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PREFACE

This evaluation of the Enterprise Development Project has two purposes — to provide the
Bangladeshi Micro-Industries Development Assistance Society (MIDAS) with a critical assessment of its
strengths and weaknesses so that it can take remedial actions that will ensure its survival and growth, and
to document the experience of this USAID approach to small enterprise development so that future project
designs can benefit from the lessons learned.

The reader needs to be aware that evaluations are essentially negative; they inevitably focus on
the issues and problems that a project has encountered. This is especially true in this evaluation, in which
we attempt to point out to MIDAS particular weaknesses or problems that it shou!d address in the near
future. Thus the tone of the evaluation may appear decidedly more negative than the team intends. This
negative tone needs to be tempered by a realization that we believe MIDAS has accomplished a great deal
in the past six years. It has grown from a relatively small and insignificant nongovernmental organization
that averaged seven loans per year to a substantial organization with a loan portfolio of $4 million. It
now maintains three offices, and has steadily progressed toward achieving financial self-sufficiency.
These are impressive accomplishments. That the evaluation does not dwell excessively on these
accomplishments does not mean they are insignificant or unimportant.

The evaluation was carried out by Development Alternatives, Inc. An evaluation team made up
of Mohini Malhotra, John Magill, James Packard Winkler, and M.M. Nurul Haque spent four weeks in
Bangladesh from February 2 to March 5, 1993.

The evaluation team wishes to express its appreciation to MIDAS officers and staff for their
patient and informative collaboration with the efforts of the evaluation team. Particular thanks go to
Mahmoodul Hagq, Executive Director; Muzzafer Ahmed, Director, Finance & Administration; Bazlur
Rahman Khan, Director, Commercial Department; and Anwarul Azim Syed, Director, Development
Department. The team also wishes to thank officers from USAID/Bangladesh — in particular, Dr. James
Mudge, Dr. Ross Bigelow, Robert A. Dean, and Jan Rockliffe-King — for their support, comments, and
critique of the early drafts and conclusions.

As in all studies of this type, the conclusions and recommendations are those of the authors, and
should not be attributed to the officers or personnel of MIDAS or of USAID/Bangladesh.
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EXECUTIVE SUMMARY

The Enterprise Development Project (EDP), which was initiated in September 1987, was
implemented through a Cooperative Agreement betwezn the U.S. Agency for International Development
Mission in Bangladesh (USAID/B) and the Micro-Industries Development Assistance Society (MIDAS),
a Bangladeshi nongovernmental organization (NGO). EDP’s goal was to contribute to the development
and growth of the small- and medium-scale enterprise (SME) sector. It was to accomplish this by
strengthening MIDAS’s capabilities to extend financial, managerial, and technical support to promising
SMEs and to serve as a dynamic force for SME growth on a largely self-sustaining basis.

The total project budget was $8.5 million, of which $5.8 million was used to capitalize a loan
fund. Originally scheduled to end on September 30, 1992, EDP was given an unfunded one-year
extension to September 30, 1993, because 25 percent of the original funds remained undisbursed.

EVALUATION PURPOSE

The purpose of this evaluation of EDP was to assess its success in helping establish MIDAS as
a largely self-sufficient provider of high-quality financial and nonfinancial services to SMEs in
Bangladesh, and its significance in contributing to the establishment and growth of SMEs in the country.
The evaluation team was asked to provide recommendations to MIDAS to ensure its sustainability
following the termination of the project, and to USAID/B regarding implementation strategies for the
remaining project life and for future initiatives in SME development.

MIDAS SUSTAINABILITY

The main purpose of EDP was to improve the capabilities of MIDAS to provide needed, high-
quality services to newly formed SMEs in Bangladesh. There have been notable successes in this respect.
In a relatively short time, MIDAS grew from a small NGO that made only 4 loans totaling Tk. 6.8
million the year before the EDP began, to a larger organization with a high of 25 loans totaling Tk. 50
million during the most active loan year under the project. The portfolio of MIDAS also grew from Tk.
10 millicn in 1986 to Tk. 153 million in 1992. In addition to this growth, MIDAS greatly expanded its
nonfinancial services under the project, and was successful in attracting and competing for contracts
awarded by a variety of donors and private companies.

