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"The poor of the world cannot be helped by mass production,

only by production BY the masses."








- Gandhi

A village is fit to live in 

only when there is a

money lender from whom 

to borrow at need, 

a physician to treat

in illness, a priest to 

minister to the soul

and a stream that does

not dry up in summer.

INDIAN SAYING

Martin Luther wrote: "Among Christians, no one ought to go begging!... Every city could support its own poor, and if it were too small, the people in the surrounding villages also should be exhorted to contribute."







- Works, VOL II, p. 134
INTRODUCTION

(adapted from MEDA, Tanzania)
One of the most vexing problems which has to be solved in Mozambique's recovery is the lack of financial intermediaries delivering credit to producers and traders in remote areas.

Banks avoid dealing with "micros" as a rule, and most of the private traders who traditionally supplied local farmers with inputs on credit have either fled or been largely decapitalized during three decades of wars.  NGOs and government ministries are attempting to fill the gap, but their loans are highly concessionary, and access is very limited.  They also find it difficult to break out of the identity of "grant institutions", one which was warranted until recently perhaps, but which imperils any effort to extend credit.

Rebuilding infrastructure (schools, clinics, bridges) is not enough; local financial institutions are also needed - with the rigour of commercial banks and the compassion of religious and social workers.  There are basically three options:


1) a credit program set up and run by an external intermediary (e.g. LWF)


2) a new credit institution organized by training a board, staffing it, then "weaning" 


3) external resources channeled through an existing but undercapitalized lender

In the rural districts of Tete province, where this handbook evolved during the process of initiating some "micro-loans" and micro-enterprise business training, no suitable existing intermediaries remained.  Commercial banks do not have branches in such remote areas, the traditional network of commerce has collapsed entirely, and government channels seemed problematic.  Rather than intervene as an external intermediary, which in the last analysis would be imposed and unlikely to be a permanent feature of the economic landscape of these rural districts, the second route was chosen - setting up new, indigenous, community-based financial institutions.

This may not be the best choice in all settings across Mozambique.  However, the routes not taken in Tete are likely to present many of the same pitfalls in other provinces:

Formal financial intermediaries find it hard to reach the hard-to-reach.  They find it hard to adjust from their user-unfriendly corporate culture, and from regulated (usually subsidized) interest rates, which are ultimately bad for users.

Government credit schemes should function as enablers, not service deliverers, and find it hard to enforce the necessary credit rigours.  Then there is the constant danger in Africa of political coercion of aid, which might even explain subsidies.
Private Traders have lost most of their infrastructure (shops destroyed, old trucks in bad repair, etc.) and a fair amount of their know-how, as many of them fled to Portugal never to return.  Those who remain are decapitalized and demoralized.

Non-government organizations (NGOs) have the best relationships with the grassroots, and can be more flexible and innovative than banks or government, as a rule.  However, they tend to be uncomfortable with business rigours, high profits and legal recourse, and they focus on communal development and use diverse interventions. Furthermore, Mozambique is one of few countries which has more international NGOs than indigenous "associacoes" - a problematic imbalance.

The proven success formula for an effective and sustainable poverty lending group is:

· a clear focus on credit activity - not just one among many elements

· a clear understanding of related issues and methodology

· commitment to sustainability (internal viability as opposed to external dependency)

· a shared vision of helping the poor to generate wealth for themselves

· organizational development of an indigenous institution

· strong, skilled, and hard-nosed leadership

· a limited geographical focus

· willingness to admit failure and wind up, if necessary

Above all, the lenders must relate to and personnally understand the constraints faced by micro-entrepreneurs:




- lack of credit




- licencing and registration procedures




- lack of suitable workplaces




- scarcity of inputs




- limited management capabilities




- lack of technical skills




- marketing bottlenecks and lack of know-how




- limited entrepreneurship

Christian agencies must identify with the poor - as the Word became incarnate. Whoever is selected to own and run new financial intermediaries should have a similar attitude of community service, as well as sound business acumen, and above all should SHARE OUR VISION of giving people a hand up, not a hand out... through credit.

Part 1: STRUCTURE OF THE DELIVERY SYSTEM

1.1
Community and Business channels of poverty alleviation
The following schematic may overstate the alternatives of  working with "communities" and working through "businesses" to assist the poor, but intervention via commercial establishments (farms, sawmills, shops) - even in the informal sector - IS different from classical community development work, which tends to be broader in scope, and more social in its dynamics.
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The following contrast oversimplifies some of the differences that stereotype each side:



    NGO: 



  Business:



- nonprofit



- for profit





- volunteers



- employees



- kindness



- toughness



- complex



- simple



- integrated



- compartmentalized



- flexible



- routine



- wide




- narrow

One cannot assume that the two will always mesh neatly, an extreme example being when it comes time to seize collateral due to default on a loan (something that a community development officer would rue doing, but that every loan officer must do now and again).

