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A. PROJECT DESCRIPTION

1. Project Goal and Purpose

The goal of this project is to develop a national cooperative savings and
credit society (credit union) financial system in Malawi which will provide
needed sevings and low-cost credit services to low-income people, especially

in rural areas, so that they can increase production, raise their incomes,

improve their standards of living and meet other development needs.

More specifically, the development of a strong, broad-based credit union
movement integrated into a viable national eredit union financial system
will contribute substantially to increasing the rate of growth of domestic
savings mobilization in Malawi, raising the volume of loan capital avail-
able for investment purposes and expanding the population base eligible to

borrow.

The purposes of the project proposed are:

o To promote and expand the number, membership, savings and pro-
ductive lending of financially viable cooperative savings and credit
societies in Malawi.

o To develop a financially viable national association of these socie-
ties capable of providing required technical and financial services
to its membership.

o To increase society mermber savings and borrowing capacities, espe-
cially for agricultural production and rural small business develop-
ment purposes.

o To improve management throughout the system.

o To improve the financial management skills and creditworthiness of
individual members, the societies end the national association.



2. Project Beneficiaries

The principal beneficiaries of the project will be cooperative savings and
credit society members and their families located mainly in rural areas of
the country. As is shown in Table 1, about seventy percent of current
membership receives an annual family income of MK 146 ($183) or'approx-
imately US$37 per capita for a typical family of 5. Average annual

family income for all members is about MK 437 ($546).

3. Relationship to Government of Malawi Development Goals

Consultation with officials of the Ministry of Trade, Industry and Tourism
(MTIT), the Economic Planning Division (EPD) and the Development Divi-
sion of the Office of the President, the Ministry of Agriculture and Natural
Resources (MANR), the Treucury, and the Ministry of Community Develop-
ment (MCD) identified the following national development goals as consis-
tent with those of the project:

o Encouragement of rurally based, economically viable development
institutions.

o Expanded smallholder agricultural prodpection.

o Introduction of improved agricultural technologies.

o Expansion of small-scale agro-based industries.

o Increased rurai entrepreneurship.

o Improved financial management skills among the poor.

o Development of practically-oriented adult literacy programs and
materials for rural groups.

4. Project Descriptioli

The project is designed to provide technical, financial and commodity

assistance to the Malawi credit union movement for a period of five



AVERAGE MEMBER CASH INCOME BY INCOME GROUP*

LY Ry OV

(1980 Sample Survey)

* Based on society member estimates of proportion of total society membership in each

income group and the average cash income of all members in that group.

HIGH MEDIUM LOW

Income Group: MK 1501-5000) MK S01-1500) MK 0-500)

Name of Total Avg. No. Avg. No. Avg. No.
Society Members Income Mbdrs. % JIncome  Mbrs. % Income Mbrs. %
Euthini 1,890 4,000 95. (S) 1,200 151 ( 8) 100 1,644 (87)
Nkhomenya 814 2,000 16 (2) 510 570  (70) 60 228  (28)
N. Rukuru 72 3,000 7 (5 | 1,000 20 (28) 500 47  (65)
Madisi 694 2,000 62 (9) 600 209  (30) 200 423 (61)
Malawi RR 86 1,740 26 (30) 600 4 (95 288 56 (65)
Likuni 179 2,000 16 (9 1,300 22 (12) 350 141 (79)
Kafakule 236 - - - 800 12 (95) 161 224 (95)
Lunyina __400 2,000 20 (5) 800 100 (25) 200 - 280 " (70)
- TOTALS 4,371 242 1,088 3,043

GROUP AVERAGE INCOME [ 2,785 (6) 1L0§8 (25) 146 (69)
SAMPLE AVERAGE INCOME 437
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years, beginning in the last quarter of 1980 and continuing through 1985.

The basic components of project support include:

‘0 Technical assistance to the Promotion, Education and Advisory
Committee (PEAC) and its successor the Malawi Union of Savings
and Credit Cooperatives (MUSCCO) for a minimum period of three
years supplied by a resident technician furnished by WOCCU/CUNA
Gioval Projects Office.

o Short-term technical consultancy support to PEAC and MUSCCO for
a minimum of five years provided by advisors from the WOCCU/
CUNA Global Projects Office and the Africa Cooperatives Savings
and Credit Association (ACOSCA).

o Financisl assistance to MUSCCO for budget support for a pericd of
five years and a partial contribution to its Central Fund (capital
base) which will be used to provide institutional development assis-
tance to its member societies.

o Commodity support including one project vehicle, motoreyeles for

MUSCCO fieldworkers, audio-visual equipment, training materials,
and office equipment.

If additional project assistance proves nécessary beyond 1985, a second
limited project will be designed to provide the requisite support to the
MUSCCO system until financial self-sufficiengy is attained. It should be
clearly understood, howéver, that AID participation in the current project
in no way represents an ongoing commitment to support future MUSCCO

programs.

End-of-Project Conditions or Results

By the end of the project, the following conditions should have been
achieved:
o MUSCCO System Capability:
MUSCCO will be capable of performing routine internal manage-
ment and society service functions with minimal need for external

technical assispance. (See Section D.2.1).

o System Growth Expected:



Indicators

Society Level:

Number of Societies
Membership
Member Savings (MK)

Family Beneficiaries

MUSCCO Level:

Central Fund Total
Member Shares

Staff Trained
Earned Income (MK)
Expenses (MK)

(%) Self-Sufficient

5

TABLE 2

EXPECTED SYSTEM GROWTH

Start-of-Project
(Year-End 1980)

End-of-Project
(Year-End 1985)

Percentage
Increase (%)

24
7,742
363,000
38,710

300
10,549
34

39
16,213
1,044,100
81,065

107,700
67,700
9
21,000
60,787
358

63%
109%
188%

63%

350%
6,900%
4765



MUSCCO Services to Member Societies in Place:

Institutional development and production loans, if feasible, to
member societies utilizing loan capital mobilized through the
central finance system. ("Institutional development loans")
include medium-term loans to societies to finance paid-managers
salaries, the purchase of adding machines and safes and the
purchase of construction materials to build society offices;
"production loans" are for small-scale agricultural and business
purposes).

Risk management service (fidelity bonding, if feasible; loan
protection and life savings insurance).

Stationery supply service (the sale of office supplies and equip-
ment to member societies).

Education and extension assistance service (through MUSCCO
fieldworkers providing training, technical assistance and super-
visory services to member societies).

Loan collection service, if feasible (specialized MUSCCO assis-
tance to member societies experiencing loan recovery prob-
lems).

Member Society'Service Capabilities and Level of Operations:

Representative societies meeting basic management standards,
especially financial control and credit administration (see Sec-
tion D.2.2).

Current annual growth rate in mpvement-wide membership and
savings increased by 30%.

Member societies participating on an eligibility basis in MUSCCO
institutional development and, if feasible, production eredit on-
lending program.

Paid society managers employed where feasible.
Expanded participation of women in society services.

Improved coordination with other public and private develop-
ment agencies, particularly in the areas of agricultural tech-
nical assistance, input supply, farm marketing and small busi-
ness development.

Bi-annual audits and/or examinations of society accounts per-
formed by either MUSCCO or the Ministry of Trade, Industry
and Tourism (MTIT) Cooperative section personnel.



B. PROJECT BACKGROUND

1

Proposal Development

The origin of this proposal was a request for a éredit union develop-
ment feasibility study made by the Permanent Secretary, Ministry of
Trade, Industry and Tourism to the Africa Cooperative Savings and Credit
Association (ACOSCA) in September, 1976. In response. ACOSCA, assisted
by WOCCU/CUNA Global Projects, conducted a study in May, 1977 on

the status of Malawi's savings and credit cooperative movement and its
potential for future development, which was submitted to the Ministry

of Trade, Industry and Tourism for discussion and review later that year. .

In March, 1979, after a series of follow-up visits to Malawi by ACOSCA
and WOCCU/CUNA Global Projects personnel and fufther discussions with
Government of Malawi and PEAC Officials, WOCCU/CUNA Global Projects
submitted a draft project proposal to MTIT which received Treasury approval
in August, 1979. The Malawi government subsequently requested that a
second project feasibility study be conducted in early 1980 to resolve

additional issues not previously identified.

This second project feasibility study—upon which this proposal is based—
was conducted in Malawi from March 11 to April 12 of 1980 by a seven-
man study team composed of two specialists from WOCCU/CUNA Global
Projects, the Southern Regionul Manager of ACOSCA, the MTIT Industrial
Economist and the Cooperative Auditor and two PEAC staff-members. '

A detailed survey questionnaire was prepared jointly by study team mem-



bers to collect the necessary data on a sample of eight representative
cooperative savings and credit societies located in the three administra-
tive regions of the country. In add.iéic;n, extensive interviews on project;
related matters were held with the Promotion, Education and Advisory
Committee (PEAC), Ministry of Trade, Industry and Tourism (M‘TI'I‘), Office
of President and Cabinet (Economic Planning Division and Development
Divison) Ministry of Agriculture (MANR), Ministry of Community Develop-
ment (MCD), and USAID officials. In total, over 196 man-days of effort
were expended by the study team in the field collection of data for this

proposal.

Prior PVO Experience

The implementation of the proposed development project will involve

three credit union organizations: the Africa Cooperative Savings and
Credit Association (ACOSCA); the Malawi Promotion, Education and Advi-
sory Committee (PEAC) and its successor national association, the Malawi
Union of Savings and Credit Cooperatives (MUSCCO); and the World Council
of Credit Unions/Credit Union National A:ssociation Global Projects Office
(WOCCU/CUNA-GPQ). Collectively these three organizations bring to the
project expertise based on nearly seven decades of experience in credit
unijon development work. A brief description of the capabilities of each

is provided below:

2.1 PEAC and the Malawi Union of Savings and Credit Cooperatives

The Promotion, Education and Advisory Committee (PEAC) was or-
ganized in 1972 with the collaboration of the Ministry of Trade, In-

dustry and Tourism, as & voluntary non-profit association whose ob-



jective was the promotion and development of cooperative savings
and credit societies in Malawi. The committee has nine elected
members, all of whom are credit union leaders and serve without
compensation. PEAC activities are financed primarily through private
donations from such agencies as the .Africa Cooperative Savings and
Credit Association (ACOSCA), the Konrad Adenauer Foundation (KAF)

and the Swiss Lenten Fund.

In 1975, ACOSCA obtainéd funds for PEAC to hire its first field-
man. A second fieldworker for the northern region was added in
early 1979 to assist in promotional activities. During the last five
years, PEAC has demonstrated its effectiveness as a national pro-
motional and representational body serving the development needs

of cooperative credit &nd savings societies in Malawi. For example,
largely due to PEAC's efforts, the number of member societies

has more than doubled to its present level of 18, individual member-
ship increased five-fold to its 1979 level of 6,363 and total society

assets reached MK 318,152 (an eight-fold increase).

At present, steps are underway to form a national association of
cooperative savings and credit societies as a successor organization
to PEAC. The new association, (MUSCCO), will function as a na-
tional second-degree cooperative savings and credit society and will
provide financial and cther services to its primary society owner-

members; registration of MUSCCO is expected during 1980.
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2.2 ACOSCA

2.3

The Africa Cooperative Savings and Credit Association was formed
in 1968 by leaders of the credit union movement in seven African
countries. Today ACOSCA represents 22 national affiliates, move-
ment savings in excess of $115 million, and a total membership of
more than 1.4 million. ACOSCA serves .its affiliates from head-
quarters in Nairobi, Kenya and through Regional Offices and Train-
ing Centers located in Maseru, Lesotho; Lome, Togo; and Nairobi,

ACOSCA Headquarters personnel, in addition to the Executive Secretary

and his administrative staff, include specialists in central financial

systems, education/training, risk management/insurance, and credit

union promotion, organization and development.

Since its founding in 1968, ACOSCA has played the lead role in

development of the credit union movement in Africa and has 2 demon-

strated cepability in project development, management and evaluation. .

ACOSCA has directed the operation of small farmer production credit
programs through its member nationfl]l associations. in Lesotho and
Cameroon. ACOSCA staff, in addition to participation in the develop-
ment of this project, have also participated in studies and other pro-
ject development and management activities in Ghana, Kenya, Liberia,

Zambia, Swaziland, Sierra Leone, Botswana and Togo.