Perhaps most impressive, MIDAS's level of operating self-sufficiency rose from a low of 51
percent in 1990 (the first year for which the evaluation team had complete financial records) to 88.4
percent in 1992. Projections for 1993 — even considering that many expenses occur during the second
half of the fiscal year and that revenues may have been accelerated during the first six months of the year
— show that MIDAS is, as targeted in the Project Paper, largely self-sufficient.

However, these accomplishments are at risk. High delinquency rates and a reduction in nominal
interest rates charged to borrowers jeopardize MIDAS’s future self-sufficiency. Weaknesses in the quality
of nonfinancial services provided to other donor agencies, and the lack of a clear market direction, could
undermine MIDAS’s competitiveness in this arena as well.



MIDAS’s future success and sustainability depend on four inseparable, overarching factors:

® Its ability to establish clear strategic objectives and select and cultivate a unique market niche
among the providers and purchasers of services to entrepreneurs;

® Its ability to improve the performance of its loan portfolio and other income sources;

® Its ability to provide quality services that maintain a high reputation and credibility among
donors and the business community of Bangladesh; and

® Its ability to improve internal management and procedures.

Strategic Objectives and Market Niche

Since the inception of EDP, MIDAS’s primary client group has shifted from .aicroenterprises and
very-small-scale firms that lack access to formal sector financial resources, to a larger-scale, more
affluent client group. This has had two significant implications for MIDAS’s long-term sustainability .
First, MIDAS is increasingly serving a price-sensitive clientele, with access to alternative and often
cheaper sources of finance than MIDAS can provide. This has led MIDAS to lower interest rates, which
will have a negative impact on future revenues. Second, the client group that MIDAS now serves is not
a priority for many of the donor agencies; there is a high risk that the donor community will simply
conclude that MIDAS is not an appropriate institution to support or collaborate with.

Recommendations

® MIDAS must position itself strategically: MIDAS should select and cultivate the market
niche(s) it aims to serve, based on such rational criteria as effective demand for services,
competition, donor priorities, institutional capability, and profitability.

® The evaluation team recommends strongly that MIDAS target its loan portfolio toward
smaller firms than those it currently serves — especially microenterprises that would receive
loan sizes of Tk. 50,000 to Tk. 200,000. This market is less interest-rate sensitive, has
typically better repayment rates than larger firms, and is more consistent with donor
priorities in the country.

MIDAS’s Financial Sustainability

As noted above, although MIDAS has made significant progress toward achieving financial self-
sufficiency and can cover operating expenses without external support after September 1993, its financial
status is fragile.

Using original loan schedules (as opposed to the rescheduling that had been granted by MIDAS),
MIDAS has a recovery rate of less than 10 percent on the portfolio, and the current portfolio is worth
between 35 and 40 percent of its original value. The rate of decapitalization of the loan portfolio over
the past five years has been about 27 percent per vear in real terms, a little more than twice the rate
forecast in the Project Paper. The primary reason for this decapitalization has been the high rate of
delinquency in the portfolio rather than the effects of inflation. As much as 81 percent of the portfolio
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is at risk, and delinquent payments alone represent 64 percent of the outstanding portfolio. This is
corroborated by the rate of return on the portfolio. At present, MIDAS is collecting income and
installments on only about 31 percent of the portfolio; more than two-thirds of the loans outstanding are

not performing.

Recoveries on outstanding loans have improved during the past three years, because of improved
loan monitoring practices in effect since the 1990 evaluation. This is reflected most vividly in the rapid
increase in interest income (from Tk. 4,190,200 in 1990 to Tk. 8,638,900 in 1992). Continuation of this
trend is critical for MIDAS to sustain its operations into the future.

Recommendations

® MIDAS must continue to make improvements in loan collections and delinquency control.
This is the most important single action that MIDAS needs to take to ensure its future
financial viability.

® MIDAS should use standard definitions of delinquency, and develop a larger and more
realistic bad debt provision to cover probable losses.

® MIDAS needs to charge interest rates that cover the cost of funds, the inflation factor, and
administrative costs, and make provision for loan losses out of current income.

Credibility as a Provider of Quality Services

MIDAS operates in an environment in which perceptions about its objectives, market niche, and
performance will determine ability to mobilize resources and support for its programs. MIDAS has
earned a reputation for quality. However, reputation is a fragile commodity, and it is based largely on
perceptions. At the present time, MIDAS faces a strong perception in the locl, governmental, and donor
communities that could adversely impact its long-term sustainability. MIDAS is increasingly perceived
as an institution that gives loans to affluent individuals and persons with connections to board members
or staff.

