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ACTION MEMORANDUM FOR THE MISSTON RITECTOR, USATD/SENEGAL

DATIE: 25 August 1984

FLIOM: William llznuu\,}.]i\:, Pho

TR 'l.‘(:\rfy"?i\'cr:: , Do

and Enterprise Development project (uBS-0260),

SUB iU Contuni Ly
and Project Paper Amecndment

Project suthurization Amendment

1. ACTIONS KEQUESTED: Mo approve d Project Authorization Amendmest
(ALtachment &) and a Project Paper Amcnduent (Attachmwent B) for the Community
and kEnlerprise bevelopment (CER) pruject Lo

(1) increase the life of project (LGP) funding from $11,000,000 to

$13,729,000;

(2) extend the projuect ausistance completion date (PACDH)Y for 27 months
{rom Sepleaber 30, 1991 to becewber 31, 1993, andd
poal and purpose Lo extend Lhe geopraphic scape of.

(3) amend the project's
ihe project to allow fur the cxpansicn of small seule enterprise (SSE) cre ‘it

aclivitics Lo the bakar vepgion.

1 DISGUSS1Ol

The Project Paper (PP) and the Aubthorization for the $9 milliaon Comnmunity
and Enterprisce bevelopment project were approved by the UshalD/Sencpal Mission
Lircetor en Sepltoaloer 0, 1663,  The Project Gruand Agroeeient was subsequently
gsigned on January 4, 1984 . The original project poal is Lo encounrage
decont rol and conmercialization of rural production in the Kaolack and Fatick
regions.  The projuct purpose is "to enabile village orpanizations and
sl l- seale enlerprises o tue regions of Kaolack and Fatick to manage and
sustain their own developument ™ The PP oturthes distinguishes two sub. purposes

reluled to the project codipunents:

assisted by Private Voluntavy

Villuge organizat ions {(VO3s)
out development projects which

Orpanizalions (PVO5) arc capulile of carvying
bLenetr it Lhemselves and the regiong and

ausisted by project ave managing and

small-seale enterprises
guslainiog theic own prowtly ausistance being provided to other SSks in Lhe

vepions by a Senepalese inslitulion.
a p


http:ins;I.it
http:Srvjt.i:.ur
http:Cuumatl.Ly




ACTTON MEMORANDUM FOR Tiili MISSTON DIRECTOR, USA1D/SENEGAL . ......Page 3

B. FINANCTAL SUMMARY

Lthe Revised Financial Plan for the
The following table provides a
January 1,

Table 1 of the PP Amendment presernls
Dakar SSE credit expansion through 1693.
summary of the major categories of planned pxpenditures between
1990 and December 31, 1593

($000) .

ELEMENTS 1990 1991 1992 1993 TOTAL
Technical Assistance 219 224 244 35 722
commodities/kEquipment/Vehicles 155 0 0 0 155
Operational Support to tnutitution 141 198 113 0 452
LLoan Fund Capitalization 1000 0 300 0 1300
Evaluation/Audit 0 20 80 0 100
TOTAL FOR EXPANSION 1518 442 131 35 $2729
previous Project Budget Tolal $11000
$13729

TOTAL REVISED LOV

C.  SOCIAL ECOWOMIC, TEQNHLQ&LHQNQ,EUY]RQUﬁEHT&h.DE§Q[1PT!QN

The Project Committee in USAID/Sencgal has reviewed this PP Amendment and
has concluded that the project remains technically sound und appropriate
analyses exist Lo ensure project scceptubility and feasibility. ‘There are no
human rights implications.

Also, the nepalive detoerminat.ion of the Initial Environmental Examination
(ikE) in the PID and the delerred TEES on Risk/Benefit Analyses for Pesticide
Use in Annex 16 of the PP are not affected by this amendment.  TEE Amendment
Two for this project amendment is inecluded in Aunex D of the PP Amendment .

D.  CONDITIONS, GOVEMANTS, TMPLEMENTATION PLAN AND THPLEMENTATTON

AGENCTES

The conditions and covenanls of Lhe PP and Project Grant Apreement, as
previously revised, are nol changed. this amendment also does not change the
implementation agencices; the projgect will continue to be provided policy
guidance by Lhe National Praject Conmittee comprisced of representatives from
gix Ministrices and USAID.  An implementation plan for the Dakar SSE credit
found on pages [4-15 of the PP Amendment . The Cooperative
nscentury Foundation (HTE) will be extended and
Lo allow NTE Lo set up and implement the baukar

expansion is
Aprecient with the New Tra
addilional funds included
credit program.

SSE
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k. PROCUREMENT AND UATVERS

plan for the

Annex C of the PP Amcnduent provides a revised procurement
revised

Dakar cxpansion only. 1o additional waivers are anticipated under the
However, il new walvers atue required, appropriate rales under Sahel

project.
A rica reparding procureuend will

Development Program and Development. Fund for
bhe foullowed depending on the source ol the tunds being used.

. RESPONSTHLE MISs10l OFFICES

The Projecl bDevelopment Of rice bas overall responsihility for planning,
coordinating and managing project activities. 1o ALD/W, AFR/PD/SWAP will
provide backstopping for fhe project, coordinal ing with olher techniceal

of fices as required.

G.  EVALUATION/AUDITS

cviluat ton is scheduled for April 1991 to examine Lhe

One external
pact of loans

suitability of established credit procedures and policics, inm
where available, propress towards mect ing the project objuect ive of
institulionaliziug SSE credit program, and progress towards meet ing Lhe
objeclive of profitability. In addition, two non tederal {inancial compliance

audils for the Dokar 881 credil program ary budgeled in this PP amcndunent Lo

take place during carly 19491 and mid- 1992,

111, JUSTIFICATION TO THI CONGRESS
All uppropriate Technical Hotifications (TH) have been submitted to
$10.6 million has already been obligated under the
to obligate $1.629 miilion of ,
am funds Jueing FY 1989, 1In
$1.% million in DFA funds

Congress and have expired.
projeet. The Mission crpects
deobligation/reoblipation Sahal Development Poopt
addition, the Mission will obligate an additional
during FY 1989 te¢ lTully obligate the project.

TV,  AUTHORTTY TO APPROVIE AUTHORLZRDION Aty
591, as revised, gives you Lhe

for up to $30 million in projectl:
do

Africa Burcau belepgation of Authority Ho.
authority to approve authorizat jon ancodment s
cosls for a cumulative LOP not to vweced 10 years when the amendment s (a)
not. present signiflicant policy issucs; or (b) do not inctude waivers than can
onty be appraved by the Assistant Administrator for Africa or the
Administrator. This request is within this authority.

In addition, the Acting Assistant Administrator for Africy approved the
PID- Tike cable lor Lhe proposed crpansion tu bokar and authorized the Mission

Lo approve the PP amendment. The approval cable is shown in Annex I oof the PP

Amendment.
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v, RECOMMENDATTONS

That you sign the attached Project Authorization Amendment Two
(Attachment A) and the PP Amcndment tNo. Two (Attachment B) therchy approving:

(1) an additional $2,729,000 for a new LOP funding of $13,729,000;

(2) an extension of Lhe PACD from September 30, 1991 to December 31,
1993; and

(3) revised goal and purpose to expand the geographic scope of the
project to allow for the expansion of SSE credit activities to
Lthe bakar regioen.

Approved

Disapproved ¥ __ ..
3707 AOUT 1389

Date

Drafted:PDO,WHammink;8/24/89

Clecarances: PDO:ALym_mgpygfg)HMmmmDateu<§[g§[59m“rm
CONT:MGianni _ |y\ > Date il 7. o
PRM:RGilson (Draft)  Date - 8/28/89
PRM:RGrcenc.V{quf;)VA“Date._8/29/89

RLA:EDragon  £AD. Cbate ¥/30/R9

DDIR:GNelson_ %__A__l)ate_“_g[ﬁa/gfﬂ_._._

Doc:4593-0



PROJECT AUTHORIZATION AMENDHENT, AMENDMENT TWO

Country: Senepal
Project Title: Community and Enterprise Development

Project Number: 685-0260

1. Pursuant to Section 121 of the Foreign Assistance Act of 1961, as amended,
and the Foreign Operations, Export, Financing and Related Programs
Appropriations Act, 1989 (Public Law 100- 461), the Community and kEnterprise
Development project was authorized on September 6, 1983 and amended on April
13, 1989,

That Project Authorization, as amended, is further amended as follows:

a. To amend the planned obligation amount, the period of obligations and
the life of project, Section 1. is revised to read as follows:

“1. Pursuant to Section 121 of the Foreipgn Assistance Act of 1961, as
amended, and the Foreign Operations, Export, Financing and Related Programs
Appropriations Act, 1989, (FPublic Low 100- 461), 1 hereby authorize the
Community and Enterprise bevelopment Projecl for Senegal, involving planned
obligations of not to excecd $13,729,000 in grant funds over a scven-year
period from date of authorization, subject to the availability of funds in
aecordance with the ALD OYB/allotment process to help in financing foreign
exchange and local currency costs for the project. 7The planned life of the
project is ten years from the date of initial obligation.”

b. To amend the project deseription, Scction 2. is revised tc¢ read as
follows:

“2. The project purpose is to enable village organizations and
small-scale enterprises in selected regions in Senegal to manage and sustain
their own development. The project consisls of assistance Lo (1) village
orpanizations through Private Voluntary Organizations to carry out productive
development. activities which benefil themselves and the regions, and (2)
small-scale enterprises through a credit fund lo increase profitability snd
sustain their own growth.”

2. The authorization, as amended, cited above, remains in force except as
amended hereby.

30 ADUT 1989

Date:

USATD/Senepgal

Drafted: DO, WHamnink;8/24/89
Clearances: (As shown on Aclion Memorandum)

Doe 45940
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_Pape 1i}

ABBREVIATIONS

ABC ABC Consultants, Inc.

A.T.D. Agency for International Development

CED Community and Enterprise Development
cop Chief of Party

Lors knd- of - Project Status

GES Les Groupemenls kconomiques Scnegalaises

GTE Groupement d'lnteret Economique

¢G0S Government of Scnegal

1.OP l.Life of Projuect

MS] Management Systems International, Inc.

Mt Management Unit

NTF New Transcentury Foundalion

PACDH Projecl Assistance Completion Date

P1O/T Project Implementation Geder for Technical Services
PP Projecl Paper

PVo Private Voluntary Organization

REDSO Regional Economic Development support Office, Abidjan, Cote d'jvoire
SSE Small-scale Enterprise

TA Technical Assistance

u.s. United States

USAILD United Stales Agency for International development

VO Village Orpanization
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Community and Enterprise Develcpment PP_Amendment No.

I. EXECUTIVE SUMMARY

The Government of Senegal has requested assistance from all donors for
their "Program of Action for Employment sencration with Special Emphasis on
Youth." ‘This action program has becen designed Lo provide short tuerm

to mitigate the cmployment effuects of the structural
The government has askod all donors to support
involving pubiic works employment., and

to

employment opportunitics
adjustment program in Senegal.
new employment projects, especially
more importantly for USAILD, to accelerate or expand current projects
increase eumployment.

have shown thal there is an aconomicaily important
includes micro and
at access to credit 1s a

Scveral recent surveys
and dynamic informal sector in the bakar region which
small-scale enterprises. Also, surveys have shown th
major constraint Lo prowlh facing these entecrprises. The small-scale
enterprise (SSE) icndiug component of the Comuunity and Enterprise Development
(ckb) project, bascd in Lhe regions of Fatick and kzolack, has developed a
model, methodolopy and procedures for providing credit to SSks. The project
enjoys a 95% reimbursenent rate and carries an interest rate of 24%. The SSE
credit is making an jmportant, although still limited, ceonomic impact in the

including the creation of over 180 jobs in two years of
Tn addition, the Kaolack SSE credit model can be replicated in the
to provide needed credit Lo the Dakar

two regions,
operation.
Dakar vegion with few modifications
informal sector.

petailed financial projections show Lhat the Dakar SSE credit institution
could be profitable by Lthe end of 1993 if the default rate is kept below six
percent and the loun portfolio increases between 25 and 45 percent annually,
reasonable rates based on the experience in Kaolack. This date will move up
considerably if the loan portfolio increases at a higher rate, which is very
possible in the Dakar avca.

