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Abstract 
The demonstration of renewable energy technologies in Ethiopia was started in 1980s and since then a 
number of attempts has been made to introduce the renewable energy technologies but wider dissemination 
has been limited due to different reasons, among which lack of financial capacity by households and lack of 
institutional capacity take the upper hand.  

This dissertation focuses on the study and analysis of financial mechanism and institutional setup in the 
renewable energy sector of Ethiopia. The dissertation meets its objectives through an extensive study of 
relevant literature and implementation of practical research. 

The research has produced a number of key findings: Complex and over regulated  financing scheme 
implemented by REF, the absence of subsidy policy limited the wider dissemination of RE technologies, 
weak institutional cooperation among the stakeholders, the rural electrification fund is not accessible by 
financial institutions; financial institutions in Ethiopia are not aware of renewable energy technologies, the 
strength and weakness of the renewable energy institutional set up are identified and lack of 
awareness/information about RE technology among the majority of  Ethiopian population. 

The main conclusions drawn from this research are with the current financial and institutional model in the 
RE sector of Ethiopia, the wider scale dissemination of RE technologies would be difficult, awareness 
creation about RE technologies is crucial for the market development and smart subsidy policy is essential to 
increase affordability.  
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Executive Summary 
About 85% of 80 million Ethiopian populations are living in rural areas in scattered ways. Providing grid 
electricity for the rural population of Ethiopia is not economical due to the scattered ways of settlement and 
low and seasonal income of the rural households. Off-grid rural electrification with the help of renewable 
energy technology is the best alternative to provide electricity for the rural population. The cost of renewable 
energy technology is too high for the rural population of Ethiopia like many other developing countries. To 
make renewable energy technologies affordable to the rural households there should be should proper 
financing mechanisms in place.  

The objectives of this project are to conduct an extensive study and analysis of financial model of renewable 
energy technologies in Ethiopia; the institutional set of the renewable energy technology sector in Ethiopia; 
the barriers to the wider scale market penetration of the renewable energy technologies in Ethiopia and 
various cooperation model used for the renewable energy technology promotion in Ethiopia. 

To accomplish these objectives a literature survey was conducted to get knowledge about the renewable 
energy business in Ethiopia. From the literature review, the key players in the renewable energy sector of 
Ethiopia have been identified. Then the research questions were defined and the key research questions were 
as follows: 

• What are the strengths and weaknesses of the existing financing mechanism of renewable energy 
technology in Ethiopia? 

• Is the existing institutional set up of the renewable energy sector in Ethiopia organized in such a way 
that it can reach the majority of rural households? 

• What kinds of subsidy policy are required to enhance the renewable energy market in Ethiopia? 
• What are the barriers to the wider scale dissemination of renewable energy technology market in 

Ethiopia? 

The answers to the research questions were obtained through face to face interviews held with the key players 
in the renewable energy sector of Ethiopia. Banks; government institutions such as ministry of water and 
energy, Ethiopian Alternative Energy Development and Promotion Center, Ethiopian Electric Power 
Corporation; non-governmental organizations such as Solar Energy Foundation; bilateral organizations such 
as GIZ; university professors in the field of energy and private business sector were interviewed.  

In addition, the experience of some developing countries such as Nepal, Bangladesh, Sir Lanka and Kenya 
was discussed based on the literature review. These countries were selected based on their success story in the 
field of off-grid rural electrification using renewable energy technologies and their experience was used to 
recommend the best renewable energy technology financing mechanisms for Ethiopia. 

The following conclusions were drawn from the analysis of the answers given by the stake holders: 

• The renewable energy technology financing mechanism of Ethiopia is over regulated and too 
complex which is very difficult to be accessed by the private sectors.  

• The rural electrification fund of Ethiopia which is the only source of finance for the promotion of 
renewable energy technologies is only accessible for the rural energy cooperatives which will take 
very long approval period from 6- 12 months even for the cooperatives. 
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• The non-governmental organization Solar Energy Foundation which operates in Ethiopia is found to 
be more efficient in the promotion of renewable energy technologies for rural electrification. The 
organization has training institute which helps to bridge the trained personnel gap in the field of 
renewable energy technologies. In addition, the organization provides credit facility for the rural 
households which help them to purchase the technology. 

•  Lack of awareness about the renewable energy technologies at all level was found to be the key 
barrier to the wider scale dissemination of renewable energy technologies in Ethiopia.   

• Weak institutional set up of the renewable energy technology sector was also found to be another key 
barrier to the wider scale renewable energy technology market penetration. 

•  Weak cooperation among the key players of renewable energy technologies in Ethiopia. 

In order to enhance renewable energy technology market for the off-grid rural electrification of Ethiopia, the 
following recommendations were made based on the experience of successful story of other developing 
countries. 

• Creating awareness among the whole population of Ethiopia about the potential of renewable energy 
technologies for the rural electrification. 

• The government of Ethiopia has to provide credit guaranty for the commercial banks so that the 
banks can provide loan for micro financial institutions for refinancing the purchase of renewable 
energy technologies. 

• The government of Ethiopia should introduce smart subsidy policy to make the renewable energy 
technologies to be affordable by the poor rural households. 

• Restructuring of Rural Electrification Fund institution with clear objectives and institutional set up is 
extremely important.  

• NGOs which are participating in the renewable energy sector should focus on the transfer of 
knowledge and provide financial assistance which helps to increase the purchasing power of the poor 
rural households. 

• Conducting further research about the potential and challenges of micro financial institutions in 
financing renewable energy technologies for the rural electrification of Ethiopia is crucial. 
 

 

 

 
 

 

 

 