MIDAS has demonstrated the ability to compete against other consulting houses for short-term
consulting business. Consulting revenues contributed 43 percent to MIDAS’s total revenues in 1992.
MIDAS’s competitiveness in winning proposals, however, has declined from 67 percent in 1989 to 33
percent in 1992.! This decline is attributed to high staff turnover, reduced staff levels based on staff
consigned to the Business Advisory Service Center, over-reliance on permanent staff and underutilization
of external consultants to perform consulting jobs, and uncompetitive pricing of services, all of which
are affecting the quality of services provided.

Recommendations

® Assess the market to better define MIDAS's targets for small enterprise development
services based on demand and MIDAS’s competitive advantages.

'Based on a submission-to-award ratio for small proposals (up to $5,000).
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®  Better integrate the activities of the Commercial and Development Departments to maximize
financial gains, service delivery, and efficiencies.

® Increase the capacity to provide services and improve the quality of consulting services by
promoting in-house staff or recruiting new staff to fill at least the two new Chief Project
Officer positions, increasing use of qualified external consultants, and identifying joint
venture opportunities with local and international organizations and consulting firms.

® Improve quality management system of technical consulting work.

Internal Management Issues

MIDAS has matured and made impressive strides in becoming a more systematized institution
since the 1990 evaluation. It has streamlined operations to minimize the duplication of functions across
departments that was noted three years ago; made progress in developing specific computer-based
information functions, although these do not necessarily represent progress toward an effective
management information system (MIS); and improved cost-effectiveness and efficiency in revenue
generated per staff member.

Weaknesses in the organization include a centralized structure, where decision making is
centralized within the Board of Directors and the office of the Executive Director, and financial
information is not routinely shared by top management with the department managers. The board is
excessively involved in operational management, diverting attention from its far more important strategic
role of defining MIDAS’s market niche and objectives, establishing performance goals and targets, and
holding MIDAS management accountable for achieving these targets.

MIDAS continues to be plagued by high staff turnover, and lacks a monetary staff incentive
system and adequate performance evaluations.

The MIS has certain deficiencies, the most important being incompatibility between the accounting
software and the dBase MIS package, and lack of systematic loan monitoring data that might permit time
series analysis of the development of assisted enterprises. Most important, the system is not providing
management, at either the departmental or executive level, with the information needed to run the
organization efficiently.

Recommendations

® MIDAS needs to separate the functions of the board and management. The board should
concentrate on strategic planning, establish performance standards and measurable targets,
and monitor performance. Management should focus on executing the activities of the
organization.

® MIDAS’s management structure should be decentralized, with increased accountability and
decision-making capacity at the department levels. Financial performance information
should be provided routinely to department directors and staff for strategic planning and
performance-based evaluations.
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® MIDAS should develop a written personnel policy with job descriptions and performance
evaluation criteria for the different ranks in the institution, and should install a participatory
personnel evaluation system, where individuals develop their professional goals and targets
for a specified time frame, and set performance evaluation criteria in agreement with their
supervisor.

® MIDAS should assess the feasibility of a monetary incentive program, based on successful
systems developed by other organizations that are implementing similar programs.

® MIDAS should undertake a major effort to develop a functioning MIS, and should hire a
full-time MIS director, at the level of Chief Project Officar, to oversee and direct the
planning, design, and implementation of MIS functions.

CONTRIBUTION OF THE PROJECT
TO SMALL ENTERPRISE DEVELOPMENT

A major objective of EDP was to contribute to the development of a sound and rapidly growing
small- and medium-size Bangladesh business sector able to absorb a significant number of new entrants
to the labor force each year. The key indicator selected to measure the achievement of this goal was that
the “level of investment in sanctioned and unsanctioned small-scale industries continues to grow at 10
percent per year." Unfortunately, neither the baseline nor systematic time series data necessary to
produce such an analysis were available. Neve.itheless, it is safe to say that the EDP’s impact on overall
investment levels has been minimal, because the number of businesses assisted and the amount of
assistance provided were very small in the context of the Bangladeshi economy and the thousands of
sanctioned and unsanctioned small businesses that exist in the country.