1.2
Dovetailing community development with new economic development side
It is useful to contrast these two approaches, to find where they overlap:


Community

Development

(CD)


Economic

Development

(ED)

SIMILARITIES:
· participatory


· need driven

· local resources


· technical skills


· self starters

· market "niches"

· equity, collateral

· business acumen

DIFFERENCES:
· publicly owned

· benefits many, indirectly

· external support


· privately owned

· benefits a few, directly

· internal viability

However, the two can be articulated, with economic development serving and supporting the overall aims of  community development.  Just as "extensionistas" should never be sent out to collect loans (which would undermine their technical credibility), so the credit component of overall strategy should have clearly marked boundaries.  In this way, it can be incorporated, but to some extent it must try to remain self-contained, with its own dynamics enforced in all the credit relationships.

Neither credit nor business can be deployed to meet all needs arising - they are narrow in scope.  But they can be complementary to CD.  For one thing, credit can be a teaching  instrument, resulting in better farm or business management by customers. A good example of CD serving ED is when NGO motivators apply their organizing skills to form solidarity groups which later apply for credit.  Conversely, a good example of ED serving CD is when a grinding mill can be deployed to open up a significant bottleneck in the community - on a viable, self-sustaining basis.

Therefore a structure is needed to demarcate a credit institution independent from the intermediary NGO, so that the task of credit can be gradually transferred to that lending group.  Each approach (CD and ED) must intentionally "fit" its activities as well as it can to mesh with the other.  Good articulation will ensure that both succeed.

1.3
Source - external resources from an NGO 
The NGO is the origin of resources deployed for credit, although by insisting on borrowers contributing equity or collateral in some form, local resources are brought into play early on.  NGO funds are not "loaned" to the Revolving Loan Fund (RLF), but granted, so they are an external impulse.  They should continue to be used for the same purpose as they rotate - antipoverty lending.

Hopefully, external resources from an NGO will "prime the pump", that is, stimulate wealth generation which will later be stored in the same RLF - through interest earned, and possibly by mobilizing local savings.  So the external source is not a permanent feature - neither does it require repayment.  It is a booster rocket which falls away later.  Repeated injections may enter the RLF over several years, to get it up "into orbit".

The goal of this structure is to institute financial intermediation from net savers to net borrowers, within the community.

1.4
Reflow - a revolving loan fund (RLF)

Cash reflow is derived from payments made regularly by borrowers - usually including interest.  These funds cannot be re-absorbed by the NGO, so they flow into a "holding tank" in local currency.  If they stagnate there, they are eroding fast (due to currency devaluation), so they should either be:


a) re-injected into new loans to earn more interest, or


b) used to purchase forex or suitable commodities, to hedge against inflation

As the second option simply buys time until the RLF can redeploy the resources into "micro-loans", the first option is best.  Therefore a local institution to manage and rotate the RLF is vital; lending is as important as borrowing, but the two are distinct.

1.5
The Vision: a community-based financial institution (a CBO)
It is common sense that before setting out on a journey, one should know the destination. With that in mind, the NGO has to take the first few steps with a travel plan in mind (fully illustrated in section 1.6 below):


Stage 1:
Credit Committee (board formation)

Residents in the community conforming to the following profile should be found:

· reputed to be honest 

· already active in community service

· business experience and know-how

· well enough established to NOT want credit from the RLF

· THEY SHARE THE VISION FOR CREDIT INTERVENTIONS

Once a core of 3-4 such individuals has been identified, they should be approached and invited to join.  They should be given time to consider - but a deadline to reply by. 

THEY SHOULD BE REPRESENTATIVE of the community - in geographical terms, gender terms, social terms and sectoral terms (e.g. tinker, a tailor, soldier, retailer).  On the other hand, they should be drawn from the older, more experienced folk, and from the upper eschalons of the local business community - a mixture of both entrepreneurs (riskers) and managers (more conservative).

They should be advised of the pros and cons of joining:



PROS:





CONS:


- a service opportunity


- a sacrifice of time and expertise


- a chance to learn new skills


- a hassle


- a honorarium




- cannot borrow from the RLF

They should receive some orientation (e.g. a handbook and/or a board retreat), and once set up, new members should be brought onto the committee at intervals to allow for gradual turnover, thus preserving institutional memory.  New members should sign verify that they will not seek credit from the fund.

In Stage 1, the Credit Committee will "learn by doing", and will need intensive coaching from the NGO - preferably from a "detached" staffer (i.e. one who is not identifying and proposing new ventures to the Committee for approval). The existence of this Committee takes any pressure off field officers themselves to approve loans, and its cycle of meetings sets a rhythm to the process of proposing, approving (or not) and paying back.

In sum, the Credit Committee should try to roll over whatever is paid back by borrowers in any given period, into new micro-loans.  Between its meetings, applicants will work with NGO motivators on designing proposals - or on re-designing them for re-submission.  Committee members can introduce prospective clients to NGO field officers, but should resist assisting applicants to draw up projects themselves.  They must remain "at arm's length".

The NGO will not pay Credit Committee members - they have to be approached as volunteers. However, there is no reason that an incentive, commensurate with the time they sacrifice, should not be paid FROM INTEREST EARNED BY THE RLF.  This is a legitimate operational cost, which mitigates the sacrifice they have made to recant any access to RLF credit, and should ensure regular attendance at meetings.