This Project Paper (PP) Amendment No. Two provides additional funds and
time under the project to institutionatize SSE credit activities in Dakar.
This amendment extends the Project Assistance Completion Date (PACD) for 27
months, from September 30, 1991 Lo December 31, 1993, and increases the
life-of-project (LoP) funding Ly $2,729,000 bringing Lhe total approved level
of funding under the project to $13,729,000. 1n addition, this PP Amendment
of the project Lo expand the geographic scope in
am in the Dakar region. Likewise, additional

kar expansion only are ineluded.

revises the goal and purvposc
order to establish a credit progr
project outputs and inpuls for the Da

IT. PROJECT BACKGROUND_AND STATUS

A, PROJECT BACKGROUNL

The Project Paper and thc Aulhorization for the $9,000,000 Community and
et were approved hy the USAID/Sencgal Mission

The Project Grant Agreement was subsequently

to encourage

lack and Fatick

Enterprise Developmenl proje
Director on September 6, 1983,
approved on January 4, 1984, The original project goal is
decontrol and commercialization of rural production in Lhe Kao
regions. The project purpose is "to enable village organizations and
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small-scale enterprises in the regions of Kaolack and Fatick to manage and
sustain their own development.' The PP (urther distinguishes Lwo sub-purposes

related to the project components:
- Village organizations (VOs) assisied by Private Voluntary

Organizaltions (PV0s) ae cepable of carvying vut development projeets which

benefit themselves aud the region; and

ale entevprisces assisted by project are managing and

Small-se
assistance being provided Lo other SSEs in the

sustaining Lheir own growth;
regions hy a Senepalese inulitution.

gub- grants to ¥.8. and local PVOB Lo
provision of training, technical
financially viable productive

credil Lo S8Es using sbelet buslness
The PVO sub-grants

The projuct has two components: !
assist village orgenizations, through the
advice, and credit, Lo plan and implement
activitics; and (2) a luan fund providing
criteria and Lhe highest legal allowable interest rate.
and Lhe SSE credil activities are managed Ly a Management Unit (Mt}) situated
The MU has two operational units: the Small Business Lending

in Kaolack.
The MU also includes a Chief-of-Party

Program and the PVO Assistance Program.

(COP) and a separate accounts section.
A.1.D. issued a Cooperative Agreemenl to Lhe New Transcentury Foundation

19845, to scl up the Hanagement Unit and to iwmplemsnt the

a contract with Management Systems International (M81) to

short-term technical assitance (TA).

(N'TE) on August 2,
project. HNTK has
provide certain long and

USATD/Senecgal subsequently approved PP Amendment Number One on April 13,
1989, which extended the original PACD for fifteen months from June 30, 1990
to September 30, 1991, increased the life of- project funding by $2,000,000 to
a total of $11,000,600, and revised the project goal and purpose Lo extend the
geographic scope beyond the original Kuolack and Fatick regions to neighboring
dit component in orvder to expand the Kaolack-based

regions for the SSE cre
Lo a point of profitahility.

small-scale enterprise credit opportunities

B.  PROJECT STATUS

1989 provides detailed

pages 4-6) which remain

in the SSE component since

PP Amendment Number One dated April 13,
informaltion on the status of project activities (
valid. However, important changes have Laken place
April 1989. Revised control and accounting systems were designed and
in the S$SE component during April and Hay 1989. Necessary changes
of head office and field office staff have
strengthened the manapument of the component. A new component Director with
extensive credil manapement experience will arrive on October 1, 1989. He
will refocus Llie $SE component Lo be manaped as d business and as a financial
institution. The change in management sbyle, accountability and cost
consciousness are necessary steps leading Lo a profitable, independent )
financial institulion. Also, the SSE credit component started providing new
losns in July 1989 fullowing suspension of new loans in March 1989 due Lo
inadequate control and .ccounting. pespite the suspension of new loans and
large Lturnover in ficia agents, the reimbursement rate of the over 200

oulstanding loans ceulinues to be a remarkable 95%.

instituted
in duties and responsibililies
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Notwithstanding the recent problems of accounting and internal control,
the CED SSE credit delivery model continues to demonstrate a viable approach
to SSE credit in Senegal. Recent major changes in accounting, internal
control and management will signifiecantly strengthen the system and the
lessons learned from previous mistakes will strengthen any replicalion of the
model. ‘The project's basic credit strategies -- i.e. charging the highest
legal interest rate possible, disciplined enforcement of credit terms, more
“risky" collateral arvrvangements than banks, field credit advisors close to
their clients, approval based on profitablilty of proposuals lnstoad of leval
of guarantees, and the minimalist approach supplying credit only rather than
t.chnical assistance and training -- have worked. The CED credit actlvitles
conform to the performance standard guidelines vecommonded by ATD/W for SSE

credit programs. Host importantly, the basic methodologies and procedurss can
be adopted and expanded to othoer roeglons in Senegal.

TII. JUSTIFICATION FOR PROJECT EXPANSION

A.  GOS_PROGRAM OF ACTION FOR YOUTH EMPLOYMENT

The Government of Senegal (GOS) has launched a "Program of Action for
Employment Gencration with Special Emphasis on Youth." This action program is
designed to provide short-term employmeut opportunities to mitigate the
employment effects of the structural adjustment program in Senegal. The
Tnternational Labor Office estimates that there are now about 200,000 new
entrants to the labor market yearly. The majority have no skills and have not
completed primary schoel. Also, the GOS has estimated that the number of
persons affected by structural adjustment and requiring assistance in
obtaining employment would approximate 13,000 for 1987-90, including
terminated public employees and rcturning graduates. According to
the GOS report on the program of action, the overall urban growth rate is
estimated to be 3.8% and 4.7% in Dakar. Twently-two percent of Senegal's
population are now living in the Dakar area where 70% of industrial firms are
tocated. Therefore, lack of employment opportunities and unemp loyment
presents an urgent and growing problem in urban areas, especially in the Dakar

graduates,

region.

The GOS has accorded this program of action a high priority. They have

asked all donors, including USALD, to pledge financial support to specific
employment generation projects within their program of action. Also, the GOS
has requested all donors to examine their current portfolios of projects to
determine if additional resouvrces could create or expand their employment
impact. Ti -~ .08 strategy emphasizes the informal sector as a means of
increasing employment in both the rural and urban areas.

USAID/Sencgal has closely reviewed on-going projects that could be

The CED project has developed a methodolopy
and procedures for providing credit to SSEs. 1t has maintained an excellent
loan recovery rate while carrying an interest rate of 24%. The CED project is
making an important, although still limited, economic impact in the Kaonlack
and Fatick regions, including the creation of over 180 jobs in two years of
operation. The $SE credit component has generated 1.1/ jobs, both permanent
and temporary, for every CFA 1,000,000 ($3000) loaned out.

expanded to increase cmployment.



Page 4

Community and Enterprisc Development PP Amendment No. Two _

B.  DYNAMIC INFORMAL SECTOR

surveys have provided a comprehensive body of informatlon on
Dakar informal seclur businesses. The most detailed of Lhese studies has been
recently conducted for USALD by Charbel Zarour, May 1989, and is an in-depth
artisanal busincsues. Another is a study of 100
commecgant 5, 46 avtisans and 12 service
consultants for the CED options study in

surveys Ltarget business owners with fixed

people working from home, and othliers, are not

Two recent

investigation of 558 informal
informal small businesses (42
enterprises) conducted by ABC
February 1988. Both of Lhuse
premises, cherefore peddlars,
included.

The informal scctor in Dakar is extremcly lavge and dynamic. A census of
microenterprises conducted by Charbel Zarour in 26 neighborhoods of Dakar in
November 1988 euuncrated 29,616 businesses involved in manutacturing,
construction, scrvicues, commerce and Lransport in 85 different types of
activity. These businesses cmployed over 57,300 individuals. The 4,500
mizroenterprises in the production sector employed over 20,500 persons.
Further, the President of Lhe Chambre de Meliers (Artisan Chamber of Commerce)
estimates that therce are 85,000 artisans alone in the DbakKar reglon.

Whereas in Kaolack and Fatick small business opportunities revolve around
the provision of goods and services Lo Lin cucal population or to the
agricultural scctor, in Dukar the variety of opportunities is highly
diversified. Potential markets are provided by the industrial sector, the
international community, tourists, the administration, the agricultural
sector, the port, not to mention the needs of a lavge urban population. For
e. mple, Dakar has 74 permanent markets which satisfy most of the people's
buring [icld interviews with small business owners, lack of
never cited as a constraint, and many of the younger more
st.ing clientele.

daily needs.
elients was
organized business people had plans tor expanding their exi
¢ overly competitive, small businesses in the

organized and mutuatly supportive.
Lraders (conmergants) and

Far from being frapmented o
informal sector appecar to be well
Businesses can be splil into two broad proups:
The commercants, primarily based in Sanduga market, arve
predomninantly from the Mouride Islamic brotherhood. The most important
association of commergants is a syndicale called the Burecau Federale de Touba
Sandapga. This group is cxtremely entreprencurial, with members doing business
all over the world, yet is highly tradilional. Artisans tend to be less
wealthy and less well organized. the umbrel ta organization that unites
informal sector businesses is known as the GES (Les Groupements Economiques
1L has 10,000 members belonging Lo eight fedcrations that
artisanal and scrvice
The Bureau Federale de

artisans.

Senepalaiscs) .
bring tesether an cntive range of commercial,
aclivities, and it includes a fedevalion of women.
Touba Sandaga is an affiliated organization and its mewbers arve also members
of the Feduoration of Commcrgants. 7The GES nrovides a structure within which
smaller members can have wccess to advice, lepal counsel and assistance from
more powerful members. Indeed, because of the tendancy within Senegalese

socielty Lo organize into groups, informal sector business owners tend Lo form

parl of a hieracchy in a loose overall structure.
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In summary, micro and small-scale enterprises in Dakar display many of
the same characteristics as those in Kaolack and Fatick: no developed
accounting system, relatively low levels of eduction and close links between
business and family. However, an impartant difference is that the use of bank
gservices for savings accounts is nore impertanl in Dakar, although still only

xS ]
29-45% of the surveyed [ivms in Dakar have baunk accounly.

C.  DEMAND FOR CREDIL

The unmet demand for credit among informal secltor businesses in Dakar is
high. 1In Zarour's report, 40% of the respondants cited “lack of funds" as the
most serious problem facing their business. B86% declared a wish to obtain a
bank loan and 77% wanlted to obtain some financial help from Lhe government.
Also, 55% of respondants declared plans for investing during the forthcoming
months. TIn the ABC study, a full 98% of the entreprencurs interviewed wanted
to improve their businesses, mainly through the purchase of more machinery,
raw materials or stock. Almost all of the enlerprises gave lack of finance as
a major reason why Lhey could not expand or improve their enterprises.
institutions in Dakar are not well
lending to the informal sector. In
oul of 533 had used bank credit as a
of finance for starting and only one husiness
source for subsequeant investment. Although B86% of

owners said that they wished to obtain a bank loan only 11% had
of which two percent had succeeded (10 people).
pondents (five people) had managed to

The banks_and other formal credit
ador .ed Lo and have little interest iu
Zareur's study only one business owner
primary sourcc up his business,
owner used it as a primary
business
actually tried to oblain one,
1n the ALC study, five percent of Lthe res
obtain bank leans.

Likewise, both the Zarour study and ABC survey found that the informal

sector businesses rarely used money lenders as a primary source of financing.
Tn Zavour's study, enly four out of 533 vespondants used money lenders as a
primary source of financing to start up their businesses, while only gix
people used money lenders as primary financing of subsequent investments.
Only one person, one percent of the sample, had borrowed from a money lender

in ABC's study.

zarour's study found that the major source of informal business financing
is from pe_t;b:g.neL_._95.”£ami_u_;gyﬂmt_a.ey--y_eLe.inesl.pyefi.kra:- Bo% of vespondents
used savings as the primary source of financing Lo stact up their business.
90% used savings or vetained profits as the primavy source of subsequent
investments in the business. 1In addition, 17% of interviewees started their
buginesses using the family as their primary source of finance, and 56% as
their sccondary source.
t en an important source of financing
The ABC study found that 43% of respondents boupght
Of Lhe commercants interviewed, 62% bought
Normal terms of credit were sixty
on credil were more expensive - at an
gsame items bought for cash.

