
resources. In Eritrea, group organizing has proven itself an e#ectrategy for
Microfinance Institute (MFI) sustainability that Eritreanse agspecially predisposed.
Group formation for individual and community goal is a pre-existing, “h@negus”
mode of community in Eritrea that already operates in traditicglabration (building a
house for free to support a community member) financial schemes@daom a friend
or family members without charging any interest) is readitlaptable to new
microfinance initiatives. The above mentioned groups have proven espeffiadiyve in
the rural setting, where 75 per cent of Eritrean population residereldteve isolation,
small size, and common resources of villages engenders a nyeatalitapproach to
problems that are seen as mutual rather than individual. MFIs deme @ind support
groups with regular meeting to reinforce group solidarity, disciplamed consistent
repayments. It has been very effective for educating and trainilegofmance
participants, enhancing networking and information dissemination. Thewlswean
important participatory tool that can reduce administrative costgilllng certain
responsibilities, such as loan monitoring, to the members themsely@sally, small
group size (village or sub-zone) is more effective to ensurertbatber genuinely know
and trust each other. The support and strength of a groups in every coyonwiilages
often raises community consciousness and creates a common infuasttacsolve their
own problems which are common to all, pooling local knowledge and resdorces
initiatives, such as bulk purchasing and transportation, collective bergaiand
common infrastructure development - i.e. water pumps, health care, anati@duc
schemes. Groups empower individuals to support each other which arerieddi
Eritrean community not just financially, but also emotionally. Treugrimpresses upon
members that they are not alone to be poor or helpless, but can relthamupport of
their community, and cultivate self-esteem through contributing to ether. This non-
material benefit has been an important resource, especially duwdimglual or collective
crisis.

Prioritize Local Knowledge and Participatory Planning eliminate poverty

A microfinance initiative that recognises and builds upon local knowladdetradition
are more culturally compatible and hence sustainable with thedogahunity and helps
to ease the suffering of poor. People feel more familiar and ctahferwith concepts
that borrow from their own tradition not from the bank; this, in turn, imgdvél
acceptance and outreach. Microfinance approach in Eritrea has beemh irodteal
culture and also a more participatory because clients are t@adigntify with and thus
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participate in the financial decisions and actions shaping thes &sethey know each
other. This helps people become more invested in and committed to teahibty of
the microfinance initiatives, assume ownership and responsibilityhéar development,
eliminates poverty and become self-reliant.

Reinforce Microfinance to Advance the Eritrean Private Sector

Microfinance and micro-enterprise are critically linked; mierderprise development is
an essential extension of microfinance schemes. If microfingniehave a sustainable
impact on poverty eradication, it must eventually scale-up intoicgeatprivate sector of
entrepreneurs who function in the formal economy. In other words, microéirfrescthe
potential of formalizing the informal sector, empowering microegrgneurs to
participate and benefit from the formal economy (Rena, 3006

Microfinance can support initiative for direct supply and market liagag small and
medium businesses targeting promising micro-entrepreneurs in ndimtrakli low
volume but high value-added products in potential niche growth areas ofittearkt
economy. Such an approach could reach existing micro-entrepregekas$mall shop)
who are seeking to graduate from the survivalist profile of minterprises into a more
secure and productive foothold of the formal sector of the economy. It waplose
micro-enterprises to larger enterprises, grocery store watte pproducts ‘higher up the
chain’, encouraging forward and backward linkages with established compargsted
micro-entrepreneurs can potentially develop, produce, and perhaps marketiluove
but higher profit products, expand, and take on additional employees, thug-sgaliAt
the national and international level, Eritrean business actors caroterdegislation,
business services, and infrastructure to enable Eritrean micro-entaps and producers
to increase market opportunities, technical know-how, and management. Gernernm
policies should encourage to the pre-empting opportunities for informalmacro-
entrepreneurial initiatives to scale up into the private formeloseof the economy.
Taxation schemes should be fair, progressive, and economicallgrffiaith particular
sensitivity to the vulnerable sectors of the economy which microfengaecves and in
which micro enterprises operate.

IV. RESULTS AND DISCUSSION

In order to identify the kinds of investments that have the graatpsct on agricultural
growth, in turn driving broader growth and poverty reduction, a deeper undengtahdi
the linkages between agriculture, economic growth, and poverty redustineeded
(IFPRI website). If the broad-based agricultural growth is tlyenkeans by which Eritrea
can halve its incidence of poverty. More specifically, within thecatural sector,

growth in staple crops and livestock should be given priority becauseiofsuperior

capacity to contribute to poverty reduction. Increasing national dtagdeavailability by

50 per cent by 2015 would significantly help to reduce poverty in Eridid@eving this

goal, however, depends on reducing the productivity gap between the raraghtmiial
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and modern technologies adopted in the country to date. Achieving sustainable
agricultural growth will also require supporting investments in raad$ other market
conditions. More than 50 per cent of the country’s poor people live in the fdiott de
area, where the staple food availability per household is half trenakaverage level.
Given the extreme nature of the poverty and food security challengfeese areas,
however, growth in staple foods alone would not be a sufficient remedhalakced
agricultural growth strategy that could provide both increased foodabNi#y and
income levels appears to be a viable option.