WOCCU/CUNA Global Projects

The WOCCU/CUNA Global Projects Office serves as the principal
source of technical assistance support for international credit union

development in the developing world. Supported by the Credit Union
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National Association (CUNA) and by U.S.A.LD. Grants through CUNA,
the Global Projects Office responds to technical assistance, training
and project development requests made by confederations affiliated to
the World Council of Credit Unions. CUNA involvement in interna- |
1

tional development began in 1954 with a program designed to intro-
duce the credit union idea to developing countries. In 1962, the.
first of several agreements with AID was signed, supplementing funds
from the U.S. credit union movement. More than a decade of tech-
nical assistance has since resulted in formation cf regional confedera-

tions in Latin America (COLAC), Africa (ACOSCA), the Caribbean

(CCCU) and Asia (ACCU).

Specific involvement in Africa dates from 1964 when & grant by the
Michigan Credit Union League Fouﬁdation permitted CUNA to provide
assistance led to the establishment of national associations in Kenya, |
1anzania and Uganda. CUNA supported the establishment of ACOSCA
in 1968, and a Global Projects technician was assigned to ACOSCA in
1970 to assist with its development broé;ém. Since 1974, Global
Projects technical personnel have helped coordinate small farmer
production credit programs in Cameroon and Lesotho. Through its
Washington staff and access to the technical capabilities of the world-

wide credit union movement, Global Projects is in position to provide

specialized assistance to the proposed project.

3. Host Country Activity in Program Area

In addition to the Promotion, Education and Advisory Committee activity
described above, the Government of Malawi has provided substantial sup-

port to the development of the cooperative savings and credit society
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movement. The Ministry of Trade, Industry &nd Tourism (MTIT) has played
an important role along with PEAC's leadership in the development of the
savings and credit society movement. Two MTIT officials participated ir;
the MUSCCO Development Project field study and the Ministry' providéd
secretarial services and office space. ' In requesting this projeet proposal,
the Ministry has indicated its continuecd support for the development of
the Malawian credit union movement; this was reconfirmed in interviews

with ranking Ministry officials during the recent survey.

The Ministry of Agriculture and Natural Resources (MANR) has also ex-
pressed interest in the project. Since 1972, MANR has been promoting
the orgz.mization of Farmers Clubs in the . areas. These voluntary
clubs, which receive in-kind group loans from MANR for agricultural
production purposes, share much in common with existing savings and
credit cooperativés in terms of organizational structure and operation.
Due to these similarities and MANR's own desire to avoid any unnecessary
overlap of resources and activities, MANR has held a number of discus-
sions with PEAC and MTIT concerning the possibility of closer colla-
boration between cooperative savings and credit societies and farmers
clubs and concerning the feasibility of converting some of the more mature
clubs into savings and credit cooperatives. If feasible, this would allow
MANR to significantly reduce its supervisory responsibilities over these

mature clubs and focus more of its group-lending operations on other

clubs in greater need of assistance.
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C. PROJECT ANALYSIS

1. Current Status of the Malawi Savings and Credit Cooperative Movement

1.1

Achievements

At 31 December 1979, there were 18 registered cooperative savings

and credit societies operating in Malawi. Total society membership
was 6,363 with aggregate member savings of MK 281,517 ($351,896),
total loans outstanding to members of MK 293,525 ($366,906) and

total society assets of MK 318,152 ($397,690) as shown in Table 3.

The most notable feature of the Malawi savings and credit coopera-
tive movement is its rural character. Sixteen of the eighteen credit
unions in operation in 1979 were located in rural areas, representing
approximately 95 percent of total membership and 98.5 percent of
total savings. The vast bulk of the members were smallholder far-
mers, small rural producers and petty traders. Only two urban socie-
ties are currently operating. Organized along occupational lines, their
membership is limited to employees of Malawi Railways Ltd. and a

school employees group. Both are situated in the Blantyre area.

Society lending is primarily oriented towards the rural sector, as
shown in Table 4. In the seven societies that were sampled, 54% of
the loans were granted for agricultural purposes with an average
loan value of MK 43 ($54). Small business and trading loans were
the second largest category comprising about nineteen percent of the
number of loans disbursed. The average business loan size was more

than twice that of agricultural loans (MK 93 versus MK 43), and total
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TABLE 3
MALAWI CREDIT UNION MOVEMENT

AS OF 31 DECEMBER 1979

Number of urban
and rural societies Total Total Total Loans Total Socie
in each region Membership Savings (MK) Outstanding (MK) Assets (MK

Northern Region:

Urban - - - - -
Rural 9 4,628 228,741 241,794 258,041
Subtotal 9 4,628 228,741 241,794 258,941

Central Region:

Urban - - - - -
Rural 6 1,421 48,434 46,711 53,906
Subtotal 6 1,421 48,434 46,711 53,906

Southern Region:

Urban 2 306 4,175 4,935 5,117
Rural 1 8 _ae7 85 188
Subtotal 3 314 4,342 5,020 5,305
TOTALS 18 6,363 281,517 293,525 318,152

Source: PEAC Statistics, 31 December, 1979. (See Appendix II for more detailed
society statistics).
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TABLE 4

CREDIT USE IN 7 SAMPLED SOCIETIES

1978-80

Amount Ayeraée Loan Size
Loan Purpose (MK) (%) Number (%) : (MK)
Agriculture 22,369  (45.3) 522 (54.3) 43
Business 17,253 (34.9) 185  (19.2) 93
Education 3,373 ( 6.8) 99  (10.3) 34
Housing 3,176 ( 6.4) 27 (2.8) 118
Household 1,077 ( 2.3) 61 ( 6.3) 18
Health 318 ( 0.6) 20 ( 2.1) 16
Refinance 593 ( 1.2) 14 ( 1.5) 42
Personal 850 (1.7) 16 (1.7) 53
Other 406 ( 0.8) 18  ( 1.8) 23

49,415 (100.0) 962  (100.0) 51
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business lending represented about 35% of societies' loan portfolios.
Significantly, loans for educational purposes, including transport costs
and school fees, was the third largest loan category, representing

about 7% of loans granted and over 10% of their total value.

Some important features of socieiy loans to members according to
sample survey data include:
o They are provided "in-cash" rather than "“in-kind".
o They are relatively small in size, averaging MK 51 per loan.
o They are primarily used for agricultural purposes.

o They provide members with increused access to important
public services such as health care, education, ete.

o They are used to finance locally-based, employment-generating
production activities.

o They provide a source of low-cost, short-term credit not pres-

ently available from other commercial or public credit insti-
tutions.

In addition to the valuable loan ser!ices, savings and credit societies
provide members with a convenient and safe place to save located

in their community and which offers them a reasonable rate-of-
return on their investment. In addition, most societies‘ offer term
life insurance on bo‘h savings and loan balances—the only type of life
insurance available to Malawi's rural poor. All of these factors have
contributed to a steadily rising level of average savings per member.
Year-end average savings account balances increased during the last
five years from MK 29.45 in 1975 to MK 44.20 in 1979—in spite of

limited PEAC support and rapid membership growth.
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1.2 Current PEAC Activities

PEAC is currently the only national-level, voluntary body represen-
ting the credit union movement in Malawi. Organized in 1972 with
the collaboration of MTIT and the Mzuzu Diocese, PEAC provides
limited promotional, technical and training support to the credit union
movement. Since 1972, PEAC has co-sponsored a series of national
and international credit union seminars with ACOSCA to train approx-
imately 162 government officials and credit union leaders in credit
union philosophy, organization and management. At present, PEAC
employs two fieldmen with expenditures for the nine-month period

ending December 31, 1979 amounting to approximately MK 8,000 ($10,000).

1.3 Potential for Growth and Development

o Movement Growth

Movement growth since the establishment of PEAC in 1972 has
been remarkable. During the 1975-1979 period, for example,
total membership increased at an annual.compound rate of
91%, total savings at 67% and total loans outstanding at 85%

as shown in Table 5.

Additional growth in the movement's total membership and
beneficiary population, savings mobilization and loan services,
will result from strengthening the managerial and service capa-
bilities of MUSCCO and its member societies. PEAC staff and
the study team estimated that the project will increase the
current annual growth rate of membership, savings and loans by

at least thirty percent. This is probably conservative, given
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TABLE 5.
GROWTH INDICATORS 1975-1979

. COMPOUND
| - ANNUAL
INDICATORS 1975 1976 1977 1978. 1979 GROWTH R
i
§
No. of Societies 8 11 14 15 19 24% %
i
No. of Membership 1,235 2,558 3,672 5,334 6,363 51%
Total Savings K36,368 K88,127 | K140,811 K210,660 | K281,516 67% |

Total Loans Outstanding K25,268 K77,430 | K126,685 | K201,235 | K293,525 85%

Total Assets K41,717 K92,645 K150,522 K228,517 K318,152 66%

Source:

PEAC Statistics, December 31, 1979.
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the planned expansion in MUSCCO -and society service capatilities.
In terms of individual societies alone,‘ MUSCCO currently has
pending ofgt;nilzz;ation/registration applications from 20 pre-
cooperative groups—more than the total number of societies in

operation at this time (April 1980).

In addition, there is vast, untapped potential among salaried
employee groups. Total paid employment averaged nearly
340,000 during 1978 (the last year for which data are available),
with total annual earnings in excess of MK 140 million. Even
a five percent annual savings rate in potential societies organized
within these groups would dramatically increase the pool of
savings mobilized by the MUSCCO system. Of course organi-
zation of paid employee groups is not the major focus of the
project. It will however diversify the movement's savings and
potential income base and strengthen complementary insti-
tutional links between the rural and urban sectors of Malawi's
economy. Even where the credit union movement is highly
urbanized (as in Kenya), society data show that membership is

concentrated in the lowest occupational and salary categories.

Savings Mobilization

The rapid growth in individual member savings during the last
five years provides ample evidence that even the poor can
save. Average savings balances per member have increased
about 1.5 times from K 30 to K 44 in 1970. Movement data

indicates that average savings per member in 1979 were about
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MK 36, Jn combination with survey estimates of member
family incomes, it cppears that the.propensity to save was
about 4.5% of the sample's median family income level of MK

359, and about 3.7% of the sample average of MK 437.

Growth in Loans-to-Members

Loans-to-members have increased significantly since 1975, rising
from K 25,268 to K 293,529 in 1979. According to sample
data, most of these loans have been for agricultural purposes,
i.e. to finance the purchase of fertilizers, improved seed, oxen
and food processing equipment (maize mills, for example).
Business loans were used to build up inventory stock and working

capital.

Credit and savings societies are also allocating a much larger
proportion of their total capital to member loans than in earlier
years. Illustrative of the increasing importance that societies
now give to member loans is seen in the changing loan-to-
asset ratio for the movement as a whole, which has risen from

a low of 0.61 in 1975 to 0.92 in 1979.

Increased Member Education and Training

PEAC field officers continue to provide limited on-site assis-
tance to existing societies in a number of areas: member and
savings promotion, bookkeeping, loan processing and delinquency

control. However, funding and manpower constraints have



severely limited PEAC's ability to provide its member societies
. With the necessary training support. Most sampled societies
‘continue to report technical training as their most important

assistance need.

o Development of the National Association (MUSCCO)

MUSCCO—PEAC's successor—is expected to be legally registered
as a second-degree cooperative savings and credit society in
1980. Previously, PEAC's effectiveness in promoting the de-
velopment of cooperative savings and credit societies in Malawi
was limited by insufficient financial resources to support its
activities and the lack of legal identity which hindered its
ability to mobilize government support for the program. With
the creation of MUSCCO, a strong foundation will be laid for

future development of the movement.

1.4 Problems and Needs

Interviews with government officials, PEAC officers and data col-
lected in the sample survey identified a number of problems which
are presentlyA constraining movement development in Malawi. They
include:

o Lack of trained manpower and paid society managers

o Insufficient member education in the use of credit

o Lack of adequate office accomodation, safes and equipment

o Limited participation by women in society services and leader-
ship.

o Inadequate audit and supervision of society accounts

o Poor loan application review and approval procedures



o Loan delinquency and related liquidity and earnings problems
-0 Inadequate funds to meet member loan demand

o Lack of trust in cooperative institutions due to widespread
failure of cooperatives organized during the sixties.

o PEAC's lack of legal standing

Sampled societies were asked during the survey to identify the types
of assistance which they would need from MUSCCO to resolve these
problems. These MUSCCO services, in the priority order assigned by

society members and leaders, are shown in Table 6.

2. Economic Effects of the Project

2.1 Savings Mobilization and Capital Formation

One important economic efféct of the proposed project will be the
increased mobilization of personal savings at the. community level.
Current projections indicate that with project assistance total member
savings will reach a level of MR 1,044,00'0 ($1,305,125) by 1985, if
the targeted 30% increase in the current growth rate is achieved. In
an economic sense, by the end-of-project an additional MK 157,200 in
financial savings will have been generated and institutionalized which,
without the project, would not have been available for development

purposes.