Stage 2:
Registering a legal entity (board development)
Once it knows the ropes, and has a little money to spend from interest earned, the Credit Committee should "pick itself up by its own bootstraps".  It should write "Estatutos", duly register, and as such cease to be an "advisory board", but an organization in its own right. The options it will have to consider include:

· remaining informal (e.g. a Grameen bank or Fundo Fomento)

· registering as an indigenous NGO under new "associacao" law

· establishing a Credit Union (usually called Savings & Loan Cooperative)

The Committee itself should explore and discuss this step, once it senses the viability and potential of the RLF.  It should also finance this process from its own revenues.

A simple illustration of this new financial institution is that it is like a community-built dam for water retention.  In that case, to prevent the rainfall from running away downstream to the sea, a community pools its resources (no pun intended!) to retain water which will be needed later for irrigation or watering livestock.  Otherwise they will become like the Dinka, following the receding waters of the Nile downstream after the rains - they will have to go down to the city to borrow money when they are short, or do without

By forming a CBO - whatever format it might take - wealth generated will be retained in the district rather than letting it slip away downstream to the cities.  This promotes local development along self-help lines.

The Committee will also have to name the CBO. One suggestion might be "Represa".


Stage 3:
Hiring CBO staff (receding role of parent NGO)
The NGO's role recedes once the new group is ready to hire its own staff. Credit Committee members should be looking for suitable candidates from early on, along the following profile:

· trustworthy

· a resident in the community

· skills in working with people

· tough enough to collect overdue payments and enforce terms and conditions

· educated enough to be good with figures

The NGO will not pay any RLF employees, either.  In fact, their hiring will release the NGO's field workers to devote more time to other activities (one of which should be transfer of skills to new employees of the RLF).  They must be paid with money earned from managing the RLF effectively, namely from charging interest, which is the mark-up on the product they dispense - credit.  Their salaries become a direct operational cost of the CBO.


Stage 4:
Reaching sustainability

Financial sustainability will require a certain size fund revolving efficiently, in order to cover the following four costs:


1) Capital cost of "owning" the money (even though it has beeen granted)


2) Operational costs (e.g. committee member incentives, salaries, admin & travel)


3) Defaults


4) Currency devaluation

The optimum size of the fund will vary from place to place, and according to several factors, such as:

· Pricing:



- are they fixing the interest rate high enough to keep the fund growing?

· Controlling:




- how high are operational costs? (rent, salaries, incentives, etc.)



- are delinquencies and defaults bleeding the fund?

Before setting up a new CBO, this optimum size needs to be calculated, to ensure that sufficient resources can be obtained.  The Credit Committee may need technical assistance to determine the minimum size RLF required, in due course.

Organizational sustainability may mean that the original Credit Committee - now the Board of Trustees of a new CBO - can have an Annual General Meeting every year as well as an annual Executive meeting six months later (a typical configuration for CBOs), with a smaller "credit sub-committee" meeting monthly to approve loans. Staff should never be the ones to approve loans - neither NGO workers in the earlier stages, nor employees of the CBO later.  They should always be "protected" by a committee.

However, what keeps a nonprofit group on track is its ability to clearly express and share its MISSION - the internals, as opposed to the externals.  During the first three stages, a clear vision and model will have to be adopted BY THE GROUP, if it is going to survive and thrive as a voluntary organization.

If, for example, the Credit Union model is adopted, a membership drive would be undertaken, to encourage people to deposit as well as to borrow (strength in numbers).   In this model, normally, members get priority for credit - although not necessarily to the exclusion of non-members. Profits would be retained in the fund, to meet operating costs and to pay interest on savings deposits.  When micro-entrepreneurs are already PAYING 3.5% per month to "money keepers" in Maputo to guard their reserves, the concept of getting PAID to deposit savings should be quite an attraction!

In neighbouring countries there are support services for financial institutions which might also be contacted BY THE CBO with a view to long-term institutional survival.  For example:



Malawi Union of Savings and Credit Cooperatives,



PO Box 651,



Lilongwe,



fax: 265-74-0441

Keeping the CBO tuned up and serviced regularly is vital to its longevity.  This is one of many factors that the CBO leadership itself will have to weigh in selecting which route to take in Stage Two.

Savings mobilization has to be the best hope in the long run for sustainability, but this would rule out the "associacao" route.  (Other grants might be forthcoming from donors,  especially in the most marginalized areas, if the CBO is reticent to go the savings route and to register as an associacao).  Savings can be undertaken in various ways: 

· attracting depositors by the sheer good management of the fund, assuming that the RLF keeps growing and everyone is confident and motivated to invest

· organizing village savings clubs along the lines of ACAT Swaziland or Zimbabwe's Self-Help Development Foundation, to discipline people to save for a purpose (this could still be done by an "associacao", if savingsare only stored, not re-loaned)

· insisting on a savings component to be "attached" to every loan payment, as practised by Grameen Banks - although the RLF is not launching with any hidden agendas (in this case, an on-going relationship with the NGO would be inevitable, under current legislation in Mozambique)

At any rate, it is doubtful that anyone with a strictly financial motive will want to deposit extra resources into the RLF  until it is set up, functioning smoothly, and making money.  Competence and permanence are needed to attract depositors.