1n addition, supplier credit has be
for the informal scector.
goods on credit from suppliers.
goods on credit, and 30% for artisans.
days. 1In 23% of cases Lthe goods hought
average of 30% wmore expensive- Lhan the

Until recently larper Senegalcse businesses served as intermediaries,
passing on credit to smuller ones. Recently, however, two evenks have

disrupted this situation:
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(1) A Liquidity Crisis at the Bank

Ten banks are operational in Dakar at present although liquidity is
tight. Availabie credit is being passed on to (safe) large modern
enterprises, and facilities to locally owned businesses have been increasingly

restricted. The informal sector does not vepresent the type of clientele the

banks ara loaklopg Lo uverve,
(2) The Muurltanlan problem and supplier crodit

During April 1989 Maurltanian- owned small grocoery stores wero runsackod
and looted throughout Scnegal. Many of the items taken had boeon supplied on
credit by large manufacturers who suffered substantial losses. These
companies are now no longer able nor willing to supply goods on credit.
situation has been further aggravated because, following the departure of the
Mauritanians, wholesalers in the grocery business have started opening retail
This has tied up their capital and eliminated theirv potential for

The

outlets.
offering credit to other retailers.

Interviews wilth business owners in other sectors indicate a similar
tightening of supplicr eredit. For example, in the conslLruction business,
suppliers will only provide credit to well- established customers against

contracts and then at a premiunm.

A study carried out by the former Director of the Kaolack SSE credit
component to provide strategy recommendations for the Dakar expansion found
that despite the recent credit squeeze, purchasing power of the population as
a whole has been maintained and the ouilook for informal sector small
businesses scems reasonable. There appear to be opportunities for small

and entreprencurs with adequate experience to exploit them, but

husinesses
A well

businesspeople have limited financial means and no access to credit.
managed credit operation is neceded.

In summary, the growing Dakar region offers high potential for the CED
SSE credit model: high concentration of micro and small-scale enterprises,
dynamic informal sector, important demand for credit that is not being met,
important employment implications, proximity for management purposes, and a
positive political impacl of a progranm that works. Also, only small
modifications will be neceded in the methodology, procedures and systems
developed in Kaolack to set up a Dakar SSE credit program.

D.  PROFTTABILITY

A Dakar SSIK credit program could become profitable within three years if
default rate is kept below six percent and the loan portfolio increases at
reasonable rates based on Lhe experience in Kaolack. 1Inconme statements
through 1994 with detailed monthly financial and loan portfolio projections
have been prepared using the financial model developed under the CED Kaolack
credit program. These are shown in Annex B. The following assumptions were

made:
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- Four field agents hired, set up and trained between March 1990 and
Aupust 1990. Four additional field agents employed, set up and trained
between June 1990 and Novewber 1990. Two additional field agents starting in

July 1993.

.oan portfolio reaches CFA 8% million

New loans start in July 1990.
rate in loan

A 288 million by December 1991. Growlth
% in 1992, 25% in 1993 and 45% in 1994 with the
2 million in 1990,

by December 1990 and CI
portfolio estimated at 34
opening of new offices.

increasing to CFA 1.7 million by 1993.

Average loan size starts at CFA 1.

Interest rate of 24%. Average loan

- Default rate of six percent.
d amortization of 96%.

length of 9 montns. Payback rate on schedule
- Cost of capital is free. Cost of any expatriate assistance not
included.

Exchange rate is $1 equal to CFA 300.

show that the credit institution could be

this date will move up considerably if the
which is very possible in the Dakar
indicate that the interest rate
of the break-even point.

The financial projecctions
profitable by the end of 1993.
loan portfolio increases al a higher vate,
area. Sensitivity analyses using this model
and the default rate are major determinants

TV. REVISED PROJECT DESCRIPTION

A.  REVISED GOAL AND PURPOSE

The original goal and purpose of the CED project limited the project
scope tc the Falick and Kaolack regions (formerly the Sine Saloum Region).
The goal and purposc werc subsequently revised in April 1989 through PP
Amendment No. 1 to cxpand the geographical scope of the project to nearby
as Thies and Diourbel for the SSE credit activities in order to
$sk loan portfolio to allow Lthe SSE credit component reach
to encourage decontrol and

in the groundnut
the expansion of SSE

regions such
increase the
profitability. Tho former project goal wai
commercialization of rural production in selected regions
basin. This goal is again slightly revised to allow for
credit activities to Dakar and is "to encourage decontrol and
commercialization of rural and urban production in selected regions in

The revised project purpose is "to enable village organizations and
in selected regions in Senegal to manage and sustain
The project will continue to focus on the ability of
manage and sustain their own

Oonly the SSE credit program
ions. '

Senegal.”
small-scale enterprises
their own development.”
village organizations and SSES to plan,
development, i.e. sustainable economic growth.
will be expanded beyond the original Kaolack and Fatick reg

indicators for the expansion of SSE
Lionalization of a profitable,
ssk credit activities in Dakar after

The End-of-Projecct Status (EOPS)
credit to Dakar will emphasize the institu
private financial institution to continue
the PACD. f“he additional EOPS will be:
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1ndependent, private financial institution established in Dakar
similar institution in Kaolack capable of

organizaltionally linked Lo a
providing loans Lo S5Sks on a profitable basis

small enterprises in the Dakar region

and credit management
urcas of

Profit potential of lending to
and appropriate procedurces, manuals
continued replication in other, mainly uvrban,

clearly demonstrated
system established for
Senegal.

B.  OUIPULS FOR PROJECT EXPANSTON TO DAKAR

cated in PP Amendment No. 1 remain

The current project outputs as delin
pakar expansion will be

valid. The following outputs directly related to the
in addition to the current outputs:

(1) 1,085 $Sks in the Dakar region have received credit and repayed
loans on time with increased profitability of the enterprises.
(2) Development of appropriate model for institutionalization and
replication of urban based SS& lending activities.

linkages between SSE credit

(3) Dbevelopment of appropriate and creative
and informal sector in

institution and other institutions supporting SSES
Dakar, including training and oul.reach programs.

(4) Creation of 640 temporary and permanent jobs in the Dakar region.

C.  INPUTS FOR DAKAR EXPANSION

only thosc additional inputs required for the
AVl other current project inputs

e addilional outputs and kops for

This PP amendment includes
: eredit aclivilies to hakar.
Taputs vequired to meet L
lude long and short term technical
vehicles, local currency operational
capitalizalion of Lthe SSE revolving

expansion of S585I
remain unchanged.
the Dakar SSE credil activities inc
assistance, commodities and equipment.,
of Lhe Dakar S5k credit component,

costs
and audits.

eredit fund and extoernal evaluation

(1) Technical Assistance

pecialist (3 person- years) will serve as
Director of the Dakar 5SSk credit component for 30 months and as advisor to the
Senegalesc bireclor of the pakar-based S8k credit operation for the final six
The Credit Management Specialist will be a senijor and experienced

Ll considerable credit and managemeut experience in an

£ Director will be respounsible for setting up
necessary local staff, closely
p all aspects of the eredit activities. Onee thiec SSE
established and all secounting, tracking, internal

¢ and functioning, 'he Director
institution under applicable

in Dakar upon

one long- term Credit Management S

months.
credit specialist wi
African setling. The bakar 8S
Lhe SSE credit operations in Dakar, hicing all
managing and divectin
credit component is well
loan approval systems ave in plac
sh a financial

inue Lo provide credit to SSks

control and
will be responsible to establi
Sencpalese laws which will cont
completion of Lhe project.



Page 10

Community and Enterprise Development PP Amendment No. Two

In addition, eighl person-months of short-term technical assistance (TA)
are required for Lhe Dakar expansion. Short-term TA will be required during
Lthe first six months to train field agents and head office staff and set up
appropriate accounting and internal control systems for the Dakar component.,
Short--term TA will also be used to undertake studies and analyses concerning
the esiablishment of an independent financial institution to carry on project

activities.
(2) Cummodities, Equipment and Vehicles

A minimum amount of office equipment and supplies will be required to set
up a head office and cight field offices in the bakar region. Excess offlice
equipment from the Kaolack components will be used whenever possible., In
addition, two computers will be procured for sccretarial support and for
accounting and loan tracking. Also, Ltwo vehicles will be purchased for the
use of the head office personnel. The field office and head office staff will
be required to use available public transport in Dakar as much as posgsible.

(3) Operational Costs of SSE Credit Activities

jocal currency operational costs of the

The project will finance all
this includes local salarles,

Dakar SSE credit componcent through June 1992.
of fice reat, vehicle maintenance and support, transport, supplies, legal fees,
and other miscellan ous costs of the program. By July 1992, projectlions show
that the loan portfolic will be large enough to generate ecarncd interest
sufficient to cover all operating costs.

(4) Capitalization of Credit Fund

The project will contribute $1.300,000 to the revelving credit fund over
the three-year project expansion in Dakar. Projections of the loan portfolio
show that bthe financial institution established by the project will require
this amount even though the projeet is covering all operational costs of the
program through June 1992 and all principal and interest repayments are being
used in the revolving tund. Annex B provides thu details of the projected

loan portfolio through December 1994.

(5) Evaluation and Audit

One external evaluation of the Dakar SSE credit activitles is scheduled

for April 1991 to evaluate progress toward meeting project objectives and

Lo improve SSE credit operaltions leading to
institutionalization of the program. 1In addition, one financial compliance
audit during 1991 and one in 1992 will be carried out by a local auditing firm
under the supervision of the Regional Inspector General's office for audit.

recommend ways

V. REVISED COST ESTIMATE AND FINANCTAL PLAN

The total life-of-project amount for all project activities based out of

Kaolack is $11,000,000. Of Lhis amount, $10,600,000 has been fully
obligated. An additional $2,729,000 is required for the expansion of SSE
credit activities to the Dakar region. Therefore, the total l1ife-of-project

for all project activilies is $13,729,000.
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A.  FINANCIAL PLAN

Table 1 presents the Financial Plan for the Dakar expansion. The revised
financial plan as shown in Table 2 of Amendment No. 1 (page 13) remains
unchanged for all Kaolack-based project activities. Table 1 shows that an
additional $2,729,000 arc required to fully implement all project activities
for the expansion of S8k credit activities to Dakar. When added to the
previous project budget total of $11,000,000, Lhe total life-of-project cost

becomes $13,729,000.

B. METHODS OF IMPLEMENTATION AND FINANCING

Est. $000
Method of Implementation Method of Financing for this Amendment
(1) Cooperative Agrecment FRLC $2,549
(2) USATD Direct Contracts $ 180
- Audits Direct Payment $ (40)
- Evaluation Direct Payment $ (60)
Direct Payment $ (80)

- USAL1D Project Officer

VI. TIMPLEMENTATION

A.  STRATHGY

Dakar SSE credit scheme will require some modifications
to the methodology, criteria and procedures that are used in Kaolack. As
mentioned previously, the former director of the Kaolack SSE credit component
carried out a four-week study of the Dakar informal sector during August 1989
to provide stratepy recomnmendations for establishing a SSE credit program in
Dakar using the Kaolack model. This study has provided valuable insight
concerning possible problems and solutions and rcecommendations which will be
used by the new bakar- based Director in implementing Lhe program. The study

reconmendations are summarized in Annex E.

An urban-bascd,

The lending policy and criteria of Lhe Kaolack SSE credit program will
remain the same in the Dakar program. Staffing will also be very similar,
with a Director and four Senegalese professionals in the head office and eight
field agent: in decentralized field offices. The head office will include a
loan analysis/field supervisor, accountant, legal/jurist expert and audit
manager. In addition, the head office will employ one
secretary/administrative assistant. Hodest, shop front, field offices will be
opened in eight zones in the Dakar region where informal sector businesses are

heavily concentrated.