These additional savings balances will provide extra financial security
to individual members and their families as well as serve as an addi-
tional fund of self-generated loan capital available to finance indi-
vidual member development needs. If the project's growth targets

are achieved, total credit union capital invested in productive activities
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TABLE 6
ASSTISTANCE NEEDS AT SOCIETY LEVEL

Priority Order Description of Service Need
1 Training (member and committee)
2 Central Finance (society interlending through MUSCCQ)
3 Technical Support
4 Buildings (credit union facilities)

Equipment (furniture, adding machines, safes, etc.)

6 Insurance (fidelity bonding, life savings and loan
protection)
7 Auditing
8 | Stationery (office supplies)
9 Supervision
10 Promotion
11 Loan Collection

12 Representation
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should exceed MK 750,000 by 1985 which would represent a signi-

ficant addition to Malawi's current capital base.

Increased Access to Institutional Credit

L]
The additional member savings mobilized through the project will
allow credit unions and MUSCCO to e::pand the present level of

institutional lending to individual members from its 1979 level of MK

293,525 ($366,906) to an end-of-project value of MK 939,700 ($1,174,600).

The budgeted capital contribution of $31,744 will augment capitalization

of MUSCCO's central finance fund to be used initially for providing

institutional development loans to member societies.

In addition, the project will allow an increasing number of Malawi's
poor to gain improved access to low-cost credit services hitherto
unavailable. _Few of Malawi's rural poor currently have access to
low-cost cash loans from other institutional sources, since they lack
the collateral (land title, other ﬁortgageable property or assets)
demanded by commercial lenders. Consequently they must often rely
on local moneylenders to finance their immediate cash needs e.g. to
buy inputé, hire harvest labor or acquire working capital. Interest -
rates charged by moneylenders are typically high, ranging up to 120%
per annum on harvest loans and up to 100% per month on short-term
providential loans. In contrast, society interest rates are currently
12% per annum, which greatly expands the profitable investment
alternatives available to the small borrower, while increasing the.

proportion of earnings from those investments which he may retain.

Increased Emplovment and Income

Four-fifths of all society loans are for small-scale agricultural, busi-
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ness and trading purposes (see Table 4). In general, such activities
are highly labor-intensive, require few skills and utilize local human
resources thus creating additional job opportunities in the area. In
the study sample, the vast majority of all agricultural loans (which
constituted approximately 50% of all loans granted) are either to hire
farm lobor or to purchase chemical fertilizers to improve crop yields

—both of which tend to increase the demand for labor services.

It is expectcd that the expanded lending generated through the pro-
jeet will produce a significant rise in member incomes not only by
increasing local employment opportunities, but by giving the borrower
the flexibility to invest in new production technol.oo;ies such as im-
proved maize production which offer higher rates-of-return varying

from 80 to 108%.

Low-Cost Production Systems and Appropriate Technology

The project will support the growth and development of low-cost
production systems in two ways; first, through the strong labor-inten-
sive bias of current credit union lending; and second, via the special
emphasis that credit unions place on institutional and financial self-
sufficiency at the society and national association levels. Both of
these project features should tend to encourage the adoption of least-
cost production and service delivery systems, given Malawi's unique

socio-economic conditions.

The technological implications of this project relate to the following
points: 1) the general issue of the appropriations of the credit union

organizational model for Malawi; 2) the impact of credit union finan-
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cing on the production technologies employed by borrowers; and 3)
the appropriateness of new financial management technologies intro-

duced as part of the project.

The cooperative and voluntary nature of cooperative savings and
cradit societies makes these institutions especially adaptable ’to local
social and economic conditions. Moreover, the organizational tech-
nology, which focuses on a single commodity—money—is both simple
and relevant to the target population. No better test of this approp-
riateness has been the rapid development of credit unions in Malawi,
which have grown dramatically with only limited assistance from
PEAC. The impact of credit union lending on borrower production
technologies also appears to have an appropriate effect encouraging
the adoption of less capital-intensive technologies, more in tune with
the borrower's limited resource base, as explained 'in Sections C2.3-
C2.4.

Finally, the new financial manageme‘ht technologies introduced under
the project will be largely refinements of techniques already in use.
Furthermore, the democratic and voluntary nature of these institu-
tions should tend to encourage the introduction of new techniques and
methods which would be beneficial to the majority of the mem-

bership.

Education and Training

The education and training activities initiated by PEAC will be con-

tinued and expanded during the life of the project. Approximately
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1,000 credit union leaders and officials will be trained in various
aspects of credit union management, accounting, technical assistance,
improved agricultural and small business management. In addition,
thousands of credit union members, farmers and businessmen will
réceive ad hoe training via planned open seminars, general me‘etings

and periodic extension visits by MUSCCO staff.

The impact of these training activities will extend beyond Malawi's
cooperative savings and credit society movement. Evidence {rom

other African and Latin American countries indicates that many of

the management skills learned spill over into other sectors of the
economy as national association and credit union leaders and employees
migrate into new management positions in other fields of business and

government.

3. Socio-Cultural Factors and Environment

The democratic and voluntary nature of cooperative savings and credit
societies makes these institutions especially “adaptable to Malawi's social
and cultural conditions. Credit union and national association leadership

is elected by the general membership and leadership turnovers are frequent
allowing for new ideas to be absorbed and encouraging the continued

participation of diverse groups in movement decision-making.

The success of the credit union movement to date is a major indicator of
the consistency of the organization's structure and potential impact with
the traditions and values of Malawi. The rapid growth experienced in

credit union membership to nearly 6,400 in the last eight years suggests



s 28 ¢

that many Malawians perceive participation in credit union activities and

services as a positive factor in their economic lives.

3.1 Participation of Women

An important objective of the project will be to increase the involve-
ment of women in credit union activities. Currently, the proportion

of women credit union members is quite low, ranging from 5-13 percent
of total sampled membership. This contrasts with higher rates achieved
in other African countries such as Kenya (23%), Sierra Leone (45%)

and Lesotho (75%). The proportion of women members in Malawian
credit unions, however, will undoubtedly increase as the credit union
movement develops. If experience in other African countries can

serve as a guide, women's participation rates rise as the scope of

credit union activities expands.

3.2 Increased Food Production and Distribution

Over half of all society loans are for agricultural production activities,
primarily to finance the purchase of chemical fertilizers and improved
seed. Since the vast majority of these member borrowers are small-
holders, most of these loans are used to increase production in tradi-
tional food crops such as maize, groundnuts and beans, much of which
is destined for home consumption. The project will substantially
increase the volume of lending to this agricultural group and in doing

so will have a positive impact on food production and distribution.

4. Poorest Majority

By the end-of-project, it is estimated that over 16,000 credit union mem-

bers representing about 81,000 family members will have joined. The
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majority of this population will be small farmers from the lower income

groups with average annual family incomes below $206.

Two related objectives of the project are the expansion of credit union
promotion to lower-middle and middle income wage earners (who tend to
have surplus savings) and the development of a MUSCCO central finance
system. One of the primary functions of central finance will be to pro-
vide a mechanism for transferring the surplus savings generated by those
relatively better-off groups to rural credit unions where member loan

demand generally exceeds available funds.

5. Institutional Impact

A fundamental precept of credit union development is that sustained
improvement of individual member welfare is contingent on the develop-
ment of technically sound and financially viable credit union institutions.
The principal objectives of this project are wholly directed towards the
creation of a strong, economically-viable éredit union financial institution
at the national and society levels which can”provide cooperative savings,
credit and related services to an increasing number of Malawi's rural and

urban population.

D. DESIGN AND IMPLEMENTATION

1. Objectives
The Malawi cooperative savings and credit society movement includes
three basic elements: the member, the society, and the national associa-

tion. The project is designed to achieve balanced growth and development

for each.
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Accordingly, the project implementation strategy envisions achievement 6f
three objectives which will strengthen the movement's financial and technical
service capabilities. This will enable the movement to systematically
address economic and other needs of .its membership and their .commu-
nities. The first objective relates to development at the national level,

the second to improving society growth and operations at the local level,
and the third to establishing a strong institutional and economic base
necessary for attainment of financial self-sufficiency by the system as a

whole.

These project objectives are:

o MUSCCO Development

By end-of-project, MUSCCO will be capable of performing routine
internal management functions and providing essential financial and

technical support services to member societies.

o Society Development

By end-of-project, operational capabilities of member societies will be
significantly improved, resulting in substantial increases in the system's

total membership, savings and loans.

o Financial Self-Sufficiency

By end-of-project, &n institutional base will be established enabling
MUSCCO to expand its development finance operations in order to
gencrate revenues required to reach financial self-sufficiency within a

reasonable period of time.
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Strategy

The strategy for achievement of each of the project objectives is discussed

below:

2.1 MUSCCO Development

The project strategy related to this objective involves: 1) provision
of the resources required to employ and retain sufficient MUSCCO
staff to strengthen an expanding credit wnion movement; and 2) appli-
cation of those technical resources necessary to define essential
MUSCC9 functions and procedures as well as to ensure national
association staff capability to perform them adequately. Using an
institutional analysis approach developed by WOCCU/CUNA Global
Projects, the Resident Technician will assist MUSCCO to: 1) determine
its institutional goals; 2) specify the operational objectives necessary
to fulfill these goals; 3) define the organizational functions related to
each output objective; 4) design appropriate operating systems for
each function, including minimum performance standards; 5) design
and implement systematic training activities; 6) prepare step-by-step
descriptions of each required process or procedure for inclusion in a

MUSCCO operations reference manual.

By the end of the project (1985), it is expected that the MUSCCO
system will be essentially self-sufficient in terms of its basic technical
needs. Nevertheless, additional technical assistance will probably be
required to address the more sophisticated issues and problems which
the development process itself will generate. The ACOSCA Southern
Regional Office will be capable of meeting the major portion of

those needs by end-of-project.



Key intermediate development objectives to be achieved in the course
of implementing the MUSCCO development strategy are summarized

as follows:

ORGANIZATION

1) Registration of MUSCCO as a second-degree, national cooperative

society.

2) Implementation of the following PEAC-approved initial organiza-

tional structure shown in Figure 1.

2.1) Services management, including central finance operations,

will be the responsibility of the Assistant General Manager.

2.2) Should movement growth require it and funds be available,
Assistant Field Officers will be appointed. Initially, it is
expected that Peace Corps Volunteers will act in this capa-

city.

2.3) Minimum qualifications for Field Officer posts will include:

o Appropriate experience in cooperative savings and
credit society operations and management.

o Demonstrated skill in society accounting, budgeting and
auditing.

o Experience in conducting formal and on-the-job training
activities.

o Excellent motivational, human relations and cormimunica-
tions skills.

MANAGEMENT

1) Institutional analysis of MUSCCO system development needs com-
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pleted, five-year development plan prepared and initiated.

2) Basic system designed, completed, and staff trained in their opera-

tion; initial systems to include:

2.1) An organizational planning system identifying goals, requir:d
policies, implementation strategies, measurable objectives

(output targets) and evaluation methods.

2.2) Financial management systems for budgeting and funds appro-
priation; cash flow anealysis and control; accounting, reporting
and auditing procedures; billing, collection and funds transfer;
capitalization and central fund management; costing and

pricing of services.

2.3) Operations management systems for planning, implementa-
tion, evaluation, and information management in each MUSCCO

program or service e-ca.

2.4) Personnel system, including basic policy and procedures for
development of task-based job descriptions; objective perfor-
mance appraisal standards; position grading and incentive

system.

~ 2.5) Office administration systems, including filing; petty cash
receipts and disbursements; job and report scheduling; inven-

tory control.
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2.6) Training system, including: needs identification; program

design, implementation and evaluation; materials preparation.

CAPITALIZATION AND CENTRAL FINANCE

1) Capitalization system approved by General Meeting of MUSCCO's

member societies and implemented on an equitable basis.

2) MUSCCO credit policy and lending system designed, approved by

Board of Directors, and implemented.

SOCIETY SUPPORT SERVICES

1) Field services (education, training and supervision) systems and

procedures designed and implemented.

..2) Risk management: fidelity bonding program implemented, if feasible

and possible.

3) Standard society stationery (accounting forms) designed, produced

and made available for sale to all societies.

4) National advertising and promotion program established on a shared-

cost basis with societies.

5) Feasibility of establishing other services (including loan collec-

tion assistance for member societies) determined.