People in rural areas of Eritrea need the infrastructure and the means for tirag$aion
inputs and outputs — implements, fertilizers, seeds, wood, water angradionce. They
require technological skills to start and maintain small-scadestries, such as those
based on agro-processing. They also need to acquire skills to susthictfm systems,
for example, repair of agricultural equipment, maintenance ohtrog systems, and use
of low-cost building materials and conservation of the environmenthA#et activities
call for concerted efforts to generate, adapt and utilize specific typesnbtegies.

Microfinance has been considered as a means to poverty eradjcatiomot an end in
itself. Savings services not only provide a valuable financialtassis to low-income
Eritreans, but they also strengthen institutional self-sufficiemgmbership commitment
to microfinance initiatives, and build a sense of discipline, sediees, and well being.
When funds are internally generated rather than borrowed from oedraytexternal
sources, MFI members become more invested and participatory in tidenpal
administration of savings towards credit and other MFI serviceMFIs are to have a
sustainable impact on poverty eradication, they must be efficier@ndially viable
institutions that can develops the financial leverage to expand duta¢ac sustainable
level. Adequate attention must be given to business practices toMkdkdinancially
sustainable in a reasonable timeframe. Thus, the leaders oéaRritmicrofinance
institutions should stress that practical and efficient operati@sssntial in achieving
self-determined development, as well as accountability to clients as wielhass.

However, microfinance is not a universal remedy for poverty ancedetivelopment
challenges, but rather an important tool in the mission of povertycatah. Poverty is a
multidimensional problem, embedded in a complex and interconnected political
economic, cultural, and ecological system. Owing to poverty's |sgmpe and
multiplicity of actors, there is no single guaranteed approacts tergédicationGema
PKM Indonesia, 2002). Within this system, solutions are as multith@tehe causes.
Hence, systems' perspective is critical in creating an egabtivironment for sustainable
poverty eradication. Problems and solutions are not isolated phenomena,ubwtitdto

an interconnected system in which actors and actions have the ratigwosequences.

In other words, poverty eradication is a complex mission and requdresnitment,
cooperation, and cohesion at all levels of development - individual, household,
community, national, and global(UNECA website). On the other hand, nmarufe
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alone does not improve roads, housing, water supply, education and health services; it can
play an important role in making these and other sustainable contributotise
community. As microfinance becomes more widely accepted and mowesthat
mainstream, the supply of services to the poor may likewise seraaproving
efficiency and outreach, while lowering costs. This, in turn, can hamali@plier effect

on people's standard of living. As explained earlier in the case, gtexhaps the greatest
contribution of microfinance is that it empowers people, providing theamaeenfidence,
self-esteem, and the financial means to play a larger rotfe idevelopment process. The
potential of microfinance far exceeds the micro-level, scalingeumddress macro-
problems associated with poverty eradication.

Microfinance training is also an investment capable of reducingrrmeg costs and
improving operational efficiency, sustainability, and outreach. Waihéd staff
cultivates a sense of ownership and investment in the MFI missibtrdhafers to the
client base, creating client loyalty, trains the basic maneggnbook-keeping, and
marketing and ensures that microfinance funds invested into productive emncom
generating initiatives (UN website). The rationale of this aprosas that the direct
provision of such goods and services is likely to relieve absolute powsote
immediately than alternative strategies, since growth giesteisually fail to benefit the
intended target and the productivity and income of the poor depend in thadas on

the direct provision of health and education facilities. In the sarre trere is no
guarantee that increased income will be spent on essentiaksesiitce households vary
in their ability to spend wisely and effectively. They may tioaally prefer ‘better’
consumption goods that contribute less to family welfare than other gbatsnight
serve as inputs to higher productivity. Efforts to reduce poverty hegfore not likely

to succeed in the long run unless there is greater investment rtien capital of the
poor. Improvement in education, health, and nutrition directly address thdé wors
consequences of being poor. There is an ample evidence that investingam ¢aprial,
especially in education, shelter, and social services increagedthectivity of the poor
and also attacks some of the most important causes of poverty.