Meanwhile, there are many intermediary groups - some of them religious organizations wanting to assist low-income families - which have built up financial institutions over the centuries on several continents, including Africa.  Parenting is not always easy - nor is it cheap! - but better the CBO learns from mistakes it makes with initial grant money, than by impoverishing a credit fund filled with wealth generated locally.

1.6
Strategy for Collaboration

This handbook has been prepared to provide a baseline, a point of reference for NGO workers as well as Credit Committee members and future CBO hired personnel.  It provides a conceptual or strategic framework for organizational development of indigenous financial intermediaries, but more effort is needed, on an on-going basis, to define roles and relationaships.  The key areas are:

· Vision: Leadership, Credit Committee development, Planning

· Operations:  Client services, applications for credit, training services, avings, monitoring, delinquencies and defaults, legal recourses

· Resource Management: Accounting and RLF bank reconciliations, reporting, recruiting human resources, managing the RLF

· Linkages: Partnership dynamics, policy changes, "weaning" and registration of an indigenous entity, autonomy of that institution

Benchmarks should be set for each of the four stages of growth, during discussions between the NGO and the Credit Committees, once they get their bearings and start to get the knack of how to lend to the poor.  The following table is a useful guide:


Stage 1

(Start-up)
Stage 2

(Tandem)
Stage 3

(Transfer)
Stage 4

(Self-regulated)

Vision:







Operations:







Resource management:





Linkages:







1.8
RLF's relationship to formal financial institutions
The Credit Committee has to open an account in the nearest commercial bank. Assuming that RLFs are being set up in remote districts which have no bank branches as a rule, they will have to either:

· send the treasurer or a staffer to town regularly

· or locate a suitable Committee member in town, to join them for this purpose

· or engage a part-time admin officer in town to carry out their directives

Right from the start, borrowers should make their payments at the bank wherever possible, and loan disbursement should be by cheque from that account.  Making payments is part of the borrower's obligation in the credit relationship.  To ensure that this is learned, the NGO should insist (through its internal monitoring system) that borrowers notify the lender whenever payments are made.

Very possibly, demand for credit from the RLF will soon exceed supply of resources.  If so, the overflow could be passed on to other lenders such as commercial banks, by referral, or returned to applicants with suggestions of any relevant alternatives.  This is a very "customer-friendly" way to decline a loan application.  The BPD already has a loan fund called "Alivio a Pobreza", for example, which might be a suitable source of financing for applicants turned away by the RLF.

Part 2: POLICIES

2.1
Individuals, groups, or individuals in groups
Lessons learned from experience allow us to compare and analyse 3 kinds of borrowers:

· individuals

· homogenous groups

· individuals in solidarity group clusters

Individuals are the most efficient in business terms, as they are more agile and responsive, but there is less social value, especially in an era of reconciliation, in dealing with customers one-on-one.  Organizing groups is part of rebuilding the social fabric.  From an administrative point of view, as well,  dealing with many individuals is too inconvenient.

The Bilene guidelines have a definite bias in favour of lending to groups.  Homogenous groups are truly communal, such as jointly owned "machambas" which get people working together.  As they get larger, though, responsibility gets shifted to a core group, and people out on the perimeters learn little about managing credit or their affairs.

Initial experience with borrowing groups suggests that large groups (e.g. 36 members) can get very cumbersome, with an uneven and sometimes unfair distribution of responsibility.  The preference is to work with groups that are small enough (e.g. 7 members) to all attend every meeting, to be conspicuous by their absence, and to participate fully.  Furthermore, it is vital for every group to write down its Bylaws or "Regulamentos Internos", for future reference.  These should accompany every application for credit.

Individuals in groups appears to be the best arrangement.  These configurations offer a true "solidarity" guarantee; each participant runs their own unit, but the others are mutually responsible for the loan, so there is internal accountability as well as external.

2.2
Strategic Needs and Priorities
The purpose of this whole exercise is to scratch where it itches.

Yes, sustainability is vital so lucrative lending opportunities are sought after - but they are not the goal of setting up this financial intermediation.

Therefore, credit should be need-driven, not programme-led.  Problems of the community have to be identified and analysed, and credit deployed as a tool for response.  In business terminology, "bottlenecks" have to be identified and then "pryed open" with credit.

The Credit Committee will have to adopt, early on, a strategic agenda - in consultation with NGO field workers during Stage One.  Later on, and from time to time, it will have to undertake strategic reviews, perhaps even needs assessments (participatory rural appraisals?), so that it can remain proactive in meeting strategic needs and priorities, not just reactive to credit applications on a case-by-case basis.

Priorities are naturally determined by the size of the RLF.  The Credit Committee should always bear in mind the level of resources in rotation, the amount turning over each month, and the season.  For example, strategic priorirties will shift from planting time (tillage and ag inputs) to harvest (marketing bottlenecks and land clearing).