Society Development

The strategy for achieving this project objective involves building a |,
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national system of creditworthy primafy societies, capable of mobi-
lizing increased amounts of savings and administering both internal
and external loan funds. Key components of this strategy will inclucie:
improved technical assistance by MUSCCO to its member spcieties;;
granting of institutional developmént loans to eligible societies; in-
tei.sive promotion of membership and savings growth in existing socie-

ties and organization of new ones; development of new financial

services at both the MUSCCO and society levels.

TECHNICAL ASSISTANCE TO SOCIETIES

The frequency and quality of technical assistance to member societies
will be improved by: 1) increasing the number of Field Officers from
2 to 3, while reducing their administrative duties through creation of
a MUSCCO managerial and support staff; 2) providing motorcyecles for
Field Officers and a four-wheel drive vehicle for office staff to
decrease transport delays; and 3) adapting the previously mentioned
WOCCU/CUNA Global Projects instiEutional analysis techniques to
develop and document improved society management systems to be

implemented by MUSCCO Field Officers.

The field staff will be trained to employ a systematic society inspec-
tion/examination procedure to identify all major financial and manage-
ment prublems related to society operations and to implement approp-
riate solutions. Their training will include: society bookkeeping and
accounting; financial break-even analysis, forecasting and budgeting;
membership and savings promotion; standard society inspection and
audit procedures; risk management program operations; credit adminis-

*tration and delinquency control.
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The operational strategy for transferring these improved management
techniques to societies will include:

o National, regional and local seminars for society committee
members

o Intensive society manager/treasurer training programs

o On-the-job training and supervisory visits to societics by MUSCCO
Field Officers

These training and on-the-spol technical assistance activities will be
objectives-based. That is, they will be designed to achieve specific
institutional development objectives ideﬁtified during needs assess-

ments and examinations performed at the society level by MUSCCO
Field Officers. Successful implementation of these technical assis-
tance activities will be measured in part by the number of societies

meeting the following basic management standards.

1) Record-keeping: fully implemented filing system based on MUSCCO

guidelines; appropriate storage facilities; members register up-to-

date.

2) Reporting: monthly financial statements and risk management
coverage reports submitted to MUSCCO by the close of the follow-
ing month; delinquency reports prcp‘ared at least quarterly; names
of directors submitted to MUSCCO annually; annual loans granted

report submitted to MUSCCO; committee minute books up-to-

date.

3) General management: written policies approved and implemented

(including personnel, administration, services, membtership); annual
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work plan implemented; regular committee and general member-

ship meetings.

4) Financial management: annual budget prepared and reconciled

\
with actual performance quarterly; books of account up-to-date;
bank reconcilements up-to-date; bad debt reserve established;

delinquency 10% or less ot total portfolio.

5) Internal control: cash count performed monthly; subsidiary led-

gers reconciled quarterly; passbooks reconciled bi-annually; society

inspected annually and audited bi-annually.

6) Credit administration: written loan policy approved and imple-

mented; MUSCCO-approved, detailed credit committee minutes
format employed; delinquency control and loan collection systems

implemented; loan write-off policies and procedures implemented.

7) External obligations: MUSCCO dues, capitalization, loan repay-

ments and service fees fully paid; ACOSCA dues fully paid.

INSTITUTIONAL DEVELOPMENT LOANS

Institutional development loar;s from the MUSCCO central finance
facility will enable eligible societiez to meet the costs of buying
essential office equipment (adding machines, calculatc. and safes),
paying manager salaries, and building appropriate office facilities or
haking improvements to existing'ones. While relativeiy small (an
estimated upper limit of probably MK 1,800 to MK 2,000 each), these

loans would provide an important stimulus to the MUSCCO system's
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growth and development. Credit union experience in other developing
nations suggests that the major benefit of Sl'Jch a program is growth
at the society level and increased and improved services to members
and their communities. Employment of a full- or part-time manager
and the opening of an office typically increase society growth rates
by: facilitating savings deposits and loan repayments by membets;
creating opportunities for new members to join; improving public
confidence in the society and the security of members' funds; pro-
viding a convenient meeting place for membership promotion, train-

ing, and educational activities.

Additional benefits of the institutional development loan program
include: 1) incentives for member societies to meet their capitali-
zation and dues obligations to the national association; 2) motivating
societies to improve their operating performance in order to meet the
national association's creditworthiness criteria (such as the basic
management standards listed previously); 3) providing experience in
eyternal credit administration involving;relatively low-risk loans; 4)
generating increased earned income for the national association; 5)
stimulating the national association to improve its society manage-

ment training and support activities in order to assure recovery of its

loans.

Specific design considerations of the institutional development loan

program are discussed in Appendix I.

SOCIETY PROMOTION

Promotion activites included in the MUSCCO growth strategy involve:



: 40 ¢
o Training society leaders and managers in the design and imple-

mentation of local savings and membership growth campaigns.

o Development of a national advertising program to be funded by
societies and MUSCCO on a shared-cost basis. '

o Joint MUSCCO-government public education programs with the
Ministries of Trade, Industry and Tourism, and Community
Development. .

o Seminars and meetings with employee organizations, govern-
ment and business leaders.

o Continued coordination with traditional movement support orga-
nizations, including the rural missions.

Intermediate, end-of-project, and potential post-project growth pro-
jections based on the project objective of increasing annual growth
rates by thirty percent are shown in Table 7. The project's predic-
ted impact on movement growth, as compared to current growth
trends, is presented in Table 8. A graphic representation of the
project impact on total movement savings is shown in Figure 2. These
projections are purposefully conservative. Intensified rural promotion
combined with successful organization of key employee groups in the
public and private sectors could reSult in substantial increases over
and above the current projections. While this would put an additional
burden on MUSCCO Field Officers, it would also generate revenues
for the national association which could be used to increase its field

staff.

NEW SERVICES

Improved management and growth at the society level will create
demands for and the capability to brovide additional financial and

other member services. As part of its society development strategy,
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TABLE 7

MUSCCO PROJECT GROWTH

OBJECTIVES (1)
(SOP) (EOP)
NDICATORS (2) 1979 1980 1981 1982 1983  1984. 1985 1989
Society members 6,552 7,742 9,43 11,130 12,824 14,519 16,213 22,989

Family beneficiaries (3) 32,760 38,710 47,180 55,650 64,120 72,595 81,065 114,945

Number of societies 18 24 27 30 33 36 29 51

Total savings MK  281.5 363.0 478.7 604.6 740.8 887.3 1,044.1 1,774.0

Loans outstanding (4) MK 293.5 326.7 430.8 544.1 666.7 798.6 939.7 1,596.6

Notes:

1) Data are estimated at year-end. 1985 is considered end-of-project; 1980 start-of-
project. 1989 figures are shown to indicate potential impact after a decade of
development.

2) Financial data are thousands of Malawi kwacha.

3) Family beneficiaries represent total family members benefitted by each individual
membership; it is estimated at five times society members.

4) Estimated at 90% of total savings (the current Loan/Savings ratio is 1.043).
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TABLE 8

PROJECT GROWTH IMPACT: COMPARISON OF CURRENT TREND DATA

WITH PROJECT-INDUCCD GROWTH TREND AT EOP, 1985

(Financial data are MKOOOs)

End-of-Project Value Project Impact
Current Project-Induced Absolute Percentage
Trend Trend Increase Increase
Membership 14,258 16,213 1,955 13.7%
Total Savings MK  886.9 1,044.1 157.2 17.7%

Loans Outstanding MK  798.2 939.7 141.5 17.7%



MK000s

1,700 T

1,600-

L

1,500 4

e

1,400 1
1,300 4

1,200+

1,100
1,000+

900+

800+

700+

600+

500-

4004

L]

3004

2430
FIGURE 2

PROJECT IMPACT ON TOTAL hKWEﬁEmH‘SAVINGS

Increase due to
Project

Project Trend

W—__current Trend

e 4

Y 4 Y

\ ¢t T L t t ] + Y y *
1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989

& q

Life of Project




2.3

the project activities will include determining the feasibility of intro-

ducing such additional services as:
1) New types of savings accounts (time and savings deposits).

2) Non-share secured loans (character lending, pledged personal assets,

ete).
3) Distribution of agricultural inputs.

4) Specialized loan programs, including small farmer production credit

and small business development lending.

Financial Self-Sufficiency

The project strategy related to this objective involves strengthening
the institutional capabilities and economic base of the Malawi credit
union system. This will permit MUSCCO to institute, operate and, by
end-of-project, begin major expansion of its central finance opera-
tions. This expansion will probably include the acquisition and re-
lending of external capital to member societies. The net interest
revenues (margin) generated by these operations should ultimately

become MUSCCO's principal revenue source.

The project's development strategy does not envision MUSCCO reachin.g
financial self-sufficiency by.the end of the initial five-year as;sitancc
period. Current projections indicate that MUSCCO's revenues will

cover abnut 35% of its operating costs by 1985 (see subsection D.2.5).

Achievement of this limited objective represents the first stage in



the long term development of a viable, national eredit union financial
system in Malawi. As in other emerging nations, the credit union
development process in Malawi will probably involve some variation of
these basic stages:

Stage 1: Broad project-oriented technical assistance ind grant funding

for capital and budget items.
Stage 2: Limited focus technical assistance and concessional lending.
Stage 3: Paid consultancies and commerecial lending.

For example, several national movements in the COLAC system of,
Latin American credit unions are currently evolving from stage two

operations into the commercial market environment of stage three.

The initial, five-year component of MUSCCO's financial self-sufficiency
strategy involves application of the fingnecial plan included in section
E. This plan, while permitting periodic adjustments, will guide initial
MUSCCO operations until future alternative financial strategies can

be designed, evaluated and applied.

Preparation of the initial plan (and future ones) includes definition
and estimation of all cost and revenue items of the national associa-
tion. Cost items include staff, office and other necessary expenses

at a level of operations consistent with achievement of institutional
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development objectives and society service requirements. Revenue
items include dues, service fees, and net interest margin on central
finance operations. The resultant financial self-sufficiency strategy.
specifies in quantified, economic terms the level of investment iﬁ

1\
_manpower, training, travel, ete., required to produce movement growth

which, in turn, will generate increased income streams adequate to

support the national association.

Principal components of the initial strategy are briefly discussed
below. The various rates involved should be considered flexible; they
reflect initial decisions of PEAC but are naturally subject to change

in response to movement needs and financial market conditions.

CAPITALIZATION

Society share investments will be the major source of equity capital
for MUSCCO. In addition to voluntary shares, societies will be expec-
ted to maintain minimum MUSCCO share balances comprised of:

1) Liquidity Provision: 5% of each society's total savings.

2) Loan Capitalization: 5% of each central finance loan granted to

& member society.

3) Reserve Requirement: Purchase of MUSCCO shares in the amount

of each society's statutory reserve,

Capital funds not on loan to societies would be invested in approved

financial institutions.
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CENTRAL FINANCE

Initially, operations would probably be limited to institutional develop-
ment loans and well-secured liquidity support advances to member
societies. As experience is gained, pilot agricultural production and
small business development credit programs (if determined feasible)
would be initiated and, if successful, expanded to other eligible so-

cieties.

REVENUES

Principal revenue items for MUSCCO will include:

1) Central finance margins produced by the interest rate spread
between earnings on loans and deposits, and the capital cost of
dividends paid on society shares. Initial financial plan estimates
are based on a 9% interest rate charged on loans and 5% paid on

shares.

2) Annual MUSCCO dues rate charged to societies of 1% of their
previous year-end member savings balance. This charge would be
discounted for the first two years at rates of 50% in the first and

25% in the second.

3) ACOSCA dues would continue to be billed directly to societies and
passed through to the continental confederation (the current rate

is 0.08% of total savings).

4) Stationery, office equipment and other supplies sold to societics

would have a 20% mark-up.
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5) Minimum seminar tuition fees would be charged on a per partici-

pant basis and billed to societies.

6) Risk management commissions will be earned by MUSCCO at a
]
rate of 6% of premiums paid to MUSCCO for its term life coverage

on society shares and loans.

7) Fees for other services, probably including audits and specialized
technical assistance, will be determined on a cost-recovery basis,
after allowing for subsidy requirements during their early, start-

up years.

Society Auditing

A critical component of the project strategy related to achievement
of both the MUSCCO and society development objectives is improved
and more frequent society audits. This is necessary to assure sound
financial management practices and the security of members' savings
deposits, and to improve the public i:nage of cooperative societies.
Accordingly, project funds have been budgeted to include the costs of

audit training for both MUSCCO Field Officers and Cooperative Auditors

of the Ministry of Trade, Industry and Tourism.