Three important modifications from the Kaolack model for the Dakar SSE
credit program concetn puaranties, loin repayments and operational costs.

(1) Guaranties: The recent study made clear that loan clients in bakar
are more sophisticated than in the Kaolack repion and generally will not
respect their engagements to repay unless they have legally commitied solid

guaranties. Also, finding solid collateral that has value accovrding to the
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TABLE 1

REVISED FIuAKCIAL FLAN FOR DAKAR EXFANSION
CONMURITY AND CNTERFaISE DEVELOPRENT FROJECT - £89-0260

1940 1991 1772 1993 10140
FROJECT ELENENI Fin, 1 LOST FIN, W Cosi M8 Cost #/h, & COST  Pimg cost
I TECHNTCAL ASSISTANCE
Ao -1 Credit Specialist 17 $174,000 1T $174,000 B, 00 v 0 I 4,000
8. 51 Copsultants 3,00 2,00 24,000 PHY,000 B 4120,000
Co USAID Project Bificer b 120,006 1 0,600 b 120,000 I 180,000
L. CaRmaDities
A, Head Office and $100,800 10 19 §0 $109,000
fField Difrces Setup
B. vehtcles 1 430,000 i 0 $0 139,000
. Cosputers/Equip. 5,00 $0 ] f0 125,000
1. OFERATIONAL SUPPORT §141,000 $158,000 113,000 $0 452,000
J0 SSE CREBIT THSI.
IV, LOAN FUND CAPITALTZATION 41,000,000 1300,000 11,300,000
VI, CYALUATION ahb aupll
A, Erternal Eveluation $e0,000 §60,000
B, Independent Audit §20,000 §20,000 §40,000
PROSECT EXPANSION TGTal §1,315,000 1442,000 737,000 415,000 §2,729,000
PREVIOUS FROJECT EuBGET T01AL §11,000,000
$13,729,000

TTTAL REVISED LIFE-OF-PROJECT ARGUNT
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conditions of commercial banks can often prove difficult for small business
owners. In Zarours's study of informal artisans of May 1989, 273 respondents
out of 437 said that they had not applied for a bank loan because they
believed they were unable to provide solid guaranties. On the other hand 263

of 558 respondants said they owned heavy equipmenl, and 32 owned land.

Experience in the Kaolack program indicates that most infocrmal business
owners do have access Lo some form of collateral either of their own, or
belonging to a family member. Unfortunately, however, Lhe markel value of
his collateral is often doubtful. 1In Kaolack the approach has been to make
loan decisions on the viability of the project; ausucance of proper guaranties
comes after the preliminary loan approval. For the Dakar credit operation the
loan approval decision will continue Lo bo made on the viability of the
project. The Dakar propgram will continue to accept individual guavanties when
possible. However, at the same time the project will ausist SSEs to form
mutual guaranty groups, or "Groupment de Caution Mutuelle",

Mutual guaranty groups offer an innovative and important form of guaranty
for loans. Under Lhis system, five to 12 business people who already know and
tave mutual confidence in one another form a legal group, possibly legally
defined as a Groupement d'Interet Economique (GlE). The GIE is a legal
structure with statutes and rules that govern the operation of the group.
simple terms, members of the group agree to subseribe a certain amount each
month into a blocked account. Once this amount has reached a certain level
this serves as a puacvanty fund for a proportional loan (eg the loan may be
five times the amount of the fund). The first member of the group takes a
loan. When he or she has repayed one- third of the value, the sccond member
comes eligible for a loan to the value of the proportional value of the fund
less the amount outstunding with the first member, and so on. :

In

In case of late payment, the credit operation has automatic rights to.
deduct outstanding amounts from the guaranty fund. Hecause group members
stand to rise or fall topgether, there is both social and financial pressure
upon members to respect their commitments. These commitments are also clearly

spelled out in the terms of contract legally constituting Lhe group.

A system of Groupements de Caution Mutuclle serves two additional
functions. The firsl is thal it creates a savings structure within the credit
operation (although it is nol clear according Lo central bank regulations
whether Lhese funds can actually be vced in the credit fund)., The second is
that the system ties local pceople into participalion with the credit operation

which is an important first step towards institutionalization.

In Dakar banking facilities are easily available
unlike rural Kaolack and Faltick. Repayment of louns will be made by the
clients directly into a special bank account. 1In this way the SSE program
staff does not have Lo deal with cash payments and with the aceounting and
internal control thal this implies.

(2) Loan Repayments:

(3) Operational Costs: The Kaolack SSE credil program was started as a
project activity anu thervefore less attention was paid to costs than to
meeling objectives. The Dakar SSE credil program will be initiated and run
like a business from day one, with profitability an important objective and
costs an important factor. 1In addition, an accounting system will be
developed for the Dakar program which will generate financial statements and
provide profit information for each field office.
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B.  COOPERATIVE AGREEMENT AMENDMENT

New Transcentury Foundation, with assistance of their contractor
Management Systems International, has successfully developed the CED SSE
credit model and implemented the credit activities. NTF has the experience,
can mobilize quickly to plan for and set up a similar credit oporation in
Dakar and has a current Cooperative Agreemenl - .'h A.1.D. There is also high
potential for syncrgism between the Kaolack and Dakar SSE activitlies at this
stage and for future institutional linkages between the two programs.

Upon approval of the PP Amendment, Project Authorization Amendment and
Project Grant Agreemcnt Amendment for the Dakar expansion, the Mission will
issue a PIO/T requesting the REDSO Agreement Officer to umend the NTF
Cooperative Agreement for the Dakar SSE credit expansion. The Cooperative
Agreement will be extended through June 30, 1993.

The Kaolack SSE credit program is currently going through major
reorganization and has recently instituted revised accounting and tracking
systems. It is still institutionally fragile uand resources and energy must
not be drawn from this component to implement the Dakar SSE credit program.
fherefore, the Dakar SSE credit program will be implemented and adminstered
complotely veparule from the Keolack $S5E credit component. Noguluar meetlnge
and joint NTIF projecl veports will allow for cross fertilizatlon of ideas and
strategies but the two directors of the credit componenls will be individually
vesponuible for and huve authority for Lheir vespoctlve programs, NTF has
already started recruiting for the credit management speclalist. The Mission
expects that the Cooperalive Agreement Amendment will be gigned by October 30,
1989 and the long- Lerm program director in country by mid--Junuary 1990,

C.  IMPLEMENTATION PLAN

MONTHS 1-3

Credit Management Specialist arrives in Senegal
Location of Head Office Premises

Recruit Loan Analyst/lIField Supervisor

- Recruit Legal Officer

- Recruit Accountant

- Sel up accounting system

Begin review of systems, policies, procedures

-~ Purchase Vchicles/Equipment

- Recruit four Field Officers

- Begin Training

MONTHS 3-6

Locate Ficld Offices + procure equipment

Four Field Officers on Kaolack Assignment

Begin dialogue with local business association, and promotion campaign
Kstablish policies, systems, procedures

Interview and Identify four more Field Officers

Start to register Groupement de caution mutuelle
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MONTHS 6-9

- Recruit Auditor

— Recruit Four more Field Officers .
- Begin second round of Training :
— Second batch of trainces to Kaolack

- Baseline study begins in four zones

—~ Four Field offices open for business

MONTHS 9-12

First Loan Committee meeting, disbursement of loans
- Continue Information campalgn promoting program
- Baseline study begins in 4 remaining zones

Four more Field Offices open for business.
- New loans continue

VII. MONITORING AND EVAILUATION PLAN

The Dakar credit operation will use the data collection and impact
evaluation techniques developed by the Kaolack program for businesses that
have borrowed and fully repaid loans. The initial loan dossier includes
important information concerning the business (assels, employmeni, sales,
profits etc) and the businessperson (education level, sex). Once the loans
are repaid, a scparatec questionnaire is completed by the entrepreneur
providing similar information on the business. Data on job creation,
‘nereased asset value, increased profitability etc., is extremely useful both
for demonstrating results of the program and for developing client profiles.

In the Dakar context all evaluation-data will be double checked so that doubts
about the accuracy of impact statistics will not arise. Evaluation forms
prepared by field officers will be verified by a member of head office staff

in the field to ensure the quality of data before it is processed.

One external evaluation will be conducted during April 1991. This
evalualion will examine the suitability of established credit procedures and
policies, impact of loans where available, progress towards meeting
project4objective of institutionalizing SSE credit program, and progress
towards mecting objecctive of profitability. The evaluation will provide
recommendations for any necessary changes to meet project objectives.

In addition, two external financial compliance audils will be conducted
during January 1991 and July 1992 by an independent auditing firm in Dakar to
assure Lhat the program is following appropriate accounting and internal
control systems. These zudits will be under the supervision of the Regional

Office of the Inspector General for Audit in Dakar.
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ANNEX A

J : : H H
{: ACHIEVEHENTS : THDICATORS H VERIFICATION : ASSUHPTIONS :
¢ Inputs ¢ - 36 person month of Long- ;1. HU financlal records. H :
: 1. Provide credit needed : Tevim TA; ;2. Comcodity purchaso : :
H fer SSEs. : - B person months of Short- recurds : H
: : Tarm TA; : : :
: : - 216 person years of exten- : :
: H sion and other local-hive H H
: : staff for operational sup- : : :
: : porl; : : H
H o~ $1%5,000 for 2 vehicles, H H H
: : 2 computers and office : H H
: : equipment; : : H
: co- $1.2 willion loan fund : : :
H : capitalization. : : :

4223-0





http:42222222.22
http:2444~.44
http:444242.22
http:42224..44
http:4.-2.2C.42
http:2,4.42.42
http:2,2.22.2.22
http:222'22~.22
http:22.22.22
http:22.444.22
http:2~22222.22
















Page 25

Community and Enterprise Development PP Amendment No. Two

60

40

20

SENSITIVITY ANALYSIS — DAKAR SSE CREDIT

Breakeven Point Using Dif Default Rates

CFA 000,000
/4%
//,-,6 A
8%
Breakeven Point ' /
//AK//*/ 10%
]| | ! { !
1890 1981 1982 1995 1994
YEAR




2€

Page

 _ANNEX B

Community and Enterprise Development PP Amendment No. Two

— M Z

m < O 0O Z2—

40

20

—40

—-60

SENSITIVITY ANALYSIS—DAKAR SSE CREDIT

Breakeven Point Using Dif Interest Rates

CFA '000000

227
Breakeven Point ///1(-20%




Community and Enterprise Development PP Amendment No. Two Dakatr Expansion  Page 27

ANNEX C

REVISED PROCUREMENT PLAN FOR DAKAR SSE CREDLT EXPANSION

Description Quantity "Abp. Price Source/ >§Eaulred Responsible
Origin belivery Date Officer
1. 2WD Vehicle 2 $30,000 935% Jan. 90 NTF/MU

N.B. - Spare parts

~ fuel ¢+
- repaic +
- insuvince 0 935%x  Jan 90/
March 93 NTF/MU
3. Computer System
AT class
IBM compatible
and accessories . 2 20,000 000/935 Jan. 90 NTF/MU
4. Other Office Lyuipment
- Small Office desk
2 chairs 8 20,000 000/935 Jan. 90 NTF/MU
- Office desks+chairs 7 24,000 000/935 Jan. 90 NTF/MU
- Computer desk, chairst
covers 2 2,000 000/935 Jan. 90 NTF/MU
- Lavge filing cabinets 10 25,000 000/935 Jan. 90 NTF/MU
- Typewriters 2 3,000 000/935 Jan. 90 NTF/MU
- Photocopicer 1 4,000 Jan. 90 NTF/MU
- Large safe 1 2,000 000/935 Jan. 90 NTF/MU
- Small safe 9 5,000 000/935 Jan. 90 NTF /MU
- Initial Office suppliers - 20,000 000/935 Jan. 90 NTF /MU
Tatal: $155,000
N.B. - Vehicle support expenses are included in line item "Operational Costs".

- All procuremenL for the Dakar expansion will be made with Development fund
for Africa (DFA) funds.