Housekeeping the strategic agenda will maximize the social impact of micro-loans.

2.3
Training component

From the outset, there are two tracks - skills for borrowers, as well as for lenders.

Once the lenders (e.g. NGO workers, Credit Committee, CBO staff) get up to speed, that track might only require maintenance (staff development is always a good investment and morale booster).  Partner training is just one element of overall OD, but it is a development role that the NGO cannot ignore.

There will be an on-going need to train borrowers.  Credit alone, without upgrading business skills, is "a kiss without a squeeze".  A condition of getting a loan should be that the borrower agrees to attend business training provided.  Training events should not be limited to borrowers only, but can in their own right stimulate community development.

Training of  trainers should be explored, as presently expertise has to be imported.  In the case of Tete, Chichewa trainers can be hired in Malawi - a cheaper and preferred alternative to Portuguese trainers from Maputo.  In other provinces, this will vary.  In all cases, however, it may be possible to launch a few trainers into demand-driven service.

Standardizing a training tool for use in all provinces would be a big stride forward, especially if it enables and equips trainers to then "sell their wares" on a profitable basis.  Meanwhile, courses will be custom-made for each event, varying content for traders and producers, for farm and non-farm, for less educated and more educated, and so on.  Trainers should assume that workshop participants will be barely literate and poorly educated, although clever and hard-working.  They will be less familiar with concepts such as devaluation, break-even points, turn-over, and down-time; and more orientated towards their concrete experience of mark-ups or shelf-life, and to memorizing rather than figuring.

2.4
Social impact 

Impact on the poor is an important part of the selection criteria used by the lending group.  The number of jobs created by a business venture is one such indicator.  Feedback from NGO community development workers will be helpful to Credit Committees as they learn how to dispense credit from a social motive.

Lenders should watch out for negative impact as well as for positive.  For example, financing one venture might give it such an advantage over competitors that it forces them out of business, thereby putting other people in the community out of work. 

2.5
Base-line characteristics of target group

The rural economy of Tete consists of both subsistence farmers who try to produce enough to enjoy a small marketable surplus, and micro-enterprises both in towns and in the bush which are non-farm, small-scale self-employed activities with or without hired labour.  Examples are wood-cutters, charcoal burners, sawyers, and carpenters. Obviously forestry and forest products play a leading part in the district economies.


- family farms and sole proprietorships are most common, coops out of vogue


- start-up capital is scarce, as resources have been exhausted to resettle, start over


- working conditions are poor; little or no infrastructure; no safety precautions


- incomes are low as there are few jobs; either from sidelines or farm surpluses


- illiteracy is high, and education levels low - most people learn by doing 


- work force is cheap, unskilled, abundant; labour-intensive methods are best


- entrepreneurs are quite young - more than half the population is under 15


- technology is rudimentary (e.g. hoes for tillage, two-man saws for sawyers)


- marketing bottlenecks due to distance (Tete) and borders (Zambia, Malawi)


- women are very active in farming, and should be guaranteed equal access


- record-keeping is minimal and often requires an adviser to interpret data


- long-distance sourcing of raw materials (e.g. for tailors or bakers) & farm inputs


- fatalism and the "dependency sydrome" have taken their toll, but some immunity


- little probability of "graduating" into formal sector, which is almost non-existent

2.6
What they need...
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- orientation
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- a handbook
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- training





- apparatus (forms, etc.)





- tools (e.g. amortization schedules)





- targets (a budget framework)
2.7
What they want...



(adapted from WWB poster)

Customers want:






* access to credit (not subsidies)




* rapid access to working capital, sometimes forex




* reduced collateral requirements




* limited paperwork & bureaucracy




* mechanisms for convenient savings of small amounts




* simple terms and conditions




* respect




* relationship with the lender




* ownership, but mutual accountability with the lender




* simple, convenient needs-based training




* repeat loans

Groups want to:




* expand lending & savings in remote rural areas




* supplement local savings with extra loans




* expand members into new sectors




* expand local economy beyond local market




* build financial capability to accomodate growth

CBO wants:







* open access to credit for resident women and men




* backing for poor micros having growth potential




* to pry open the banking system and resources




* quick, flexible, responsive loans - nearby




* to establish and maintain clientelle and facility




* to cover all costs through charges collected




* to reach optimum RLF size to ensure sustainability




* to encourage savings




* to mix credit with related business services

Funder wants:




* impact on poverty alleviation




* viable, sustainable local institutions




* to assist existing credit outlets

Part 3:  PROCEDURES

3.1
Relationships between NGO, Credit Committee, and staff of a CBO

It is important that collaboration gets off on the right footing.  Mutual respect is the key ingredient. The NGO has an organizing, parenting role, but must not be over-assertive, allowing the Credit Committee to take on a life of its own.  There should be a climate of trust, in which it is OK to make mistakes.  Experience is a hard teacher - it gives the test first, and the lesson afterwards. Part of the self-help credo is to "learn by doing".