Training for auditors will be objectives-based and designed in accor-
dance with needs assessments conducted for MUSCCO and ministry
staff, A by-product of their training process will be the prepara-

tion of an auditor's manual detailing the procedures, tests and required

reports for a standard society audit.
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2.5 Institutionalization

The project is designed to establish the MUSCCO system on a sound
financial, technical and operational basis. Nevertheless, MUSCCO's
institutionalization process will not be completed by the end-of-
project. Additional, more sophisticated technical problems will' emerge
as a result of development which wll require assistance from ACOSCA
and other move:nent-related institutions. Similarly, MUSCCO will
need to obtain scditional grant assistance and increase its earned

income to cover its expected operating deficits after 1985.

Planning for the post-project stage of MUSCCO's development will
begin during year three of the current project and will involve prepara-
tion of a technical and financial self-sufficiency strategy based on
the movement's status and expectations at that time. This strategy
will most probably include continued financial assistance to _MUSCCO
as part of a follow-on development activity. It is not assumed that
U.S.A.LLD. nor the Government of Malawi would be required to fund
any portion of such a project. Various-European, Canadian and inter-
national development institutions have clearly demonstrated their
willingness and capability to provide financial support to credit union
movements in the developing countries of Africa. This is particularly
the case when such assistance does not include the expenditure for

technical assistance necessary in this initial project.

Despite the probable need for continued, post-project financial assis-
tance, MUSCCO may be considered economically viable. Credit union
systems in developing countries typically require ten to twenty years

to reach a volume of operations which will support a full-service
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national association. Successful organization of societies among employee
groups in Malawi's rapidly growing modern sector should provide &
major portion of the required volume, while generating "excess" savings
which can be channeled to rural areas through MUSCCO's central
finance operations. The potential size of this sector of Malawi's
credit union development market is suggested by recent Reserve Bunk
of Malawi data:

o In 1978, total paid employment in Malawi averaged 338,883,

and grew at an annual compound rate of 11.5% during the

previous three years.

o Annual earnings of paid employees reached MK 144.9 million in
1978, growing at 17.4% per year from 1975 to 1978.

3. Design

During the five years of the project, the cooperative savings and credit
society movement in Malawi will be strengthened financially and techni-
cally, creating a strong institutional base for further growth and develop-
ment. The project will result in an expanded MUSCCQ staff, with adequate
skills to meet member society needs; defined operating policies, systems
and procedures for both MUSCCO and societies; and significant increases

in movement membership, savings and loans.
Critical design elements for each project objective are summarized below.

3.1 MUSCCO Dcvelopment

Required Inputs:

o Commodity assistance and budget support for MUSCCO opera-
ting expenses.

o Qualified and motivated personnel to fill new staff positions.
o Technical assistance to MUSCCO to define critical operating

objectives, processes, systems and procedures; and to train
staff.
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End-of-Project Outputs:

o Registration of MUSCCO.
o Qualified staff employed.

o Basic internal management systems operating and producing
expected output in accordance with MUSCCO work plans and

budgets. .

o Central finance facility capitalized and operating, including
pilot small farmer production «redit and small business develop-
ment credit programs.

o Society support services provided; output meeting quality and
quantity standards specified in MUSCCO work plans.

3.2 Society Development

Required Inputs:

o MUSCCO budget support to finance technical assistance activi-
ties for member societies and Ministry Cooperative Section.

o Seed capital and commodities assistance for MUSCCO's institu-
tional development loan program.

o Technical assistance to develop improved society management
and auditing systems, provide training, and implement promotion
strategies.

o Government-sponsored society auditing and loan collection
enforcement.

End-of-Project Outputs:

o Representative societies meeting most basic m...gcment standards
and experiencing improved financial performance.

o Paid society managers employed where feasible.
o New services implemented where feasible.
o Increases over current movement growth trends:
— Membership by 1,955 to 16,213
— Savings by MK 157,200 to MK 1,044,100

— Loans outstanding by MK 141,500 to MK 939,700
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3.3 Financial Self-Sufficiency

Required Inputs:

0

Dues, interest, loan and fee payments to MUSCCO from member
societies. '

Budget support to finance MUSCCO's growth progran;s, including
society organization and membership and savings promotion.

Capitalization of MUSCCO ceontral fund by member societies
and U.S.A.L.D.

Technical assistance to strengthen MUSCCO central finance
operations, prepare feasibility analyses and develop pilot projects.

Government of Malawi cooperation in developing appropriate
financial market policies, mobilizing capital resources, and
coordinating complementary agriculture and small business
development programs.

End-of-Project Outputs:

0o

MUSCCO 35% self-sufficient and its earned income increased
to MK 21,000 ($26,250).

‘Paid-in MUSCCO shares of MK 67,700, total central fund of
MK 107,700.

MUSCCO loans outstanding of MK 56,000.

Second MUSCCO five-year development plan prepared and
required external resources committed.

Movement growth trends established indicating achievement of
financial self-sufficiency by MUSCCO within a reasonable period
of time.

Implementation Schedule

The accompanying implementation plan (Figure 3) summarizes the preli-

minary scheduling of key project activities. It will serve as the basis for

developing the MUSCCO five-year plun on which annual work plans and

operating budgets will be based.



FIGURE 3 PRELIMINARY MUSCCO PROJECT SCHEDULE

Circles show target dates for single activities.
Bars show implementation period and completion quarter.

ACTIVITIES YEAR 1 E YEAR 2 YEAR 3 YEAR 4 YEAR §

tfzlzlafilzizlalilzlzlabiizlsla i 2]

: 53 ¢

Pre-Project

- Proposal prepared, submitted and
reviewed.

- Technician recruitment initiated

- Project approved, funds alloted, agree-
ment signed.

Start of Project +

- Final technician candidates selected and
nominated. . ...ttt ittt it

- New MUSCCO staff recruitment begun....... —9
- Technician orientation conducted at GPO..| e
- Technician arrives at post............... %.
- MUSCCO staff selected and hired..........
- MUSCCO by-laws approved........cceeeeunn.
- MUSCCO registered........c.cccvvuuuveeennnn. —¢
- Institutional analysis conducted, Five-
—1

- year Plan and first-year plan prepared.
- MUSCCO management and operating systems

designed........coiiriiiiiiiiiiinieiens *ﬁ L
- MUSCCO staff training conducted..........
- Capitalization system approved and -
implemented. . ... ... ... i il iiiiiiinnn Y
- Central finance credit policy approved
and lending system designed............ -?
- Institutional development and liquidity
support lending implemenied............

- Society management systems designed...... 9
- Society leadership and manager training
conducted. ... ..iiiiiiii i it i

- National advertising program designed
and implemented................ ... ..., F—T
- Feasibility of small farmer production
credit and small business develcpment
crecit programs determined............. h——l
-- If feasible, pilot projects initiated.
-- If pilots ;uccessful programs expan-
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—————

ACTIVITIES YEAR 1 YEAR 3 YEAR 4 YEAR S_
‘ 213 lafif2]s]afa]2]3 2 [3laf1]2]s

Feasibility of establishing new financial

services determined.......... ... ... —¢
-- If feasible, pilots initiated.........
-- If successful, programs exparxied......
Evaluation implemented............c...... L
-- Monitoring visits......... Cietercanans
-- Assessment conducted........ccv0v0van-
-- Final evaluation performed............
Technician on-site......cocveieenennnnnn.
Follow-on project study conducted........ o
-- Development plan prepared............] 9
-- Proposals prepared........ceceveeeneens —8
-- Funding commitments obtained.......... q
End-of-Project

A}
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5. Evaluation
The project design in sub-section D.3, the MUSCCO Five-Year Develop-
ment Plan (as adjusted periodically), and annual project work plans, will
be used to prepare the evaluation design. The evaluation approacp to bé
employed includes three elements: moni'toring, assessment and final evaluation.
Monitoring is essentially project supervision. It includes quarterly reviews
of project work plans, financial statements, budgets and progress reports
as well as field visits by Global Projects and ACOSCA monitors. These
visits will primarily focus on resolving any implementation problems,
providing technical support, and participation in developing objectives and

plans for the following year.

Assessments are intérim evaluations designed to measure achievement of
project objectives and, where appropriate, factors related both to successes
and failures. As a result, assessments may result in modifications to the
project design and implementation strategy. The central purpose of this
project assessment will be to assist MUSCCO in measuring and evaluating
trends established during .its first three years of operation. The conclusions

reached in this process will guide MUSCCO in preparing its post-project

technical and financial development strategies.

MUSCCO project assessment is scheduled for year three and will include
participants from MUSCCO, the Ministry of Trade, Industry and Tourism,
ACOSCA and Global Projects. Operating performance of both MUSCCO
and member societies will be measured using sample survey techniques

against minimum standards established for critical institutional functions

and processes. Needs assessments will be conducted at the national and
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local levels to specify technical assistance requirements for the ensuing
two years. The financial status of the system will also be evaluated,
including analysis.of society earnings trends, MUSCCO's cost, revenue and.
capital structures, and its performance against the initial financi‘al plan.

Finally, movement growth will be measured against interim objectives.

The final evaluation will focus on the degree of achievement of the three
end-of-project objectives and. measurement of project-goal-level benefits
of the MUSCCO system for its membership. These will include increased
production and incomes, improved standards of living, greater access to
health and educational facilities, and expanded participation of women.
Da-ta sources will include MUSCCO and society loan applications, member
registers, credit use reports, committee reports, financial statements,
interviews, and survey observationé from a representative sample of societies.
The evaluation design will be prepared by MUSCCO, ACOSCA and Global
Projects; the implementation team will include, in addition to these orga-
nizations' representatives, at least one participant each from the Ministry

of Trade, Industry and Tourism, the Malawi cooperative movement, and

the U.S. credit union movement.

E. FINANCIAL PLAN

1. Host Country Contributions

Financial support for the Malawian credit union system during the life of
this project will come from two principal sources: society members and

U.S.A.LD. Member contributions will consist of savings deposits (the
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system's capital base) and interest payments (the movement's primary
source of operating income). Most of these financial resources will be
used at the society level of the system, although a portion will be chan-
nelled to MUSCCO in the form of central fund capitalization, dues and
service fees. U.S.A.LD. inputs will be concentrated at the national level
of the system, providing partial budget support, technical assistance,
commodity and seed capital assistance to MUSCCO. These are detailed

in subsection E.3.

Total contributions to the MUSCCO system during the life of the project

are summarized below:

Amount
(MK000s) Percentage
Members savings deposits 681.1 41.6%
Estimated interest payments 336.4 _20.6%
Malawian Funding 1,017.5 62.2%
U.S.A.L.D. Funding ($774,243) 619.4 _31.8%
TOTAL -1,636.9 100.0%

These contributions are in addition to previous savings investments in the
system by members totaling MK 281,500 at year-end 1979 and which are

estimated to reach MK 363,000 by December 1980.

Additionally, up to 225 person-days per year of volunteer labor will be
contributed voluntarily by the elected leadership of each society. At
least 40 person-days per year will be contributed by MUSCCO elected.
committee officials. Finally, the Government of Malawi will support the

movement's development through the activities of the Cooperative Section
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of the Ministry of Trade, Industry and Tourism. Credit unions make up
all but three of Malawi's operating cooperatives; accordingly the major

focus of the Section's 3-person staff will be on MUSCCO and its member

societies.

Benefit-Cost Relationships

The principal benefit of this project will be the establishment of a strong
cooperative financial system serving diverse urban and rural groups through-
out Malawi. Economically, this benefit will be reflected in increasing

total movement savings, loans and interest income. Participation in the
system will benefit members by providing them with financial services not _
otherwise available. These services will, together with other socio-economic
factors, contribute to increased income and productivity, improved standards
of living, expanded access to health and educational facilities, and greater
financial security for the members, their families and the nation as a

whole. Detailed quantitative analysis of these benefits will be attempted
during the project's final evaluation. For purposes of this initial design,
however, project benefits will be assess;d only in terms of total membership
and beneficiaries served, additional savings mobilized, and incremental
interest income paid into the system. Costs are defined as total U.S.A.L.D.
contributions ($774,24'3); benefit figures are based on end-of-project forecasts.

o Cost per individual society member is $47.75. ($774,243 - 16,213).

o Cost per family member is $9.55 ($774,243 + 81,065).

o Additional savings mobilized due to project-induced increases in
svstem growth rates are expected to total $196,500 (MK 157,200).
Thevefore, each $100 of A.L.D. support will produce an additional
$25.38 of locally generated savings invested in the system ($196,500
+ $774,243).

o Total savings paid into the movement during the project are fore-

casted to total $851,375 (MK 681,100). Each $100 of A.L.D. support
will be matched with $109.96 of local savings ($851,375 = $774,243).
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o Incremental interest payments by members due to project-related
growth are projected at $77,900 (MK 62,300). Incremental interest
per $100 of A.L.D. assistance is $10.06 (MK 8.05).

o Total interest income to the system during the project is estimated

at $420,500 (MK 336,400). Each $100 of A.L.D. income will be
matched by $54.31 (MK 43.45) in locelly generated income.