4590-0
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AHNEX D

INITIAL ENVIRONMENTAL EXAMINATION ~ AMENDMENT TWO

Project Country: Senegal

Projocl Title: Community and Entoerprise Devalopment (685-0260)

Funding: $13,729,000

Life-of-Project FY 1983 - FY 1993

IEE Amendment Preparved by: William Hammink, USA1D/Senegal PDO

Environmental Actions Recommended:

1. Negative Determination
2. Risk-Benefit Analysis IEE for Pesticides as shown in
Project Paper Annex 16
DISCUSSION: The Community and Enterprise Development (CED) Project Paper (PP)
Supplement approved by the Mission on April 13, 1989, included IEE Amendment

Number One for the increased LOP funding and extension which was approved by
the Mission birector and concurred in by the Africa Bureau Environmental
Officer (BEO) (89 STATE 108808) and the Regional Legal Advisor.

required for the planned additional extension and

The project will be extended for an additional
1991 to December 31, 1993; the life-of-project
an increase of

IEE Amendment Number Two is
expansion of the CED project.
27 months, from September 30,
funding will increase from $11,000,000 to $13,729,000,
$2,729,000; and the geographic scope of the small-scale enterprise (SSE)
credit component of the project will be extended to the Dakar region.

enshle villape organizations and small-scale
enterprises in selected regions of Senegal to manage and sustain their own
development. The project will continue to focus on the ability of village
organizations and SSkEs to plan, manage and sustain their own development,
sustainable economic growth. Only the SSE credit program will be expanded
beyond the original Kaolack and Fatick regions. The project activitlies
consist of technical assistance, traininig, credit, commodities and
equipment. The extension of the project will include a line of credit to
small and medium-scale enterprises in the Dakar region.

The revised project purpose is to

i.e.

ncluded a Nepative

The IEE in the Project Identification Document i
ticides be included in the

Determination with a requirement that an TEE of pes

deferred IEEs be done of project activities not

identificd at the time of the original IEE. Annex 16 of the project paper

s an amended TIEE which provides a risk/benefit analysis for the use of
The activities to be undertaken during the planned

the same as previously identified.

project paper and that

include
pesticides in Senegal.
project extension are
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CONCLUSION: The cnvironmental actions recommended in the 1EE, as revised in

Annex 16 of the PP, remain valid for the planned project expansion.
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MAJOR FINDINGS OF TNFORMAL SECTOR SURVEYS TN DAKAR

AND RECOMMENDATIONS FOR DESIGN OF DAKAR-BASED SSE LENDING PROGRAM

BY JOHN MCKENZIE, CED CONSULTANT

1. FOREWARD AND ACKNOWLEDGEMENTS

I am grateful to New Transcentury Foundation/Management Systems
International and USAID for giving me the opportunity of undertaking this
study for the start up of a credit operation for informal small businesses in
Dakar, as an extension of the Kaolack Small Business program, as 1 come to the
end of a four year tour of duty with the Community and Enterprise Development

Project.

I am afraid the report suffers slightly because research was carried out
during the holiday season when a number of government officials and managers
of other small business support organizations were absent. VFortunately the
small business owners were present.

T am grateful to Mr. Harold Lubell and Mr. Charbel Zarour for their help
and cooperation with recent informal sector survey data. As results of this
survey are still being processed, and most of the survey findings contalned in
this report are still in draft I trust that my own interpretations of this
major piece of work are reuasonably correct.

The recommendations in this report are my own and are sorie extent are
incomplete. This is a working document for the use of project designers.

2. INTRODUCTION

A good deal of knowledge about the Senegalese informal sector, and
providing credit to the sector, has been acquired during the life of the
Kaolack project and much of this has been documented. A proposal has now been
made to establish a small business credit operation in Dakar based on the
model of the Kaolack SSE program. The purpose of this report is to analyse
the potential for the Kaolack model in Dakar, at the client level and at the
operational level, then to address the practical issues of setting up such an

operation.

In cases where the Dakar context poses new challenges, the report makes
practical recommendations how the Kaolack model can be changed or adapted.
This report is therefore a working document describing how such a credit
program can be established, given the opportunities and constraints of the
Dakar setting, and does not address issues of why such an activity should be
promoted or for what reasons.
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3. METHODOLOGY

As the Informal Sector of Dakar has been the subject of two comprehensive
studies using ficld bascd questionnaires, there has been no need to conduct
further surveys for the purposes of this report.

In order to subsbantiate findings of previous surveys, aud to gather
edditional anecdolal cvidence, meetings and field inlerviews with informal
business owners were conducted during a one-week period. Several
organizations already work with the Dakar informal sector in various ways, and
their managers were interviewed to gather data and discuss any potential for
future collaboration. This study analyses Lhe Kaolack experience in light of
findings from the sources mentioned above.

4. OBJEGTIVES OF THE STUDY

The objeectives of this study in line with the terms of reference are as
follows:

(1) To establish the level of need for informal sector credit in the Dakar
region, and the nature of that need.

(2) To propose a strategy for the start up of a self sustaining/profit making
small business credit operation/institution based on he Kaolack model,
identifying those fecatures that are potentially replicable or recommending
new features Lo meel the demands of Lhe Dakar context.

(3) To make recommendations concerning operational linkages between the Dakar
program ane the Community and Enterprise Development Project, Kaolack, and
also with other similar operations in Dakar,

5. CHARACTERISTICS OF DAKAR INFORMAL SECTOR SMALL ENTERPRISES: FINDINGS OF
SURVEYS

For the purpose of clarity, terms used in this text are defined as follows:

Informal Sector: In the Senegalese context, informal sector businesses
are those managed in a traditional fashion, oflen without formal management
systems or accounts, invelving family members as unrenumerated employes, not
conforming to ‘ax and labor regulations required of large modern sector
businesses. Such businesses do not usually operate outside of the law as
legal requirements are relatively light,

Small Business: All informal businesses in Senegal are small by U.S.
standards and most conform Lo USAID's definition of a miecroenterprise.
Jecause some informal businesses employ more than 20 people and have sales
turnover in excess of CFA 20 million a year the term small business has’ been
used as a collective term, instead of microeuterprise.

Two recent surveys have provided a comprehensive body of informalion on
Dakar informal sector businesses. The most delailed of Lheses studies has
been recently conducted for USAID by Charbel Zarour, May 1989, and is an
in-depth investigation of 558 informai artisanal businesses (referred to in
the text as Zarvour study).
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Another is a study of 100 informal small businesses (42 commergants,
46 artisans and 12 service enterprises) conducted by ABC consultanls for the
C&EDP options study in Februavy 1988 (referred Lo in Lhe Lexl as ABC study),

Both of these surveys target business owners with fixed premises,
therefore peddars, people working from home and others, are not included,

The small businesses surveyed in these recent studies and ohserved during
recent field interviews in Dakar, are remarkably similar to those encountered
(and financed) in the Kaolack-Fatick region. This is unsurprising in-so-far
as the types of businesscs, and their clients do not change greatly from one
region to another. Because the Dakar market is large and diverse, however,
there is a tendancy for greater varialion in size and specialisation of
businesses and less of a cural/agricultural hias to activities, than in the
Sine-Saloum.

Some of the common chacacteristies revealed by recent studies are as follows:
LITERACY AND EDUCATLION OF BUSINESS OWNERS

In Zarour's study, 35 percent of respondants could read and wirite in
French, 70 per cent had studies in Koranic school and 22 per cent had received
no form of education ot all. 1n ABC's study, 57 per cent of respondants could
read and write in French, 54 per cent could reasd and write in Arabie and 15
per cent were illiterale; /8 per cent had atlended Koranic school. With
regard to vocational truining, in ABC's study 67 per cent of Lthe sample were
apprenticed for an average period of six years and 12 per cent had received
formal technical training.

SEX OF ENTREPRENEURS

In Zarour's study 93 per cent of Entrepreneurs interviewed were male. In
ABC's study, exactly the same proportion, 93 per cent, were men. Thig figure
almost certainly understates Lhe importance of women in the informal sector
particularly in aclivilies such as tailoring and needlework, home-based
commerce, restaurants cte.  The figure does reflect, however, the strongly
traditional nalure of Secncgalese society with regard to men's and women's

roles.
USE OF BOGK KEEPING AND ACCOUNTS

In Zavour's study only 3 per cent of respondants had a developed
accounting system; 27 per cent of vespondants kept an order book and 41 per
cent an invoice book. 1In the ABC study 41 per cent of the business owners
interviewed kept some form of books, predominantly for registering purchases
and sales.

UStE OF BANK ACCOUNTS

In Zavour's study, 29 per cent of the repondants had savings or bank
accounts.  In ABC's study 43 per cent of the sample had bank accounts; whareas
53 per cent of commercanls interviewed had bank accounts, only 37 per cent of
Avtisans had the sume. The use of bank servieces in Dakar is undoubtedly more
important then in Kaolack hecause of availability of such services.
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TAX STATUS

In Zarour's study 33 per cent of interviewees paid a monthly municipal
business tax (Patente). Vivtually no one payed olher taxes such as Lhe
Service Tax (TPS), income tax (GIR), corporate tax (BIG), stamp duty,
Iusurance (TPRES), or soci:l security.

THE ROLE OF THE FAMILY TH THE BUSTNESS

In the context of the Kaolack program we have noted a very close link
between husiness and fumily and evidence of a similar situation exists in
bakar. In Zavour's study 70 per ecent of the business ownors responding
employed members of Ltheir own family, and 78 per cent employed relatives,

EMPLOYEES AND APPRENTICES

In Zarour's study Lhe average number of employees besides the owner, per
business was 5.8, of whom 4.7 (or 81 per cent) were apprentices. 1n ABC's
study the average number of employees per business wus 3 people, (1 person for
commercial businesses, 4 people for artisans); of all employees, 71 per cent
worked as non-salaried family help, or apprentices.

AVERAGE TURNOVER

In Zarour's study, the average annual turnover (based on the business
owner's decluration for a normal week) for an enterprise was CFA 4.7 million.
In ABC's slLudy the average annaul turnover by the same method was CFA 6.6
million, however Lhe average annual turnover for Artisans was CFA 4.9 million
and for commercants was CA 9.8 million.

AVERAGE AGE O BUSTHESS OWNERS AND BUSINESSES

In Zavour's study 44 per cent of business owners were 25 to 34 years old,
29 per cent were 35 Lo 44 ycars old, and only B8 per cent were younger than 25
years old. Regarding the businesses themselves, 79 per cent had been in
existance for more Lhan 2 years, 53 per cent for more than 5 years and 29 per
cent for more than ten years. In ABC's study Lhe average age of the
enterprises surveyed was 12 years old. 12 per cent had started within the
last 2 ycars.

6. INFORMAL SECTOR BUSTNESS SOURCES OF FINANCING AND CREDIT: FINDINGS OF

SURVEYS

Despite the existonce of nuwbers of different banks and other financial
orpanizations in Dakar, {ew informal sector enterprises have access to them,
In Lhis way the situation of informal small businesses in Dakar is very
similar to that in Kaolack,

SAVINGS AND PROF1Y'S

The major source of informal business financing is from savings or
retained profits. 1In Zarvour's study 80 per cent of respondents used savings
as the primary source of financing to starl up their business. 90 per cent
used savings or retained profits as the primary source of subsequent
investments in the business.
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THE FAMILY

In Zarour's study, 17 per cent of interviewees started their businesses
using the family as their primary source of finance, and 56 per cent as thelr
secondary source. When making subsequent investments 5 per cent used the
family as a primary source of finance. In ABC's study 4 per cent of the
intervieviees had received loans from their family, and 6 percent from
friends. These loans were free of interest.

COMMERCIAL HBANKS

In Zarour's study only 1 business owner out of 533 had usced bank credit as
a primavy source of finance for starting up his business, and only 1 business
owner used il as a primary source for subsequent investment. Although 86 per
cent of business owners said that they wished to obtain a bank loan only 11
per cent had actually tried to ohbuain one, of which 2 per cent had succeeded
(10 people). 1In the ABC study, 5 per cent of the respondents (5 people) had
managed to obtain bank loans.