Likewise, when the Credit Committee is ready to hire staff, it must allow paid workers the room they need to manoevre.  Profiles of excellence of the best nonprofit groups indicate that there are four ingredients to success:

· a clear vision or mission

· an active board (not a passive one)

· a dynamic leader (who is not intimidated by the board)

· focused program development

The point is that, in the long run, finding a dynamic leader to run the community-based financial intermediary is vital.  The Credit Committee has to hire one, and let that "chief executive officer" run the CBO, in constant collaboration with the committee(s).
Stage 3 is sometimes called the "Transfer Stage".  This applies to both the parent NGO letting go, allowing autonomy to the CBO, and to the Credit Committee transfering its dominant role in earlier stages to its own executive staff.  All this is predicated on the RLF turning a profit, and the size of the fund being sufficient.  However, even with the financial factors functioning right - if roles and relationships are not functioning smoothly, the new institution could suffer a crib death.
Staff Functions


3.2
Identifying applicants and forming groups
The eligibility criteria is as follows:

· priority given to groups over individuals (but not to the latter's exclusion)

· no loans for consumption; for producing, trading, or services

· demonstrated initiative by applicants (e.g. already operating or a start-up?)

· only for residents in community "clusters"

· priority belongs to "the most needy" (applicants may have to be queued)

· significant equity is required (in cash or in other, related inputs)

· no loans to NGO staff, or to Credit Committee members

Other perspectives and tips to take into consideration are outlined in Kenneth Graber's monograph, Credit and the Development Process, published by MCC:

· always look at the person, the productive capacity and the purpose  (p. 5-7)

· provide loans for the "essentials" before the "accelerators"  (p. 2-3)

· give preference to "investment" loans over "production" loans (p. 4-5)

3.3
Written bylaws of groups
These "regulamentos internos" should be attached to every application, as noted above.  The simpler they are, the better, from the point of view of implementation.  Regular meetings are important to prescribe, as well as disciplinary measures for members who fall out of line.  Rotation of leadership is preferable, but the main concern is that group dynamics be worked out rationally, in advance, not improvised by "crisis management".

3.4
Application form & viability study

These can be found in Annex 2. The heart of the matter is on the third page - where current financials are compared to future projections which factor in the proposed loan.  Debt servicing capacity has to be demonstrated, or else what the applicant wants is really just a grant in disguise.  The Bilene Accord stipulates such a study (point #3).

This standard form was carefully designed to simplify and streamline the process both in the field and at the Credit Committee meetings.  It captures all the relevant information, but does not preclude attaching a project outline or business plan.

Likewise, field workers should try to be "user-friendly" - not remote & superior like the bureaucrats you expect to find in banks.  

Sound development principles should undergird every application, which should also be integrated into the overall strategic framework. 

3.5
Amortization, interest rates, terms, grace periods and leases
Kenneth Graber rightly points out that costs are incurred by both lender and borrower in every credit transaction (MCC monograph, p. 9,10):


Costs to the borrower:


Costs to the lender:



- interest




- capital



- inconvenience factor



- operations & defaults



- delayed access to loan


- inflation

This is a valuable reminder that there are always two sides to the coin. For example, amortizing payments may "sugar-coat" them and make them more managable (or at least more palatable), but will often mean that a huge amount of interest is being paid at the end of the day.  In good concience, can a "socially motivated lender" do this to a client? One has to look at it from both sides.

Longer terms are often preferred by customers, even though the interest accumulates. However, given Mozambique's inflation rate, long terms are not so good for lenders.  In urban areas, smaller, shorter loans are best.  In a rural setting, longer terms are inevitable.

Grace periods offer convenience to borrowers, especially for agricultural loans which will only yield returns after extended periods.  However, if the borrower expects these grace periods to be interest-free ("Amazing Grace" periods!), he or she has not looked at it from the flip side...  Credit is a product, sold by lenders at a mark-up called interest.  Would any other retailer allow customers to take out merchandise and only pay for it months later? If so, why?  How long would such a retailer remain in business?  There are family and religious loans (e.g. Islam's "loans of love") - but they are exceptions, not the rule.  The Credit Committee will have to grapple with this issue, and decide whether a strictly commercial approach must prevail, or whether there is room for exceptions.

Amortization schedules, which used to be published in small handbooks, have been overtaken by scientific calculators and computer software programs.  These high-tech tools are, however, of limited use out in the far-flung regions of Mozambique. So we have begun to produce our own schedules, such as the one in Annex 3.  Using it, or one like it for a different interest rate, field workers can calculate - by candlelight - what monthly payments will be.  These go a long way in "de-mystifying" what amortization is all about.

Leases:  For larger loans which are impossible for borrowers to secure with collateral or guarantees even in groups (e.g. maize mills or vehicles), the lender prefers to remain on title to the equipment until it is fully paid for.  It provides it own collateral, as it were, although the risk is exceptionally high.  The borrowers must keep up interest payments on the outstanding balance of the loan, and pay off the principle as rapidly as they can.  Again, most lenders would prefer to amortize the debt, collect a monthly installment, and earn as much interest as possible.  However, due to the social motive, and to practicality, it is better for borrowers to leave such loans "open", to be paid off a rapidly as possible.