3. Project Budgets

The project financial plan is detailed in the following five budgets and
related working papers. Total funds requested from U.S.A.L.D. for the
five-year period are summarized in Budget No. 1. Budget support require-
ments for MUSCCO are summarized in Budget No. 2; the acqompanying |
working papers and notes detail projected MUSCCO income, expenditure,
and central finance operations and their corresponding assumptions. CUNA's
costs of providing one resident technical advisor and, together with ACOSCA,
the costs of short-term consultaney, are presented in Budgets Nos. 3 and
3.1. These budgets include the travel and personnel costs of project
evaluation, monitoring and interim assessment. Commodity costs for
MUSCCO operations and the commodity and cash components of the
institutional development loan program (discussed in Appendix 1) are included
in Budget No. 4. Related agency technical assistance costs are detailed

in Budget No. 5. These include commodities and support costs for Peace
Corps Volunteers assigned to MUSCCO, and the costs of conducting audit
and examination training for MTIT Cooperative Auditors, MUSCCO Field
Officers, and other selected individuals. Commodity costs of this and

other project-sponsored training activities are included in Budget No. 4.

These budgets represent income and expenditure guidelines; annual budgets
will probably be different although the total U.S.A.I.D. funds request will

not be exceeded. Commitments on expenditures in excess of fifteen
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percent of the main headings of exprnse categories included in Budget

No. 1 must have A.L.D.'s prior approval in writing.



APPENDIX I

INSTITUTIONAL DEVELOPMENT LOANS

Key policy issues related to the institutional development loan program, as

L
well as essential financial considerations, are discussed in the following two

subsections of this appendix.

1. Policy Considerations

Institutional development loans will be granted to societies in accordance

with MUSCCO's lending policy. It is probable that this policy will include

some or all of the following stipulations:

1)

2)

3)

4)

5)

Qualifying societies would be in compliance with most of the basic

society management standards listed in subsection D.2.2.

Borrowers would have fidelity bonds (if available).

The application would include a financial plan for the life of the loan
demonstrating that share growth and increased net earnings will be

sufficient to meet the scheduled repayment obligations.

Adequate security would exist in the borrowing society's MUSCCO

share account and/or other pledged assets.

Manager salary loans would be disbursed periodically through bank
transfers. The maximum term would probably not exceed two years
and repayment would be made in a manner similar to the original
disbursement. MUSCCO approval of a suitably qualified and trained

manager would be required.



6)

7)

8)
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Equipment loans might be granted under slightly less stringent condi-
tions, due to their lesser value, the relative ease of repossession, and
the need of nearly all societies for such basic tools as adding machines,

calculators and safes. If possible, such assets would be insured.

Office construction materials loans would be granted to societies with
paid managers and demonstrated growth potential, in addition to their
meeting the other lending criteria. MUSCCO's participation in the
total construction costs would not exceed 50% and it would secure .
clear title to the property. Insurance, title and tax costs would be
paid by the borrowing society. Maximum term should not exceed §
years. Institutional development loans in this category would be limited
to materials costs of constructing improved credit union office faci-
lities. Buildings designed for rental or other non-related business

purposes would not be financed by this program.

All borrowing societies in the event of default, misapplication of funds
or other contract breach, would be sut;j'ect to management inter-
vention by MUSCCO. Annual audits would be required at society
expense and unrestricted access to the society's records would be

guaranteed to MUSCCO.

Experience gained in operating the institutional development loan program

will serve as the basis for designing and testing the feasibility of other

specialized cvedit programs.

Financial Considerations

A financial appraisal of the institutional development loan program in-
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volves analysis of the earnings levels and corresponding repayment capa-
bilities of individual societies, the size and terms of the loans them-
selves, and the total volume of savings required to support their loan
repayment. Society net earnings rates are used to calculate the break-
even level of average savings necessary for a society to generate net
income equal to its loan (and related) obligations. These earnings rates
are discussed in subsection 2.1 below. The amount and sequence of repay-
ment obligations and the level of related expenditures for each type of
institutional development loan are estimated in subsection 2.2. These
estimates are used in the final subsection (2.3) to evaluate the financial
impact of the program on both individual societies and the movement as

a whole.

2.1 Net Earning*_s

- Net income rates (NIR) on average savings were estimated for seven
societies surveyed during the project field study. These estimated
NIR ranged from 1.3% to 7.4% with an average of 3.9%. None of
the sampled societies had paid employe€s or depreciable office equipment;
one society had its own office building. (Its construction materials

were largely grant financed and labor was supplied by the membership.)

At this stage of development it may be assumed that fixed overhead
costs are not an appreciable element of the societies' cost strue-
tures. Accordingly the NIRs are assumed to represent the societies'
"eontribution" or "net operating" margins; that is, the net income
produced by each kwacha of total savings after subtracting variable

operating costs from gross income. For societies which uare reasonably
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well managed, which are not overly affected by high delinquency
rates, and which have most of their savings invested in loans to
members, the NIR typically increases as the society grows. The
project will induce both growth an'd managerial improvement which
will be reflected in improved society earnings. Historical and pro-
jected society NIR will be considered during the loan application

review and analysis process.

Loan Repayment and Expenses

Three types of institutional development loans are considered below in
analyzing the financial implications of society participation in the
program. These are: 1) equipment loans; 2) manager's salary loans;
and 3) office construction loans. Annual interest is assumed (for
initial calculations purposes only) to be 9% and paid quarterly on the
previous quarter's outstanding balance (as noted previously, all such
rates will be subject to change in response to financial market con.ditions
and movement needs). Equipment loans would be effective at the
time-of-sale; manager's salary loans Awould be disbursed quarterly;
office construction loans are assumed granted in a single disbursement.
Collection of equipment and office loans is assumed to begin at the
start of the first quarter after disbursement. Collection of salary
loans is assumed to begin at the start of the first quarter after the

last disbursement.

Assumed annual depreciation rates are: adding machines 10%; calcu-
lators 20%; safes 5%; office buildings 5%. Full purchase price of

acquired assets is assumed for equipment loans. Office construction

s

hate 4

-
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cost is estimated at MK 3,000, with MUSCCO financing set at 50%.
(This total cost is somewhat higher than costs estimated during the
society survey. It has been selected to reflect inflation and probable
rising expectations on the part of society members and leaders.)
Manager salary loans are estimated at MK 75 per month; related
overhead costs MK 100 per year. Office maintenance overhead costs
are estimated at MK 150 per year. All other costs are considered
variable and hence subsumed under the calculated NIR. Table A-1

summarizes this information.
Sample loan repayment schedules are presented in Table A-2. Repay-
ment rates are based on the principal amounts in Table A-1 and

repayment methods specified in the text.

Financial Impact and Absorptive Capacity

Table A-3 shows estimates of the financial impact of borrowing for
institutional development purposes on a typical society. That is, it

shows the average total savings which & society would need in order

to generate net income sufficient to meet its loan-related cash obligations
(case A) and to meet both cash and non-cash obligations (case B).

These required levels of average savings are shown for each type of

loan and for the sum of all threce loans.

Comparison of these levels of required savings for each type of loan
with the society data shown in Table A-4 demonstrates that many
societies are already large enough to participate in the institutional

development lending programs (under the assumptions presented). This

is summarized in Table A-5. Ten societies are now large enough to

[on TN



Loan Components

Equipment Loans

Adding Machines
Calculator

Safe

Salary loans

MK 75 per month

Office Loans

50% of MK 3,000
Construction Cost
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TABLE A-1

INSTITUTIONAL DEVELOPMENT LOANS
AND ASSOCTATED ANNUAL COSTS (MK)

Association Annual Fixed Costs

Principal Term Salaries Depreciation Other
132 24 mo. - 13.20 -
32 12 mo. - 6.40 -
180 24 mo. - 9.00 -
344 28.60
1,840 48 mo. 900 - 100
1,500 60 mo. 150 150

Total
13.20

6.40

9.00
28.60

1,000 |

300 i
l

s



Loan Categories

Equipment Loans:

Principal
Interest

Total

Salary Loans:

Principal
Interest

Total

Office Loans:

Principal
Interest

Total

: I-7

TABLE A-2

SAMPLE LOAN REPAYMENT SCHEDULES

YR 1 YR 2 YR 3 YR 4 YR 5 YR 6
49.50 66.00 16.50

7.80 5.20 0.40

57.30 71.20 16.90

- - 900.00 900.00

30.00 110.00 131.00 51.00

30.00 110.00 1,031.00 951.00
225.00 300.00 300.00 300.00 300.00 75.00
96.00 105.00 73.00 51.00 23.00 2.00
321.00 405.00 378.00 351.00 323.00 77.00
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TABLE A-3 -

FINANCTAL IMPACT ON SCCIETY

REQUIREMENT AVERAGE SAVINGS TO MEET CASH OBLIGATION (A)
' AND REPAYMENT PLUS FIXED COSTS (B)

Loan Catezories YR 1 YR 2 YR 3 YR 4 YR 5 YR 6

Equipment Loans:

Repayment 57.30 71.20 16.90
Cash Expenses - - -
Cash Obligation 57.30 71.90 16.90
Required Average
Savings (A) 1,432.50 1,780.00 422.50
Repayment+Fixed Costs 85.90 99.80 45,50
Required Average
Savings (B) 2,147.50 2,495.00 1,137.50
Salary Loans:
Repayment 30.00 | 110.00 1,031.00 951.00
Cash Expenses 100.00 100.00 1,000.00 1,000.00
Cash Obligation 130.00 210.00 2:031.00 1,951.00

Required Average
Savings (A) 3,250.00 5,250.00 50,775.00 48,775.00

Repayment+Fixed Costs 1,030.00 1,110.00 2,031.00 1,951.00

Required Average
. Savings (B) 25,750.00 27,750.00 50,775.00 48,775.00

g

[
A
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Loan Catagories YR 1 YR 2 YR 3 YR 4 YR 5 YR 6
Office Loans:
Repayment 321.00 405.00 378.00 351.00 323.00 79.00
Cash Expenses 150.00 150.00 150.00 150.00 150.00 150.00
Cash Obligations 471.00 555.00 ' 528.00 501.00 473.00 227.00
Required Average
Savings (A) 11,775.00 13,875.00 13,200.00 12,525.00 11,825.00 5,675
Repayment+Fixed Costs 621,00 705.00 678.00 651.00 623.00 377.00
Required Average '
Savings (B) 15,525.00 17,625.00 16,950.00 16,275.00 15,575.00 9,425.00
Sum of All Three Loans:
Required Average
Savings (A) 16,457.50 20,905.00 41,897.50 38,800.00 11,825.00 5,675.00
Required Average
Savings (B) 43,422.50 47,870.00 68,862.50 65,050.00 15,575.00 9,425.00

Notes: 1) Repayment amounts include principal and

shown in Table A-2,

N

interest totals for each year, as

2) Fixed costs include all cash and non-cash (depreciation) expenses as shown
in Table A-1 for each type of loan.

3) Cash obligation includes only net incremental cash payments which the society

would have to make in order to amortize the loan or meet cash expenses asso-

ciated with the activity financed by the loan.

4) Required average savings for generating sufficient net income to meet loan-

related cash obligations only (A) and repayments plus associated fixed costs

(B), are calculated on the basis of a 4% NIR on average savings.
maximum society lending rates are 12% per annum on outstanding loan balances;
the movement-wide loan to savings ration is 1.043 with a range of 0. 958 for
smaller societies to 1.074 for the larger ones.