MONEY LENDERS

The money lender is an institution that is litlle developed in Senegal. In
Zarour's study, only 4 persons out of 533 used the money lender as a primary
source of financing to start up their business, but 6 people used one as
primary financing of subsequent investments.

Only 1 person, 1 per cent of the sample, had borrowed from a money lender
in ABC's study.
SUPPLIER CREDIT

In ABC study, 43 per cent of respondents bought goods on credit from
suppliers. Ot the commercants interviewed, 62 per cent bought goods on
credit, of artisans 30 per cent. Normal terms of credit were sixty days. 1In

23 per cent of cases the goods bought on credit were more expensive - at an
average of 30 per cent more expensive- than the same items bought for ecash,.

LOANS FROM ASSOCIATIONS, CO-OPERATIVES, GOVERNMENT PROGRAMS OR FROM DONORS

In Zarour's study a small number of respondants cited associations,
cooperatives, government programs and donors as sources of loans.

7. THE NEED FOR CREDIT: FINDINGS OF SURVEYS

In Zarour's report 40 per cent of the respondants cited "lack of funds" as
the most serious problem facing their business. 86 per cent declared a wish
to obtain a bank loan and 77 per cent to obtain some financial help from the
government. 55 per cent of respondants declared plans for investing during
the forthcoming months. (However 32 per cent of this group, 90 people, said
optimistically that the financing for such investments would come From
government aid). '

In the ABC study only 2 per cent of the survey sample had no idea what
sort of changes they could make to improve their business; 76 per cent wished
to buy more equipment, machinery or stock and 3¢ per cent wished to make
improvements to their workshop or shop.
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8. DAKAR: _ASSESSMENT OF TIHE MILTEY

8(i) OPPORTUNITIES FOR INFORMAI SMALI. BUSINESS

Dakar contains 34 per cent of the population and 90 per cent of Senegal's
industrial firms., 1o 1683 the working population of the Dakar region was
estimated at 700.000 persons, and 140,000 persons were cuployed in the modorn
sector. Assuming Lhere was no unemployment at that time, Lhis mcans 80 poer
cent of the workforce was employed in the informal sector. Since 1983 this
share has probably bheen pgrowing as the working population has expanded while
Lhe povernment administration has been shedding jobs and growth of the modern
private sector Las been stagunant.,

The informal scctor in Dakar is extremely large and dynamic. A census of
microenterprises conduclked by Charbel Zavour in 26 quartiers (neighborhoods)
of Dakar in Hovember 1988 cnumerated 29,616 businesses involved in
manufacturing, construetion, services, ecommerce and transport in B85 different
types of activity., VWhercas in Kaolack and Fatick small business opportunities
revolve arvound the provision of goods aud services to the local population or
to the agriculture scctor, in Dakar the variety of opporiunities is highly
diversified. Polential markets ave provided by the industrial sector, the
Internationul commindty, tourtuts, thoe adeiniotesiion, the agrelcultural
sector, the port, not to mention the needs of a large urbun population. For
example, Dakavr has /74 permanent markels which satisty mosl of the people's
daily needus, 1o Zovoue's sltudy of 558 Informal Artisens, veupondanty, ware
asked to state Lhe relative importance of different types of client, and the
vesponses were as follows:

CLTENT TYPE NUMBIER OF BUSTINESSES STATING
TH1IS WAS MOST TMPORTANT CLTENT

Small Artisants 63
Small Commercgants 144
Functionaries and Big businesses 131
Tutermediaries 18
Other 1Individuals 333

Theses figure indicate the complexity of the market for informal sector
goods and services. 1t is striking, for examptlte, that the major proportion of
artisanal production is sold for re-sale and not directly to the end user.

During field interviews with small business owners, lack of cllents was
never ciled as o constraint and many of Lhe younger mere organized business
people had plans for expanding their existing clientele

8(ii) ORGANIZATION OF THE INFORMAL PRIVATE SECTOR

Far from being fragwented and inter-competitive, small businesses in the
informal sector appear Lo be well organized and mutually supportive. .
Businesses can be split into two broad groups of commercants and artisans., The
commergants, primacily based in Sandaga markel, arve predominantly Mourlde. The
most important association of commer¢anlts is a syndicate called the Bureau
Federale de Touba Sandaga. This group is extremely entrepreneurial, with
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members doing business all over the world, yet is highly traditional.
Artisans tend to be less wealthy and less well-organized. “The umbrella
organization that urites informal sector businesses is known as the GES (Les
Groupenments Economiques Scnepgalaises). The GES was formed as a syndicate to
vepresent the interests of Senegalese businessmen in 1962 (in the same way
that the Comite National du Patranat (CNR) represented the interests of Franch
and Lebanesc businesses). 1t now hag 10,000 members belonging Lo eight
federations that bring together an entire range of commercial, artisanal and
service activities, and includes a federation of women. The Bureau Federale
de Touba Sandaga is an affiliated organization and its members are also
members of the Federation of Commergants. The GES defends the interests of
its members before the povernment and the modern private sector. It also
provides a structure within which smaller members can have access to advise,
legal council and assistance from more powerful members. Tndeed, because of
the tendancy within Sencgalese society for organization into groups, informal
sector business owners tend Lo form part of a hierarchy in a loose overall
structure,

Of course traditional religious affiliations and extended family ties
serve to strengthen this structure. Within the framework of these
organizations, modern and traditional business practices come tagether. For
example an important Dakar businessman whose principal concern is a large
modern travel agency also owns two provisions stores informally run by his
relatives in Pikine. A mouride merchant from Sandaga wishing to buy 1talian
shoes may finance his deal in traditional fashion by taking a suitcase of CKFA
Francs to the Gambia, chaunging it, and than flying on to Naples with dollars;
or with the help of associates gy use a more formal method such as opening a
ietter of credit with Citibank.

6(iii) THE CREDIT SQUEEZE

The banks and other formal institutions are not adapted nor have any
interest in lending to the informal sector. Until recently larger Senegalese
businesses served as intermediaries, passing on credit to smaller ones.
Recently, however, two events have disrupted this situation:

(1) A Liquidity Crisis at the Bank

Only four banks are operational in Dakar at present (SGBS, BICIS, Banque
Senegalo--Tunisicnne and CITIBANK). Available credit ig being passed on to
(safe) large modern enterprises, and facilities Lo locally owned businesses
have been increasingly restrieted.

(2) 'The Mauritanian problem and supplier credit

During April 1989 Mauritanian corner stores were ransacked throughout
Senegal and pgoods were looted. Many of Lhese items were goods supplied on
credit by large manufacturers, who suffered subslantial losses. For example
MTOA, tne cigarette manufacturer, lost CFA 1,5 billion and CODIPRAL (Nestlé)
lost CKFA 500 million, amongst others. These companies are now no longer able
Lo supply goods on credit. The situation has been further aggravalted because
following the departure of the Mauritanians, wholesalers in the grocery
business have started opening retail outlets. fThis has tied up their capital
and eliminated their potential for offering credit to other retailers.
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Interviews wilth business owners in other sectors indicate a similar
tightening of supplier credit, for example in Lhe construction business
suppliers will only provide well established customers against contracts and
then at a premium, (a tonne of cement costs CFA 41.000 for cash, CKFA 45,000 on
credit),

B(iv) PROVISION OF CREDIT TO INFORMAL SMALL BUSINESS: OPPORTUNITIES AND
RISKS

Despite the recent credit Squecze, purchasing powar of the population as a
whole has been maintained and the outlook for i1nformal sector small businesses
seems reasonable. There appear Lo be opportunities for small businesses in
the market place, and entrepreneurs with adequate experience to explolt them,
but limited financial means and no access Lo credit. The stact up of a well
managed credit operaLion at this time could be highly auspicious,

During the course of the study I was warned on numerous occasions of the
untrustworking nature of informal business owners in Dakar and the prospect of
making loans to eclients who were aclually no more than front-men for shadowy
commer¢ants, wilh all the inevitable consequences.  Although the urban milieu
is unforgiving and bakar businessmen are reputed to be sharp dealers, serious
problems of misappropriation of funds can be avoided if:

— The credit operation knows who it is lending to
- Solid loan guarantees are legally taken
- Loan projects are correctly analyzed and proven viable

_ To ensure that these conditions are mel in Lhe Dakar context, two
modifications to the Kaolack model are proposed.

The first is that the Dakar credit operatiun shtouid use existing
associations of informal businesses, such as the GES, to provide character
references on people applying for loans. The second is that, as well as using
guarantec procedures tested in Kaolack, all eclients should be required to join
a "Groupement de Caution Mutuelle" and to pay a monthly subscription into a
loan guarantee fund. Details of this mechanism are explained in the strategy
reconmendations.

Risk and knowledge are closely associated. The risk of dealing with Dakar
bhusiness owners will diminish as the program staff understands how Lhe
informal sector ouperates and establishes working relatio.nships with its
clients. The quickest way of acquiring such knowledge is by co-opting local

business associationsg.

The possibility of such collaboration was raised with Lhe GES
gsecretariat. Particularly in light of the recent credil squeeze the GES wish
to find new mechanisms of providing credit to their members. For example GES
members have alrveady contributed into a loan puatrantee fund for smaller
businesses held in an account at the SONABANQUE to a value of CFA 30 million.
The GES secretariat said that it was open to the possibilily of a cooperative
relationship with any future credit structure.
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9. STRATEGY: RECOMMENDED PROGRAM

9(i) OBJECTIVES

The strategy recommended here aims to fulfill the objectives for the Dakar
extention of the C & EDP as follaws:

1. To establish a profitable privately owned financial institution
capable of maintaining small businuss credit activities after end of project.

2. To prove the potential of lending to informal sector SSEs proflitably
in the Dakar region and Lo establish appropriate procedures, manuals and a
credit management system so that the aclivity can be replicated in other,
mainly urban, areas of Senegal.

Hoped for targets are Lhat the credit operation will be profitable by the
end of 1992, and that during three years of operation, 1990-1992, 800 loans to
a value of CFA 1.1 billion will be granted with the creation of 1,280 jobs.

STAFFING

Because the Dakar credit operation will adopt the basic systems and
procedures already being tested in the Kaolack program it will probably adopt
a similar management structure. The staff, however, are likely to be more
highly qualified and the salary structure may be different,

The proposed organizational structure is as follows:

1 ]
! Director !
! !
! !
! ! ! Secretary H
! Deputy Director! ! !
[] ]
' oo T ' P '
Head ! Legal/ ! ! Loan Analysis ! ! Accounts ! ! Audit !
Office ! Jurist ! ! Field Supervisor ! ! ! ! '
! ! ! ! ! ! ! !
Field ' Field !! Field !! Field ! Field !! Field !! Field !! Field !! Fiel
Office ! Officer !! Officer !! Officer !'! Officer !! Officer !! Officer !! Officer !! Offic
] ti [N} !! 0!

The Director

The Director of the credit operation will probably be an expatriate during
the "project" phase, until the activity is institutionalized. The Director
will be responsible for all aspects of the credit operation, staff management
and administration.
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The Deputy Director

The Depuly Direclor will be have substantial administrative oxperience in
a credit ov financial inslitution, with knowledge of small business and the
informal sector, and will be a Senegalese national. He or she will be a
probable candidate for the post of Director, once the "project” phuase ends and
the activity is institutionalized. Salacy level 350 - 400.000/month,
Loan Analyst/Field Supervisor

The Loan Analyst/Field Supervisor will be responsible for supervising the
Field Officers and their offices, and for checking all loan dossiers before
they are presented Lo the lLoan Committee. The Loans Analyst/Field Supervisor
will have Lhe equivalenl of a University degree and be experienced in small
business finance and loan analysis. 1In addition to field work he will also be
responsible for technical training of staff. Salary level CFA
250.000-300.000/mont.h.

Jurist/Legal Officer

The Legal Officer will be responsible for evaluation of
guarantees/collateral, praparation of guarantee and loan contracts, follow up
of arrears and resolution of bad debts. The legal officer should have a
Matrise en Droit and some previous experience with a bank's legal department,
Salary level about CKA 200.000 per month.