3.6
Monitoring and feedback

A numerical code has been introduced to identify all approved loans. It begins with the year the loan was made, followed by its number in numerical sequence, then by a letter designated to the district. (Angonia = A, Macanga = K, Maravia = R).  The first loan made in 1996, for example, was in Maravia district.  Its identity number is 96-1-R.

Articulation with the NGO’s internal monitoring system is vital. It is designed to measure impact as well as outputs. Indirect consequences such as the knock-on effect that business ventures might have on villagers or even on the environment, are important to record.

3.7
Delinquencies & collecting arrears

A constant vigil should be kept to ensure that borrowers make their loan payments - ON TIME.  Not only is this part of the educational value of this credit scheme, but the RLF will only function smoothly when there is a regular rotation of the fund.  Monies loaned out have to come back in - on schedule, and with interest.

To handle delinquencies and arrears in the early stages is most problematic, as Credit Committee members are scattered and devote only one day a month as volunteers, and as community devlopment workers do not want to "bite" like loan officers sometimes have to.  The "via media" is for NGO workers, until the CBO hires staff of its own to enforce its credit policies, to gently but firmly insist on compliance with the terms and conditions under which credit is dispensed.  Motivators may have to go to the house or place of business of a borrower and wait patiently, insistently, until the payment is arranged.  If the business plan is not working, and sufficient income is not being generated to satisfy the debt - the borrower should make arrangements with family or guarantors rather than reschedule the payment plan.  This is part of the learning process, and of convincing the community in no uncertain terms that the credit is for real, and that the CBO is serious.

3.8
Defaults & collateral security
The toughest recourse will be to seize collateral when a borrower defaults on a loan. However, there are ways to do so mercifully.  For example, following Scriptural injunctions from the Old Testament poor laws - do not take away means of production (e.g. tools of their trade). Instead, take something "neutral" in which wealth is stored.  If, for example, it is a head of livestock, this animal can probably be fed and kept for a time to allow the borrower to redeem it by satisfying his or her credit obligations.

Every effort should be made to ensure that the loan agreements are implemented according to plan.  At the same time, however, every effort has to be made to ensure that the message is conveyed to the community that loans follow strict commercial rules.
3.9
Organizing regular training events
In an ideal world, as noted above, borrowers would not receive their approved loans until they had undertaken a related training course.  However, at best in Tete, two courses annually per district might be organized, while the Credit Committee may be rolling over the RLF resources into new loans every month.  So the ideal is not possible.

NGO workers at first, and later CBO staff perhaps, will have to schedule and make preparations for workshops on business skills. These may vary from season to season, from district to district, and from event to event.  But they should be regular.

In later stages of collaboration, either the NGO should sustain this component of human development as an ancillary service to the CBO, or else equip and enable local trainers to carry on this function on a demand-driven basis.  In other words, it should not become a drain on RLF resources.  Participants should contribute at least a nominal fee.  In the long run, they might have to pay the full training fee, as part of their cost of securing a loan. 
Credit Committee Functions
3.10
Credit Committee - regular meetings, approvals, conflict of interest

As outlined above, the Credit Committee should meet monthly, to establish a familiar cycle to all concerned.  The NGO will have to assist with logistics in the early stages, as well as with orientation and guidance.  Their incentives, though, should be paid from the RLF.

Motivators should assist applicants to prepare credit applications, and present them to the Credit Committee - which should not meet directly with the borrowers.  Approvals will, of course, be based on available resources in the RLF, and on strategic priorities.

Once a loan is approved, written instructions should be sent to the Credit Committee's representative in Tete city, to release funds accordingly to applicants.  On the front page of the standard application form, there is a place to mark the "despacho". However, a summary of instructions, in the form of Minutes of the meeting, should be sent to Tete.

Loan disbursement should be by cheque.  Every month, the Credit Committee representative in Tete city should summarize all payments made according to written instructions, as well as all loan payments deposited during the same period.  From this, the Credit Committee will know first of any arrears, and second, how much there is to reallocate into new loans the following month at the next meeting.

To avoid conflict of interests, as noted above, Credit Committee members are not eligible to apply for loans from the RLF.  This applies to their spouses as well.

3.11
Portfolio of loans
The Credit Committee should always bear in mind the overall profile of the credit it is dispensing.  For example, is there a good balance between loans to traders and loans to producers?  Is there a good balance between farm and non-farm loans?  Are all the geographical "clusters" being serviced?  Are both genders getting equal access?

From this perspective, each meeting may have a different "flavour" or emphasis.  As noted above, approvals should fall into the overall framework of whatever strategy the Credit Committee has agreed upon.  In other words, to maximize the social impact and value of this credit intervention, loans should "scratch where it itches".

The optimum size of the loan fund is another question which the Credit Committee should study as it gets underway.  Not only from the point of view of sustainability (enough capital on which to collect interest to cover salaries, admin, defaults, devaluation), but from the points of view of managability and absorptive capacity.  At what level could the RLF become too big for the Credit Committee to handle effectively?  At what  level will supply of credit capital exceed demand for it from the target group?