Current
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TABLE A-4
SOCIETY SAVINGS

AS OF 31 DECEMBER 1979

Savings less than MK 5,000

Likuni 3,456
Malawi Railways 2,279
Kampini 992
Miseza 1,005
Umodzi 1,896
North Rukuru 2,298
Chilumba 442
Chiputu : 428
Chipini 167
SUBTOTAL 13,963

MK 5,000 to 15,000

Ekwendeni 6,810

Mjinge 11,247

Kafakule 11,731

Madisi 13,173
SUBTOTAL 42,961

Greater than MK 15,000

Champira 32,861

Nkamenya 29,380

Lunyina 30,375

Mumjiri 45,685

Euthini 86,292
SUBTOTAL 224,593

GRAND TOTAL MK 281,517
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TABLE A-5
NUMBER OF SOCIETIES CURRENTLY LARGE

ENOUGH TO PARTICIPATE IN THE INSTITUTIONAL

DEVELOPMENT LOAN PROGRAM

Savings high enough to
Savings high enough to meet both repayments &

meet cash obligation only fixed costs

Maximum Maximum

Required Number Required Number

Savings Societies Savings Societies
Equipment loans 1,780 13 2,495 10
Salary loans 50,775 5 50,775 1
Office loans 13,875 S 17,625 5

Sum of all three 66,430 2 70,895 1
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make repayments and meet related fixed costs for equipment loans,
five for office loans, and one for a salary loan. This would suggest

the following potential loan volume in the program's first year:

Amount
_(MK)_ No.
Equipment loans 3,440 10
Salary loans 900 1
Office loans 7,500 S
TOTALS 11,840 16 (to 10 societies)

The total average savings of borrowing societies required to support

this loan volume would be approximately MK 163,850, or about 58%

of total movement savings at year-end 1979. Assuming: 1) that this
proportion holds true for future years; 2) that the same mix of equipment,
salary and office loans also holds (producing a ratio of institutional
development loans to required average savings of 0.072; and 3) that
savings projections are accurate, it is possible that the Malawian

credit union system will be able to absorb slightly more than MK

40,000 in institutional development loans by 1985. This is shown in

Table A-6.

These estimates are both conservative and highly tentative. They are

intended only to indicate the potential magnitudes of the program.

A
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TABLE A-6

ESTIMATED ABSORPTIVE CAPACITY FOR

INSTITUTIONAL DEVELOPMENT LOANS, 1981-1985
(MK000s)
1981 1982 1983 1984
Average Total Movement Savings (ATMS) 420.9 541.7 672.7 814.1
Proportion (58%) of ATMS available to
support Institutional Development
Loans (IDLs) 244.1 314.2 390.2 472.2
Estimated IDLs absorbed by movement:
Annual increase 17.6 5.0 5.5 5.9
Total outstanding 17.6 22.6 28.1 34.0

1985
965.7

560.1
6.3

40.3



NORTHERN REGION

Central Region

SOUTHERN REGION

MOVEMENT-WIDE statistics

As of 31 December, 1979

Appendix I

NUMBER SOCIETY MEMBERS SHARES LOANS ASSETS
Mumnjiri 1,041 45,685 46,%85 52,527

Euthini 1,&87 86,292 95,575 100,872

Champira 899 32,861 36,750 38,175
Ekwendeni 205 6,810 5,812 6,830

Mjinge 212 11,247 11,765 12,751

Lunyina 354 30,375 30,628 32,128

Kafukule 40 11,731 11,736 11,850

North Rukuru 72 2,298 2,192 2,350

Chilumba 18 1,442 1,111 1,458

9 SUB-TOTALS 4,628 228,741 241,794 258,941
Madisi 679 13,173 10,194 15,124

Likuni 176 3,456 2,844 3,770

Kampini 82 992 879 1,041

Miseza 45 1,005 960 1,055

Nkamenya 399 29,380 31,469 32,433

Chiputu 40 428 365 483

6 SUB-TOTALS 1,421 48,434 46,711 53,906
Malawi Railways 76 2,279 2,331 2,467

Umodzi 230 1,896 2,604 2,650

Chipini 8 167 85 188

3 SUB-TOTALS 314 4,342 5,020 5,305
18 TOTALS 6,363 281,517 293,525 318,152




BUDGET NO. 1

PROJECT COST SUMMARY

Appendix III

TOTAL USAID FUNDS REQUEST FOR 1980 - 1985, IN U.S. DOLLARS |

DETAIL BUDGET REF. NO.

2 -

3 -

(7, ]
[

MUSCCO Budget Support
Requirements

MUSCCO Technical
Assistance

Commodities and
Capital Contribution

Related Agency Techni-
cal Assistance

TOTALS

YR  YR2 YR3 YR4 YrS5 TOTAL
67,935 70,061 66,943 65,096 65,756 335,791
100,639 79,750 98,449 7,122 .16,986 302,946
65,800 23,953 6,250 96,003
17,329 11,328 5,165 5,681 39,503
251,703 77,899 82,742 774,243

185,092 176,807

N
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PERSON-MONTHS YR 1 YR 2 YR 3 YR 4 YR § TOTAL
5 RT Mareru-LL,
ACOSCA
Consultation 220 242 266 293 322 1,343

Technician's Per
Diem:

In-Country (60 days/

yr @20/day) 1,200 1,200 1,200 3,600
International (90 .
days @75/day) 2,250 2,250 2,250 6,750
RT Shipment HHE/POV
(1POV @2500) 3,000 4,000 7,000
HHE Packing &
Storage (Max. 5,000
Pounds Net) 2,800 1,800 2,800 7,400
Unaccomp. Baggage(7001bs.) 2,500 3,025 5,525
Excess Baggage (100 1bs.) 700 847 1,547
Miscellaneous Travel Exp. 350 350 350 1,050
21,466 10,022 22,659 2,822 5,886 62,855
ALLOWANCES

Temporary Quarters (90
days @ 71) ($21 Meals, $50

for Double Hotel Room) 4,260 2,130 6,390
Housing, 33 Mo. € 960/mo 9,600 11,520 10,560 31,680
Education, 2,500/child/yr. 5,000 5,000 5,000 15,000
Furniture 8,750 8,750
27,610 16,520 17,690 61,820

GRAND TOTAL 49 100,639 79,750 98,449 7,122 16,986 . 302,946
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BUDGET NO. 2

MUSCCO BUDGET SUPPORT REQUIREMENTS

YR 1 YR 2 YR 3 YR 4 YR 5  TOTALS

MUSCCO CASH EXPENSES

Personnel 23,995 25,196 26,453 27,779 29,166 132,589

Travel § Transportation 16,428 19,614 20,079 24,038 24,722 104,881

Training 5,445 5,717 6,003 6,304 6,618 30,087

Representation § Promotion 2,760 2,898 3,042 3,195 3,355 15,250

Office Costs 3,720 3,906 4,102 4,306 4,522 20,556

Audit & Miscellaneous 2,000 2,100 2,205 2,315 2,431 11,051
TOTALS ' 54,348 59,431 61,834 67,937 70,814 314,414
Less MUSCCO Income* 3,382 3,330 15,860 13,209 45,718
Net Support Required . .

Malawi Kwacha 54,348 56,049 53,554 52,077 52,605 268,633

U.S. Dollars 67,935 70,061 66,943 65,096 65,756 335,791
MUSSCO Income as a Percent-

ﬁiiu‘{feﬁ’it SHppOTt 6% ~ 15.6%  30.5%  34.6% . 17.0%

*Net of depreciation charges.
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Notes to Budget No. 2

1)

2)

3)

This budget lists MUSCCO cash expenditure items to which A.I.D.
funds may be applied. The amount actually charged to each iine
may be prorated in accordance with the amount of MUSCCO income
received and the level of ;ctual expenditure in each category.
Subject to annual planning wnd budgeting, it is expected that
U.S.A.I.D. funds will be applied up to the currently estimated
budget support totals for each year. Variations are probable in
the actual charges to individual line-items subsumed under these

annual totals.

Malawian Kwacha are converted to U.S. dollars at the rate of

$1.25 = MK 1.00 (in this and all other budgets).

MUSCCO income shown is net of depreciation charges. This will
result in a slight deficit position of MK 357 in year one; this
has been carried forward to year two where it is discounted from

-

a projected surplus of Mk 3,739.
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SUDGET NO. 2.1

MUSCCO EXPENSES: WORKING PAPERS

‘YR 1 YR 2 YR 3 YR 4 YR 5 TOTAL
PERSONNEL
Salaries
General ianager 3,360 3,528 3,704 3,890 4,084 18,566
Assistant Gen. Manager 2,640 2,772 2,911 3,056 3,209 14,588
Field Officer (3) 5,580 5,859 6,152 6,460 6,783 30,833
Bookkeeper 90 1,008 1,058 1,111 1,167 5,305
Secretary 780 819 860 903 948 4,310
Clerk 480 504 529 556 583 2,652
Messenger 276 290 304 320 335 1,525
' Subi?otal 14,076 14,780 15,518 16,296 17,109 77,779
Fringe Benefits 3,131 3,288 3,452 3,625 3,806 17,302
Housing Allowances
Professional Staff 5,790 6,080 "6,383 6,703 7,038 31,994
Support Staff 998 1,048 1,100 1,155 1,213 5,514
Sub-Total 6,788 7,128 7,483 7,858 8,251 37,508
TOTAL 23,995 25,196 26,453 27,779 29,166 132,589
TRAVEL & TRANSPORTATION
Vehicles
Insurances § Taxes 1,224 1,346 1,481 1,629 1,792 7,472
Operating Costs 8,340 9,591 11,030 12,684 14,587 = 56,232
Sub-Total 9,564 10,937 12,511 14,313 16,379 63,704

Allowances, Fares, Lodging 6,864 7,207 7,568 7,945 8,343 37,928

Travel to ACOSCA Biennial
Meetings 1,470 1,779 3,249

TOTAL 16,428 19,614 20,079 24,038 24,722 104,881
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YRI YR2 YR3 YR4 YRS TOTAL

Training

Seminars 4,920 5,166 5,424 5,696 5,980 27,186

Materials 525 551 579 609 , 638 2,901
TOTAL 5,445 5,717 6,003 6,304 6,618 30,087
REPRESENTATION § PROMOTION

Advertising 500 525 551 579 608 2,763

Committee Allowances 900 945 992 1,042 1,094 4,973

Annual General Meeting 1,360 1,428 1,499 1,574 1,653 7,514
TOTAL 2,760 2,898 3,042 3,195 3,355 15,250
OFFICE COSTS '

Rent 1,800 1,890 1,985 2,084 2,188 9,947

Occupancy 720' 756 794 833 875 3,978

General Administration 1,200 1,260 1,322 1,389 1,459 6,631
TOTAL 3,720 3,906 4,102 4,306 4,522 20,556
Audit & Miscellaneous 2,000 2,100  Z,205 2,315 2,431 11,081
DEPRECIATION . (NON-CASH)

Vehicle (25%) 3,500 3,500 3,500 3,500 4,200 18,200

Furniture § Equipment 1,687 1,771 1,860 1,953 2,051 9,322
TOTAL 5,187 5,271 5,560 5,453 6,251 27,522

GRAND TOTAL 59,535 64,702 67,244 73,390 77,065 341,936
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Notes to Budget Working Papers No. 2.1

1) Personnel
1.1) Salaries are increased at an annual 5% rate. Base monthly

rates for each position are:

General Manager (P) MK 280
Assistant General Manager (P) 220
Field Officers (P) 150
Bookkeeper (S) 80
Secretary (S) 65
Clerk (S} 40
Messenger (S) 23

A 5% increment in the base is allowed for each year of prior

experience in PEAC employment at the Field Officer level only.

1.2) Fringe benefits are calculated at 14% of base salaries. They
will be pooled for purchasing group insurance coverage, em-
ployer's pension contribution and other normal benefits in

accordance with MUSCCO polié}.

1.3) Housing allowances are calculated at 50% of salary for pro-
fessional staff (marked "P") and 40% for support staff (marked

"S") .

2) Travel and Transportation
2.1) Vehicle costs are estimated on the basis of current PEAC
motorcycle and truck expense rates. Insurance and taxes are

increased at 10% per year and operating costs at 15%.
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2.2) Allowances, fares and lodging are based on standard Malawi

2.3)

subsistence allowance policies, plus estimates of guest-house

charges. Travel estimates are:

General Manager 10 days per month
Assistant General Manager 15 days per month
Field Officers 25 days per month

Annual increases are at a 5% rate.

Travel to ACOSCA biennial meetings includes estimated air-fare

and lodging; it is increased 10% annually.

3) Training (5% annual increases)

4)

3.1)

3.2)

Seminar costs are based on one annual four-week seminar for
ten society Manager/Treasurers and ‘six regional three-day

seminars per year for leaders and committee members (approx-
imately 30 per course). Daily participant cost is estimated

at MK 6.00. Societies would pay transport costs.

Materials would include instructional guides, paper, pencils,

etc.

Representation and Promotion (increased 5% annually)

4.1)

4.2)

Advertising includes the net costs of producing and selling
tn societies such promotional items as posters, pamphlets,

calendars, etc.