Accountant

The accounlant will be responsible for updating financial records
including the loan tracking system and for producing regular reports on the
status of the loan portfolio, income statements and balance sheets. The
Accountant will be fully qualified and have a minimum of 5 years axperience of
double enlry book kecping and of working with credit accounts. Salary level
CFA 250.000-300.000 per month,

Auditor

The auditor will be an internal controller whose role is to run continual
spot-checks on the loun approval, repayment and arvears status, and on the
general management of the credit operation's resources. The auditor will be a
qualified accountant with at least one year experience at audit. Salary level
CIFA 150.000-200.000 per month.

Field Officer

the Field Officer will be responsible for client selection, analysis of
loan dossiers, follow up of loan repayments and client afver-care, within a
defined geographic zone. IField Officers will normally have university
qualifications Lo Masters level as well as experience with small businesses,
Given Lhe field-based nature of the work, candidates with a practical
approach, commercial mind, and common touch should be selected, as opposed to
intellectuals or other graduates suffering from what is referved to locally as
vdeformation universitaire". 1t will be practical to select younger
candidates and train them from scratch. Salary level CFA 120.000 per month
(with opportunities for results-oriented bonuses).
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The job profiles, qualifications and salary levels mentioned above are
based on vesponses from managers of banks, accounting firms, and other
organizations in the field of small busi, uss promotion. The Kaolack program
started up with a "projeccl" salary structure, that is now under review so
profitability can be attained, Salavies in Dakar should reflect market rates
from the outset. The long Lterm objectives of the Dakar credit operation is
avantageous as job scekers in Senepgal often put thelr long Lturm proupects over
salary in their choice of cmployment.

STAKE TRAINING

Client seleclicn and Loan Analysis techniques have been one of the
successful features of the Kaolack propram. IField Officers (Conseillers in
the Kaolack context) are trained during a six month apprenticeship in such
techniques both in the cluss voom and in the field. A detailed training
manual with course outline, session guides, case studies, simulations and
olher exercises is now in preparation. This manual may be used as a training
guide for the newly reeruited bakar field officers (when and if it is
completed).

The Lraining program is structured in a modular fashion. Each module
focuses on a set of particular skills that the trainee must acquirve and
involves several days of classwork followed by 2 to 4 wecks practical
application in the field. For the first batch of trainees, atLtachment to
Kaolack field offices for practical training in loan analysis will facilitate
the Dakar start-up. 1In the start-up phase it is also recommended Lhat Lrainee
field officers conduct a baseline study of businesses in their new zones,
preparing income statcments and balance sheets as well as collecting
employment stalistics and other data.  Such a study serves the purpose of
giving the field officers practical experience in business analysis, and also
provides the credit operaticn with a mass of data which can be used as a
benehmark for measuring impact at a later date. Such a study also serves as
an opportunity for the ficld officer to meet potential clients and inform them
about the new credit operation,

LOCALIZATION OF OFIFICES

Because activities are concentrated, distances short and means of
transport are easily avaitable in Dakar, various configurations for Lhe
localization of offices are possible. 1t is feasible, for example, to have
one central office as do SONAGA or SOFISEDIT. The recommended strategy,
however, is thal a system of decentralized [ield offices be adopted. The head
office, housing the dircctor, and scnior staff with a conference room for
training and credit committee meetings, should be located in a place
convenient Lo clients, to public transport, etc., but not necessarily in the
central business district or in a high rent zone. It is also possible for the
head office to incurpurate a field office. Modest, shop front, field offices
shiould be opencd in arcas where informal sector businesses arve heavily
concentrated.  The advantages of such an arrangement ave:

- Field Officers are casily accessible to clients at all times
- Officers arc field based and time is not wasted at head office or

travelling
- rField Office rental costs are more economical than accumulated transport

costs.
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- Field Office provide staff with autonomy and encourage personal
initiative; they are also easily setl up as “profit centers" (see on).

DEFINITION OF ZONES

Tt is recommended that the Dakar region be divided into zones, and each
zone be administered by a field office with one field officer. Within euach
zone the field office should be located where businesses are most heavily
concentrated, at a spot that is easily accessible. Seven zones have been
defined, and this configuration assumes a staff of 8 field officers, seven of
whom will be deployed, the eighth being a "floater", attached to the busiest
field office.

The definition of zones was based partly on results of Charbel Zarour's
census of November 1988 (sce Appendix 2) partly on observations in the field,
and pattly on the physical layout of the region, as follows (please refer to
map on next page)
70NE I: Dakar Center, Plateau and Environs.

This zone covers central Dakar including Sandaga Market.

ZONE TII: Medina Rebeuss, Fann Hock, PFaus,

This zone contains Lhe heaviest concentration of small businesses in Dakar
and includes Soumbediounec Market.

2ONE 11I: Zone Industrieclle + port, Route de Rufisque, Hann, Dalifor

This zone contains an important concentration of artisanal activity
related to the industrial zone.

ZONE IV: Grand Dakar, Colobane, Bopp, the Sicaps, the HLM's.
This zone covers the popular neighborhoods and includes the HLM market
ZONE V: Grand Yoff, Parcelles Assainies, Yoff, Cambéréne.
This zone encompasses the large new residential areas
ZONE VI: Pikine, CGuediawaye
This zone covers the dormitory towns of Dakar
ZONE VII: ‘Thiaroye, Yeumbeul
This zone ecovers the industrial region and garden areas.

ZONE VIII: Rufisque

STAFF MOTIVATION: BONUS MECHANISMS/PROFIT CENTERS

Oone of the positive features of the Kaolack program has been its incentive
scheme for field staff. An incentive scheme helps to motivate staff,
encourages client follow-up ensuring high loan repayment rates and tends to
operate against corrupl practices.
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The job profiles, qualifications and salary levels mentioned above ave
based on responses from managers of banks, accounting ficms, and other
organizations in the ficid of swall business promotion. The Kaolack program
started up with a "project' salary structure, Lhat is now under review so
profitability can be attained. Salaries in Dakar should reflecl market rates
from the outsct. The long term objectives of the bakar credit operation iuo
avanlageous as job scekers in Scnepal often put their long term prospects over
salary in their choice ot ewmployment.

STAFE TRATHNING

Client sclection and l.oun Analysis techniques have been one of Lhe
successful features of Lhe Kaolack program. Field Officers (Conseillers in
the Kaolack context) are trained during a six month apprenticeship in such
techniques both in the class room and in the ficld. A detailed training
manual with course outline, session guides, case studies, simulations and
olher exercises is now in preparation.  This manual may be used as a Lraining
pguide for the newly reeruited bakar tield officers (when and if it is
completed).

The training program is structured in a modular fashion. Each module
focuses on a sel of particular skills that the trainee must acquire and
involves several days of clusswork followed by 2 to 4 weeks practical
application in the field.  For the fivst batch of trainees, attachment to
Kaolack tield offices for practical training in loan analysis will facilitate
the Duhar start-up. 1o the stact-up phase it is also reconmended that Lrainee
ficld officers conducl a bascline study of businesses in thelr new zones,
preparing income stulements and balance sheels as well as collecting
employment statistics and other data.  Such a study scrves the purpose of
giving the ficld officers practical expericnce in business analysis, and also
provides the credit operation with a mass of data which can be used as a
benchmark for measuring iwmpact al a later dute.  Such u study also scrves as
an opportunily for the field officer to mect potential clients and inform them
about the new credit ovperation.

LOCALLIZATION OF OFIFICIS

Becanse activitics are concentrated, distunces short and means of
transport are casily available in Dakar, various configurations for the
localization of offices are possible. It is fceasible, tor example, to have
one central office as do SONAGA or SOMISEDIT. The recommended stratepy,
however, is that a system of decentralized field offices be adopted. The head
office, housing Lhe divector, and senior staff with a conference room for
training and credil comnittee meetizo,s, should be lucated in a place
convenient Lo clicuts, to public transport, cte., but nobt nccessarily in the
cenbral business dislricl or in a high rent zone. 1t is also possible for the
head office to incorporate a field office. Modest, shop front, tield offices
should be opencd in arcas where informal scctor businesses ave heavily
concentrated. The advantages of such an avruanpgement are:

- Field Officers are easily accessible to clients at all times
- Officers are fField based and time is nol wasted at head office or

Lravelling
Field Office rental costs are more ecconomical than accumulated transport

costs.


http:pr'olpect.13
http:respo;t.su

Community and Enterprise Development PP _Amendment No. Two, Annex g Pape 43

LENDING POIICY

The Dakar credit operation should begin by using Lhe same lending policies
that have been tested in Kaolack with some success, as follows:

- Only Sencgalese citizens are cligible

- Loans will not be approved for new or start up husinesses but
only for developing existing businesses will a Lrack record of
al least 2 years.

= Loans will bLe used for pProfit gencrating projects and loan
repayments will be scheduled according to Lhe project cash--flow
(ie loan projects will pay for themsclves).

- All types of loan projects will be considered and profitability
of the proposal will be the primary consideration, Credit will
not. be “dirceted*,

- The iuterest rate will be the highest permissihle by law,
curvently 24 per cent.

= The minimum loan amount permissible will be cra 200.000.

- Firsl Lime loans will be approved for periods up to 12 months and
for amounts not exceeding CFA 3 million., Subsequent loans nay bhe
for lunger periods for amounts exceeding CrA 3 miltion,
depending on the needs of the activity to be funded.

- Loans will only be pranted against solid guarant ces,

N.B. Dakar Business people are well informed about interest rates and
other regulatory issues. Even 50, declaring a 24 per cent interest
rate and then charging an effeclive rate of 13.5 per cent on a
declining bulance, as we huve done in Kaolack, is poor marketing.
The Dakar program should take a fresh look at legal rvequirements
viz & vis how it can package its services in a way Lhat is
attractive to the client, This should he clearly thought out
before any sort of promotion or contact with clients is initiated
because it will be the subject of the first questions raised.

LOAN PROJECT APPRATSAL

As the characteristics of Dakar informat business closely resemble those
of Kaotack (literacy, bLook keeping, etc.), the Dakuar credit operation can
adopt Lhe standard loan appraisal Ltechniques used by the Kaolack program and
adapt them as necessary over time.  The appraisal dossier is sultable for
businesses without accounts, particutarly for Lhe analysis of loun projects of
a4 seasonal nature (a season or a year being a rcalistic timeframe for most
informal business owWners without books). 1f in future the bakar eredit
operation seceks to make long Lerm investments, Lhen a new appraisal format
will need Lo be developed.

PROMOTLION

In a start up phase the Dakar credit operation will need to inform itg
potential clients ag rapidly and effectively as possible. Because the target
audience has had liltle prior experience with credit, the most effeclive means
of communication is word of mouth and involves dialogue. Questlon and answer
sessions can either be handled on an individual visit basis, or by meelings
organized with existing business associations such as the GES and the Chambre
de Metiers.
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LOAN COLLATERAL/GUARANTELS

During the course of Lhe study it has been made clear that loan clicnts in
Dakar will not respect Lheir engagements to repay unless they have bheen
legally committed Lo providing solid gUarantens.

Finding solid collateral that has value according to the conditions of
commercial banks can of Len prove difficult for small business owners. In
Zarours's study of informal artisans of Hay 19849, 2/3 respondents out of 437
said that they had not applied for a bank lcan because they believed they were
unable to provide soulid guarantees. On the other hand 263 of 548 vespondants
said they owned hecavy cquipmenl, and 32 owned land.

Experience in the Kaolack program indicates that most informal business
owners do have access to some form of collateral either of their own, or
belonging to a family member, Unfortunately, however, the market value of
this collateral is often doubtful. tn Kaolack the approach has heen to make
loan decisions on the viabilily of Lthe project not value of guarantee. For
the bakar credil operation a two- pronged approach is tecommended, using
technical appraisal of a dossier, then collateral and a system of "Groupment
de Caution Mutuclle'.

(1) Mutual Guarantce Fundg

The Chambre de Metiers and others have becen reflecting upon the
possibility of creating a société de caution mutueclle in which small business
owners can invest, and which will then provide them with loan guarantee
coverage to a level proportional with Lheir investment. The major constraint
to such a scheme is that central bank regnlations require sueh a société (as a
financial institution) to have a minimum capital of CKFA 300 million. Such
regulations pul the scale of operation beyond the rcach of most small business
associations.