Microfinance initiatives in Eritrea could offer more than justenal benefits; they could
also address issues associated with “non-material” poverty, whabtindes social and
psychological effects that prevent people from realizing theirnpate Microfinance
initiatives individually and collectively empower people (suchMéassai Yekalgroject).
A steady income, a savings account, training, and the discipline to loanoreipayments
usually raise the self-esteem and status of clients, in escwehere they are often treated
as second-class citizens due to their poverty level. MFIs oftereutiicrofinance groups
to provide training in financial management, legal rights, businesmgement, as well
as other support services. Principles of collective organizationcdidargy empowered
people to bargain for higher wages, better work conditions, health esreiaild-care,
and common forms of insurance to protect their lives and livelihoods (Renﬁ).2006
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MFI participants, especially women, are often empowered to speakaet assume
leadership roles, and address issues beyond their workplace, such ascddoiesce.
For many women, the group is the first opportunity to meet formaily ather women to
discuss problems and develop joint action. The groups serve as a chanfahwdtion.
For example, members may tell each other about counseling settvatelave been
established for women victims of violence and alcohol addicts. Many wparéicipants
could experience a change in their household and community status. Seaucty al
experienced an increase in financial responsibilities when their hushainokd that they
are involved in lucrative activities (UN website).

Mechanisms should be created for the exchange of knowledge and expeumeocg
regional and sub-regional Eritrean microfinance practitioners, imguttie use of the
Internet, dissemination of written material, field level pramtiér exchanges, and best
practice workshops. Regional coordinating committees and sub-regionatesw®s can
bring together microfinance policy makers, leaders, and represestdétom bilateral,
multilateral and intergovernmental development partners to acaedscampare
microfinance progress among each region and it also ensures contatymather than
competing policies.

To actually break the vicious circle in which the poor finds him#sdf,government must
make reaching-the-poor a priority. This can be done through the estadlisbhschools,
provision of shelter through housing schemes and/or rent control, provision of
scholarship, for the children of the poor and setting up of medical santéoth rural

and urban areas. Though, in the government of Eritrea has embarked sontg pover
eradication programs but it is too early to asses the outcome of these programs.

V. CONCLUSION

The study examined the microfinance and poverty reduction in Eritreat bf the
poverty alleviation policies in Eritrea are directed towardscaljure in rural areas.
Though laudable, many of the programs have not achieved desired resultsiaifhe
reason for this is that the poverty alleviation program is notfeellsed. Their targeting
was poor and duplication was excessive. There was also the non-involveinteet
people for whom the programs are designed (the poor). No wonder thehog®ttho
benefited from these various programs were the non-poor; they werehhand the
powerful. This is not surprisingly, brought frustration, disillusionment and
discouragement to the poor and inevitably, discontent and resentment. The
implementation of the Poverty Reduction Strategy did not help matsers enhanced
massive diminution in living standard and the exacerbation of poverty.

In the light of the escalating nature of poverty in the country, ikeaa urgent need for a
poverty alleviation initiative to reduce the miseries of the ypagtulation of the poor.
Such an initiative should be well-articulated and short-term ®&dgehrough
microfinance. Thus, it is suggested that the government povertyagibeviprogram
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should be restructured if not re- designed and should be centered on tbhendes’
approach. This approach emphasizes the importance of separatingizethenareases

in income from the more significant attainment of the requirenf@nta permanent
reduction of poverty through the provision of health services, education, housing,
sanitation water supply and adequate nutrition.

To conclude, there is a fundamental linkage between microfinance andtypover
eradication in that the latter depends on the poor gaining accessdtapmtrol over,
economically productive resources, which includes financial resourceghd-resource-
poor Eritrea, survival often depends on subsistence agriculture and/brirstoene-
generating activities at the home or in the local marketplacemahny instances, micro-
enterprises rather than formal employment create an inforrmabety that comprises as
much as 75 per cent of the national economy. Yet the lack of savingcaesssao
filnances creates a state of perpetual scarcity, a poverty tyat restricts people's
potential to improve their livelihoods. As mentioned earlier, the ladinahcial services
is not the only limiting factor in income generation: other pervasoogal, economic, and
political barriers also play a key role. Within this complextays however, there is a
clear need for better microfinance services for Eritrea’s pduch can play a key role in
poverty eradication.

Notes

1. Eritrea has nine ethnic groups. They are: Tigrigngte, Saho, Afar, Bilein, Hidareb, Kunama, Nara
and Rashaida. All these ethnic groups liagie own languages and cultures.

2. The six Administrative regions in Eritrea areiskba (Keren capital), Debub (Mendefera), Gasha@ark
(Berentu), Maakel (Asmara), Northern Red Réadsawa), Southern Red Sea (Asseb).

3. ltis evident in Bangladesh, more than 6 onillpeople benefited from microfinance and rise abov
poverty line. It has shown a tremendous psgiin many developing countries like India andygen
Uganda etc.
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