Committee allowances include subsistence payments and travel



5)

6)

7

4.3)

: III-9

costs for the MUSCCO Management Committee (four meetings

annually).

Annual General Meeting costs include publications, refresh-
ments and related MUSCCO expenses; societies would be res-
ponsible for meeting the major portion of the costs of sending

their delegates.

Office Costs (5% annual increases)

5.1)

5.2)

5.3)

Rent at MK 150/month

Occupancy at MK 60/month (including electricity, telephone,

water, etc.).

General administration at MK 100/month (office4supplies,

casual labor, etc.).

Audit and miscellaneous (annual irfcrement at 5%).

Depreciation Rates:

7.1)

7.2)

Vehicles at 25% per year; purchase of a new vehicle in 1985

is included at a price 20% greater than current prices.

Furniture and equipment at an aggregate 15% rate, with annual

increments of 5% reflecting new asset acquisitions.

Note: Depreciation has not been included in Budget No. 2 due

its non-cash nature.



MUSCCO
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BUDGET NO. 2.2

INCOME PROJECTIONS

YR 1 YR 2 YR 3 YR 4 YR 5 TOTAL

Net Central Finance Margin 1,000 2,800 4,500 5,900 6,300 20,500
Dues 1,800 3,600 6,000 7,400 8,900 27,700
Risk Management Commissions 400 500 600 700 800 3,000
Stationery Sales Margin 900 1,100 1,300 1,500 1,600 6,400
Equipment Sales Margin 400 400 400 400 400 2,000
Other:

Seminar Tuition Fees 230 460 690 790 1,150 3,320

Examination Fees 2,541 2,837 5,378

Loan Collection Fees 1,832 2,175 4,005

Miscellaneous 100 150 200 250 300 1,000
Sub-Total 330 610 890 5,413 6,460 13,703
TOTAL INCOME 4,830 9,010‘4 13,690 21,313 24,462 73,303
Total Income as a Percentage

of Total Cash Expenses

(total expenses less de-

preciation) 8.8% 15.2% 22.1% 31.4% 34.5% 23.3%



: IIT-11 :

Notes to Budget No. 2.2

2)

3)

4)

5)

6)

Central finance margins are net of dividend payments. Reserve
provisions have not been calculated. Assumptions are described

in the Notes to Budget No. 2.3.

Dues are estimated at 1% of previous year-end savings balances-

(less discounts of 50% and 25% in years one and two, respectively).

Risk management commissions are based on term life insurance
premiums only (pending determination of the feasibility of intro-

ducing fidelity bonding). Estimates are based on: 90% loan to

© savings ratios; 90% of total average shares and loans covered;

premium rate of 65 tambala per thousand kwacha covered monthly;

comnission rate of 6% on total premiums.

Stationery sales margins are estimated at 20% over gross purchases

of goods sold. Total sales estimates are:

YR 1 YR 2 YR 3 YR 4 YR 5

MK 5,400 6,600 7,800 9,000 9,600

Equipment sales margins are estimated at the came rates as sta? . ‘nery.

Annual sales of MK 2,000 are forecasted.

Seminar tuition fees are estimated for specialized manager/treasurer
seminars and committee member regional seminars only. Projections

are:



-7)

8)
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Manager/Treasurer
No. Participants '10 10 10 10 10
Fee for each (MK) 5 10 15 20 25

Regional Seminars

No. Participants 180 180 180 180 180
Fee for each (MK) 1 2 3 4 5

Examination fees are projected in years four and five. Fees are
forecasted at rates of MK 0.35 per member of each examined society.
Society examination fee volume is estimated at 50% of total movement

membership in each of the two years.

Loan collection fees are project in years four and five based on
successful collection by MUSCCO" of 1% of average outstanding loan
balances. Fee is assumed to be 25% of the outstanding balance,

paid by the defaulter.
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BUDGET NO. 2.3

PROJECTED MUSCCO CENTRAL

FINANCE OPCRATIONS (MKOOOs)

1979 1980 1981 ° 1982 1983 1984 1985

JTAL SOCIETY SAVINGS
Year-End Balances 281.5 363.0 478.7 604.6 740.8 887.3 1044.1

Average Annual Balances 246.1  322.3 420.9 541.7 672.7 814.1 965.7

ZNTRAL FUND CAPITALI-
ZATION(YEAR-END

* BALANCES)

Liquidity Provision 21.0 27.1 33.6 40.7 48.3

Loan Capitalization
IDL 0.5 1.3 2.1 2.1 2.1
Other 0.5 1.5 2.0 4.0
ub-Total 0.5 1.8 3.6 4.1 6.1
Reserve Requirement 5.4 7.2 9.1 11.1 13.3
Total Shares - 26.9  36.1  46.3  55.9  67.7
AID Donation 10.0  25.0  40.0  40.0  40.0
Total Capital 3.9  61.1 8.3  95.9 107.7

CREDIT OPERATIONS

©ans Granted: IDL 10.0 15.0 15.0

Other Loans 10.0  20.0  40.0  80.0
Sub-Total 0.0 25.0  35.0  40.0  80.0
“otal Payments 3.0 10.0 17.5 24.0

Balance Outstanding
at Year-End 10.0 22.0 25.0 22.5 56.0

«
——



OPERATING BASES

Investment Base

Average Loans QOut-

standing

Average Banked Funds

Tntal

Capital Base’
Average Shares
Outstanding

EARNINGS

Interest
Loans
Banks
Total

Cost of Capital
Share Dividends

Net Income

: ITI-14

1984

1981 1982 1083 1985
5.0 16.0 23,5  23.8  39.3
13.5 33.0 50.0 67.3  62.5
18.5 49.0 73.7 91.1 101.8
13.5 31.5 41.2 46.1  56.8
0.5. 1.4 2.1 2.1 3.5
1.2 3.0 4.5 6.1 5.6
1.7 4.4 6.6 8.2 9.1
0.7 1.6 2.1 2.3 2.8
1.0 2.8 4.5 5.9 6.3
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Notes'to Budget No. 2.3

1)

2)

3)

4)

5)

6)

Central financc opcrations would not begin until 1981,

Total society savings and average annual balances forecasts are
]

made on the basis of a projcct-induced 30% increase over current

annual growth rates.

Central fund capitalization rates are assumed at 5% of society
savings for the liquidity provision; 5% of MUSCCO central fund

loans granted for loan capitalization; and an estimated 1.5% of
total society savings set aside to meet statutory reserve Tequire-
ments (bascd on 25% of net society income). Total MUSZCO shares

are the sum of these three provisions. The A.I.D. donation reflects
estimated drawdowns against the Institutional Development Loan
program funds and commodities. These are forecasted at MK 10,000

in year one and MK 15,000 in years two and three.

Earnings are estimated at a conservative 9% rate on both average

'~ loans outstanding and banked funds.

Dividends are estimated at 5% of average share balances held by

member socicties in the MUSCCO fund.

Rescrve requirement expenses are not included.



Personnel .

Overhead

Consultant;

Travel § Transportation
Allowances

TOTALS

BUDGET NO. 3
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MUSCCO TECHNICAL ASSISTANCE

(US DOLLARS)

YY1 YRZ YR3 YR4 YRS TOTAL
© 29,563 32,519 35,771 97,853
14,900 16,389 18,029 49,318
7,100 4,300 4,300 4,3oo' 11,100 31,100
21,466 10,022 22,659 2,822 5,886 62,855
27,610 16,520 17,690 61,820
100,639 79,750 98,449 7,122 16,986 302,946



MUSCCO TECIINICAL ASSISTANCE BUDGET WORKING PAPERS
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RUDGET NO. 3.1

PERSON-MONTHS YR 1 YR 2 YR 3 YR 4 YR 5 TOTAL
PERSONNEL
Salary 36 23,650 26,015 28,617 78,282
Benefits 5,913 6,504 7,154 19,571
'SPb-Total 29,563 32,519 35,771 97,453
QVERIMD 14,900 16,389 18,029 149,318
CONSULTANTS
Technical Support,
‘Monitoring, Assess-
ment § Training:
GPO @ 2800 5 5,600 2,800 2,800 2,800 14,000
ACOSCA @ 1500 4 1,500 1,500 1,500 1,500 6,000
FINAL, EVALUATION | |
GPO @ 2800 1 2,800 2,800
ACOSCA e 1500 1 1,500 1,500
Malawi (MTIT) @ 1500 1 1,500 1,500
U.S. Credit @5300 1 5,300 5,300
Union Rep.
7,100 4,300 4,300 4,300 11,100 31,100
TRAVEL 4§
TRANSPORTATION
4 RT Wash-LL, Resident
& Family (3 full fares 3,800 4,598 8,398
@ 950 in (1930)
4 RT US lHouse-DC 846 1,024 1,870
6 RT Wash-LL, GIO | '
Consultants 3,800 2,090 2,299 2,529 2,782 13,500
1 RT Wash-LL/Technical
Consultation 2,090 2,090
1 RT Wash-LL/Final :
Trnluiatdnn 2,782 2,782
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Notes to Budget No. 3.1

Overhead amount is based on a provisional indirect cost rate of 63%

of base salary.
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BUDGET NO. 4

COMMODITIES AND CAPITAL CONTRIBUTIONS

f11C ™I T ANnCY

YR 1 YR 2 YR 3 YR 4 YR 5

MUSCCO

Furniture g Equipment

. Training Supplies §
Equipment

Vehicles
Sub-Total

INSTITUTTONAL DEVELOPMENT
LOAN TFUND

Socicety Commodities 7,354 5,203
Managers Salaries
Construction

Materials Loan Fund 12,500 18,750 6,250
Sub-Total 19,854 23,953 6,250
TOTAL 65,800 23,953 6,250

TOTAL

11,571

11,250

23,125

45,946

12,557

37,500

50,057

eA-S AL TN

96,003
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BUDGET NO. 5

RELATED AGENCY TECIINICAL ASSISTANCE

(US DOLLARS)
YR 1 YR 2 YR 3 YR 4 YR 5 TOTAL
AUDIT & EXAMINATION TRAINING _
Seminar Cos;s 1,680 1,848 3,528
Instructors Costs 2,500 2,750 5,250
Materials 1,700 1,870 3,570
Supplies | 150 165 315
Total 6,030 6,633 12,663
PEACE CORPS VOLUNTEER
Transport Costs
~ Motorcycle Purchase 7,031 ~ 7,031
Operating Costs 4,050 4,455 4,091 5,391 18,797
Insurance § Taxes | 218 240 264 290 1,012
Total 11,299 4,695 5,165 5,681 26,840

TGTALS 17,329 11,328 5,165 5,681 39,503



yg.l
vehicles
Motorcyles '3
4-Wheel Drive
Auto 1
JOTAL
{USCCO TOTAL
"NSTITUTIONAL DLVELOP-
AENT LOAN FUND
Socicty Commodities
Adding Mach nes 35
Cal’culators 35
Sufes 35

[OTAL

Funds for Manager
Salaries and Construc-
tion Materials Loans

[OTAL

[DL TOTAL

JRAND TOTAL
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ESTIMATED COST -
PRICE MK) €))
1,500 47500 5,625
14,000 14,000 17,500
18,500 23,125
36,756 45,946
110 3,850 4,813
27 945 1,181
150 5,250 6,563
10,045 12,557
30,000 37,500
40,045 50,057
76,801 96,003

S~
.



NO.

turniture § Equip-
ment Headquarters

Typewriters

Desk Calculators

Pocket Calculators

Film Projectors916mm)

Portable Generator

P.A. Systcm

Mimeagram

4-Drawer File
Cabinets

Desks

Tables

Chairs

™~
OIS RN

Sub-Total

Field Staff

4-Drawer File
Cabinets

Pocket Calculators

Portable Typewriters

Desks

Chairs

RN NN W

Sub-Total
TOTAL

Training Supplies §&

Equipment
ChalkGBulletin

Board 5
Students' Desk

& Chairs .30

Miterials&Supplics -

TOTAL

¢ I1I-22

BUDGET NO. 4.1
COMMODITY COSTS AND CAPITAL

CONTRIBUTION WORKING PAPLRS

ESTIMATED

500"
230
27
1,000
1,400
370
600

235
152

300
35

235

200
130

100
150

COST
(MK) (%)
1,000 1,250
230 288
81 101
1,000 1,250
1,400 1,750
370 463
600 750
940 1,175
760 950
300 375
700 875
7,381 9,227
705 881
81 101
600 750
390 488
99 124
1,875 2,344
9,256 11,571
500 625
- 4,500 5,625
4,000 5,000
9,000 11,250
¢