A practical alternative to this is the ereation of "Groupements de Caution
Hutuelle". Under this system, 5 to 12 business people who already know and
have mutual confidence in one another form a legal group, possihbly lepgally
defined as a Groupement d'interel Economique (GIE). The GIE is a legal
structure with statutes and rules that govern the operation of the group. In
simple terms, wembers of the group agree to subscribe a certain amount each
month into a blocked account. Once this amount has reached a certain level
this serves as a guarantee fund for a proportional loan (cg the loan may be
five times the amount of the fund; to be determined). The first member of the
proup takes a loan. When he or she has repayed one- third of the value, the
second member comes eligible for a loan to the value of Lhe proportional value
of the fund less Lhe amount outslanding with the ficrst member, and so on.

v

[

In case of late payment, the credit operation has automalic rights to
deduct outstanding anmounts from the guarantee fund. Because group members
stand Lo rise or fall topether, there is both social and financial pressure -
upon members to respect their commitments. These commitments are also clearly
spelled out in the terms of contract legally constituling Lhe group,

A system of Groupements de caution Mutuclle serves two additional
functions. The first is that it creates a savings structure within the eredit
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operation (although it is not clear according to central bank regulations
whether these funds can actually be us. 1 in the credit fund). The second is
that the system tics local people into participation with the credit operalion
which is an important [ivst step towards institutionalization.

Further information on the workings of one type of GiE structure tested in
Mali can be oblained from Appendix 3. Before initiating such a program in
Dakar the credit operation must cnsure that legally and practically its system
is simple to understand and viable. A system that is promoted and
subsequently develops faults will create Lotal loss of confidence in the
credit operation.

1nitiation of such a structure was discussed with membhers of the (ks who
were favourable in principle. The GES has already created its own CFA 30
million guarantee fund. The seceretary general of the GES said he believed
such a fund (it was not clear if he meant this or a new fund) could be used by
financially weaker members who could not join groups.

(2) Other Collateral

In addition to mutual guarantee groups it is recommended that the credit
operation take other forms of guarantee on an individual basis according to
procedures already established in the Kaolack program. Recommended forms of
coltateral are:

- Contracts as collateral

- Pledge of vquipment or vehicles

- Deposit of jewellery or other items of value

- Personal Guarantcees with signed promissary noles.

Property decds are not a rvecommended form of collateral being expensive
for the client to register and difficult Lo sell in event of defaultls. Pledge
of commercial working capilal for loans Lo merchants (nantissement de fonds de
commerce) is also poor puarantee, as poods are casily liquidated prior Lo
seizure.

o

Further to discussions with people experienced in recovery of guarantees
in Dakar, lawyers are rarcly used in the recovery process, unless there is
legal contention to ownership of the collutueral during the process of
seizure. Most cases are dealt with directly through a Bailiff (Huissier). Tt
is recommended that tlie bakar operation deals with one young dynamie Huisgier
with whom it negotiales a fee proportional to rvecovery (normally 2 percent ).
Any dealings with lawyers should be negotiated on a case by case basis also on

a percentage of recovery basis.

There are several debt collection agencies in Dakar of which three were
visited (SAD, S1KC and SOFIA). Each agency has diffevent terms and
conditions. SOFIA for exumple will take on a dossier for CFA 50,000 down
payment plus 9 percent of funds recovered.  Terms with other agencies are
negotiable (sce Appendix 4).

The Dakar credit operation will be able to use contract formats developed
for the Kaolack program for loans and securing guarantees.
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(3) Life Insurance

The Kaolack project has a group policy with Assurances Generales
Senegalaises and clients pay 0.6 percent per year to insure the value of their
loan plus interest, in event of demise. ‘The premium ig payed by the client,

To date no client has died so the net gain to the insurance company has
been high. 1If this low mortality rate among informal sector loan clients is
normal, then the Dakar credit operation may want to consider setting up its
own insurance account, if such is within the law.

PROCEDURES

Following a major review of the loan tracking and accounting system of the
Kaolack project, new procedures have been recently put in place and are now
being tested. As it is not yet clear Lhat these are e¢fficient or adequate, it
is recommended that a review of the situalion be carried out by the Dakar
Director on his arrival in country.

In Dakar banking facilities are easily available unlike rural Kaolack
where services are poor. Cash transaclions (disbursement and vepayment of
loans) need not be handled by project personnel and this removes a large
administrative burden froum the management of the Dakar credit operation. 1In
this case, a major parl of Kaolack internal control procedures will not be
necessary.

It is recommended that each field office has its own manual loan tracking
system so that cach field officer is in control of his loan accounts, and that
a central manual system is kept at head office as a precaution against failure
of an electronic systen. Again, the incoming Director should be able to
review Lhe performance of the Kaolack loan tracking system before having to
adopt it in Dakar.

In brief, the bakar direetor should be given a free hand in selecting
whatever procedures and systewrs are proven and appropriate for the Dakar
operatian,

EVALUATION

It is recommended that the Dakar credit operation uses the impact
evaluation techniques developed by the Kaolack program for businesses that
have borrowed and fully repaid loans. Data on job creat.ion, inecreased agset
value, increased profitabilily ete., is extremely useful both for
demonstrating results of Lhe program and for developing client profiles. 1In
the Dakar context all evaluation-data should be double checked so that doubts
ahout the accuracy of impact statisties will not arise. Evaluation forms
prepared by field officers should be verified by a member of head office staff
in the field to ensurc the quality of data before it is processed.

STARTING uUp
The census of informal business by Zavour, November 1988, enumerated more than

29,000 businesses in 26 neighborhoods of Pakar. The President of the Chambre
de Metiers estimates that there are 85,000 artisans in the Cap Vert (Dakar)
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region, of which 3,000 are Chambre de Mclicrs meabers.  There is an enormous
volume of small business activity in bakuar and there will therefore be an
enormonts aqounl of choice in selection of loan projects to finance. Tn a
start up phase Lhe Dukar credit operalion shoud be highly setective of ils
clients, consciously building a reputalion for high level of loan repayment,
nigh level of loan impuct and organizational efticiency.

10, OPERATIONAL LIHES UETH THE KAOLACK PROGRAH AND THE C&EDE

The Kaolack Small Business Program has gone through a number of prowling
pains, and is cveu now in o delicate stage of development.  The Dakar credit
vperation must nol be ablowed Lo place an additional burden on the Kaolack
Program.  Rather, the bakin credil operation should benelfit from the freedom
to use whatcver technical input is adaptable to the bakae situation, wilhout

depending on any administrative or logistical support.

An iwportunt opuralional link during the start-up of the Dakar program
will be the Lraining of bakar ficld officers in Kaoluck ficld offices. As
loan appraisal technigues and clicat fullow up for the bakar operation will be
similar to Lthose used in Kaolack, the Dakar Ficeld Ofticers can gain a head
start by being apprenticed to functioning offices. The training will be
ovganized in two sessions with groups of four people who will be on attachment

for approxinmately theee months cousecutively.

The Kaolack Management Unit is due Lo phase out in the near term.  The
major ubjuctive of the Dukar credit operation is Lo establish a profitable and
privately owned (inancial institution. PFor these two reasons the Dakar
operation should be aduinistratively autonomous from the outsel, with its
staff completely in churpe of its own operation.  Separating the programs will
also allow the Dakur operation a fresh stact and not disadvantage it by
association wilh any diificultics that have been, and still arve, parlt of the
C&EDBP's evolution.

Consolidation of financial and other information for project (C&EDP)
purpoeses should take place at NTF Washington. ‘Technical reporting to USAID
can be direct from cach credit operation divector.

Technical exchange between Kaolack and Dakar should take place as
necessary. At Lhe same Lime, a formal meeling attended by PDO staff should
take place on a quarturly basis for exchange of information and to explore
joint intitiatives (one such may be setling up a "centrulte de visques'™ data
base conlaining informution on individuals with bad credit history).

11. OPERATIONAL LINKAGES WITH OTHER STHILAR ORGANIZATIONS

As this study coincided with the onset of the holiduy period it proved
difficult to meel with representatives of all the organizalions involved in
informal seclor promotion in Dukar. ‘The list of orgunizations and information
below is incomplete, bul hoprfully provides an overview of the situation.

AL the present Lime Lhere is no organization in Dakar with a specific
mandate to provide credit to existing informal sector businesses.
Organizalions are providing a limited amount of funding ot credit to start up
small businesses or to erecate employment but with ulterior objectives (youth
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employment, employment of university graduates cte.). Such services are not

available to the mass of informal business owners. This situalion may alter

when the government of Scnegal reorganizes SONAGA SONABANQUE, SOFISEDIT, and

BNDS and creates a Banque Populaire. This new organization may provide loans
to the informal sectorm hut details are unavailable as yet.

Organizations contacted, and observations on the future potential for
aperational linkages are as follows:

AGETLP (Youlh Employment Yrogram)

The Youth Employment Program funded by a consortium of donors will be
financing small and wediwn public works projects, through private contractors,
wilh the objeclive ol providing jobs for youny people while carcylng oul
improvements to the urban and rural infrastructure. As the program will
provide contractors with advances and has a policy of prompt payment on
complelion of contract, there will be little scope for provision of credit to
AGETIP conlractors in the ncear term. Tn the medium term, however, AGETIP will
be looking al ways ol promoling private sector growth so that its impact will
become lasting. ‘The Geuncral Manager of the Program, Mr. Magalte Wade, has
recently starled up the public works program and is now considering options
for the medium and long term. He may be interested to discuss the possibility
of collaborating with the C&EDP to promote Lhesce initialives.

PROGRAM DI RETNSERTION DES EXPATRIES DE LA MAURITANIE

The Buropean Development Fund has undertaken a preliminary study into ways
of speeding the rcabsorption of Scnegalese refugeces from Maurctania into the
economy. One of Lhe recommendalions of this study is Lhal existing small
business promotion organizations (such as the Kaolack SSE program) provide
technical follow up to stacvt-up busincsses for expatridés, funded by the EDF,
in regions other than the Fleuve (where il is preposed that the EDF project
will be based). 1L is not clear if the Dakar credit operation will be adapted
to such a task, or indeed that the HMaurelanian problem will still be an issue
when the credit operation becomes fully functional avound early 1991.

SAHIEL REGIONAL FINANCTAL. MARAGEMENT PROJECTS

During field visits Lo husiness owners in bakar one tailor had recently
taken a financial management course given by the SREFMP. The simple book
keeping system that he had adopted as a result of the training appeared to
suit his needs well, and he praised the course very highly. Such training
would scem Lo suit the needs of young educated business persons wishing to
better organize their enterprises.

The Dakar credit operation will adopt the "minimalist" (eredit without
Lraining) approach. This does not mean to say that some of its clients,
particularly those who are educated and get-ahiead, would not benefit from sueh
Lraining as is being offered by Lhe SRIFMP. Such training would provide credit
clients with the Lools to faecilite their presentation of loan applicalions and
the management of their loan projects. 'There is therefore a complimentarity
between the Lwo activites that should be exploited. Frank Lusby, Lhe Director
of the Program will be open to exploring arcas of compatibilily with the
incoming Director of Lhe Dakar credit operation on his arrival,
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OTHIER ORGANIZATIONS

Other ociganizations such as the World Bank and SONAGA were contacted.
Both are collaborating with the DIRE (whe could not be contacted) which is
financing start up businesses through the Fonds National de 1'Emploi and the
Fonds Speciale de Reinscrtion. ‘The Fonds National de 1l'Emplol is to ausist
immigrants, redundant functionaries, redundant workers from the modern sector
and unemployed graduate students to start up businesses. The Fonds speclal de
Reinsertion is to assist the unemployed in starting up micro-projects. Loans
of up to CFA 5 million for up to § years with a repayment grace period of six
months, interest at 6 per cent per year and witlhout requirement of a solid
guarantce, are available. Such programs are different in their approaches and
objectives to the proposed Dakar credit operation and aim to serve quite
different client groups. ‘There seems to be little scope, therefore, for
mutual initiatives.
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