3.12
Risk Management

Risk also has two sides to the coin.  Usually, credit interventions measure the risks to the lender, and take appropriate steps for protection.  Most of these are listed on the last page of the standard form application, where security precautions can be elaborated:

· equity

· solidarity group guarantee

· collateral

· guarantor

Initial experience in Tete indicates that borrowes are well aware of the need to secure their loans FOR THE LENDER.  One innovative and industrious step has been that some groups started collective "machambas" to stand in the gap, that is, to guarantee payment. 

From the lender's perspective, there are several "rules of thumb" for managing risk:

· character basis of loans is a classic

· diversify portfolio to spread the risk

· begin with small loans, move up to bigger "repeat loans"

The flip side of the coin is too often forgotten - the risks TO THE BORROWER, as Kenneth Graber explains in the MCC monograph (p. 8):

"Employing credit to finance practices which will lower the level of risk can be very helpful.  Such things as disease or drought resistant crop varieties, storage facilities, assuring a constant supply of inputs and services, even during the rainy season, and offering technical assistance, can be ways to help the farmer lower his risk."

This is related to Graber's recommendation that loans be aimed first and foremost at "essentials" rather than at "accelerators" (p. 2,3).

Although it is up to the borrower to manage his or her risk, not to the Credit Committee, given the social dimension of this credit intervention, it remains important for the lenders to ask themselves - are the borrowers gambling too much?

3.13
Selecting the best applicants
Before long, applicants will probably outstrip availability of resources.  This will put the Credit Committee in an enviable position - of being able to select and even queue applications.  This makes managing risks quite a bit easier, and enhances profitability.

Every month, the routine will be the same: how much is there available to re-inject into the district economy? and who should get priority?

The best applicants are those with the best business plans.  Someone may be the best carpenter in Mozambique, but if their viability study is not sharp and carefully reckoned, then they are not "the best bet".  From the lender's point of view, the best applicants are those that are most likely to pay back - on time, with interest.

Repeaters are really in a special class, as they are already known.  Assuming that they are known to make payments on time (!), they are a better bet than "unknown quantities".  This is an example of character-based lending.  In Credit Unions, for this reason, members usually get priority, although not to the exclusion of non-members.

3.14
Contract and disbursement of cash or kind
Once a loan application is approved by the Credit Committee, a contract has to be signed, then funds released by cheque (unless credit is in kind, such as seed, tools, or livestock).

The contracts should be in the vernacular, and should show not only the interest rate, but also the full amount of interest that is going to be paid during the life of the loan.

3.15
Loan payments
Part of the borrower's obligation in any credit transaction is to ensure that payments are deposited ON TIME.  This may be facilitated by NGO workers in the early stages, until procedures are more routine, as long as such assistance is not interpreted as a precendent.

Normally, these will be for fixed monthly installments, but there are two other types:

a) lump sum repayments of crop input loans, at harvest time - which may be paid in kind rather than in cash, requiring monetization and deposit of the counterpart funds into the RLF

b) lease payments which are, as outlined above, a minimum payment of interest plus pay-down of the principle as rapidly as can be effected
3.16
Setting interest rates

At the outset, as stipulated in the Bilene guidelines, prevailing rates should be observed.  However, these rates are not regulated (they too are guidelines), and lenders can set their own rates in private transactions.

The prevailing rate is 48% for short-term loans.  It drops to 46% for medium-term, and 44% for long-term - ironic when one bears in mind the rapid devaluation of Mozambique's currency. (Shouldn't the rate go UP for longer periods?!)

Eventually, the Credit Committee or CBO staff will have to tinker with these rates, to find an "ecology" in which revenues from interest will cover all the costs listed in section 1.5 above under "financial sustainability" (Stage 4).

3.17
Mobilizing savings and/or fundraising from other donors

If and when members of the community really "own" the financial intermediary, for example if they join a Savings and Loan Cooperative (i.e. Credit Union) and start depositing their hard-earned profits in it, the RLF reaches a self-financing stage, and savers become part-owners of the institution.  This dynamic means that they are LESS likely to default on loans, and that collateral is implicit in their deposited savings.

At the same time, as an essentially social credit fund, the RLF could continue to attract external donors (other than the NGO) to expand it and replenish it, if it so desires.

Mobilizing savings is a big step, as outlined in section 1.5 above under (Stage 4).  It does not necessarily mean becoming a Credit Union. Savings can also occur through savings clubs in which resources are simply stored, not re-loaned, or through community banks otherwise known as village banks.  On-going dialogue between the NGO and the new CBO will eventually determine the best way forward, and this could vary from district to district, and from Committee to Committee.  Forming a Credit Union or a Village Bank is NOT a foregone conclusion.  Wherever possible, exchange visits should be organized for Credit Committee members to see how self-help savings clubs operate in Zimbabwe, credit unions in Malawi, village banks in Gaza province, and so forth.

"I am not trying to relieve others by putting a burden on you; but since you have plenty at this time, it is only fair that you should help those who are in need.  Then, when you are in need and they have plenty, they will help you. 

In this way both are treated equally."








II Corinthians 8: 13-14