The project fell short of many proje-ted objectives and targets. As one example, MIDAS was
expected to be making an average of 30 to 50 loans each year by the end of the project. But volumes
peaked in 1989 and 1990, and the number has declined to only 7 loans granted in 1992 for a total of Tk.
14.7 million. Moreover, most of the businesses assisted by the project could have received funding from
other sources and chose to obtain loans from MIDAS because of simplified loan-granting procedures.
It is, therefore, difficult to argue that the project resulted in a net increase in capital available to small-
scale enterprises in the country.

The Project Paper also estimated that 80 percent of MIDAS-assisted new businesses would
become successful — a success ratio far exceeding the norm for small business start-ups in the rest of the
world. Although most MIDAS-assisted businesses are still in existence, the incidence of "slow-moving,"
"dormant,” and "doubtful” projects would suggest that the long-term survival rate will be closer to that
experienced in other countries.

According to data contained in MIDAS’s MIS, the businesses assisted since 1987 (the beginning
of EDP) were to have created 2,597 new jobs, an average of approximately 520 new jobs per year.
Given the population of Bangladesh, internal migration rates to urban areas, and the annual number of
entrants to the work force, this projection could hardly have been taken as indicative of an ability to
"absorb a significant number of new entrants to the labor force each year" as asserted in the Project
Paper. The project itself was too small to have a measurable impact on the stated goal. Furthermore,
the projections themselves were not achieved. With only a few exceptions, employment generated by the
projects fell short of project plans. It is important to note, however, that the employment generated by
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the project was additive rather than substitutive. The jobs created were new ones, employing previously
unemployed people, rather than drawing people away from other jobs.

The Project Paper projected that 20! percent of MIDAS loans would be to clients operating in
sectors in which women producers figure prominently, and that MIDAS would make loans to individual
women entrepreneurs. Actual results have fallen far short of those targets. Of the 65 enterprises assisted
with USAID/B funds and MIDAS reflows during 1988 to 1992, 9 (13.8 percent) were to firms listed as
having women general managers. In several of these firms, moreover, the general manager was not an
active participant in the operation of the business. Employment opportunities for women have fallen
significantly below expected results: 7 of the 16 firms visited by the evaluation team had no female
employees at all. And, with the exception of three firms, achievement of projected employment levels
for females was significantly below achievement of projected employment levels for men.

Although not quantifiable, indications were that businesses supported by the project have been
creating backward linkages to small firms in the country, as envisioned by the Project Paper. For
example, Continental Baskets purchases split bamboo from rural suppliers; Mahbub Cycle obtains
components manufactured by other small companies; Bangladesh Exports, the manufacturer of Espadrille
shoes, purchases materials and components from 16 other local firms; and Superior Footwear purchases
leather from local tanneries for shoe production.

In conclusion, the project has had a limited impact on the growth of the small enterprise sector
in Bangladesh. At the same time, it was unreasonable to assume that a small project like this would have
a significant or measurable impact in this area.

FACTORS INFLUENCING PROJECT PERFORMANCE

Many factors have influenced the project’s performance and impact. The following, rather than
an exhaustive list, focus on the most important.

The skill, quality, and commitment of MIDAS personnel have certainly contributed to developing
MIDAS?’s services and reputation to their current level. That the board has taken an active and committed
role in promoting and finding business for MIDAS has also had a positive impact on the organization.

On the negative side, the absence of a financial system that has maintained high repayment
standards has led to an expectation that loans do not have to be repaid — a problem that has, affected
MIDAS. Equally important, MIDAS was not fully prepared to take on the task of managing a
significantly expanded program. It did not have the administrative procedures and information systems
in place at the time the expanded project began, and, lacking experience with programs requiring these,
did not assign the required priority and importance to developing these systems. Similarly, MIDAS did
not understand the problems that delinquency control and collections would cause, and did not develop
effective procedures for managing them.

The most important factors influencing project success and impact have been the problems with
project design, implementation, and supervision, which were the responsibility of USAID/B. The project
design incorrectly assumed that MIDAS was prepared to take on the task of implementing a significantly
expanded project, 2nd failed to provide for the long-term technical assistance that could have made the
project more successful. Many of the other design targets and assumptions were equally flawed. During
pryject implementation, USAID/B participation in the project was neither decisive nor timely. The
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project monitoring and supervision process certainly offered ample opportunity to identify and rectify
these problems, but was not used effectively.

This project was not a failure — it simply failed to achieve what was expected of it, and what
could have been achieved had it been designed, implemented, and supervised properly.

FINAL RECOMMENDATIONS TO USAID/B

USAID/B and MIDAS should negotiate an agreement about the EDP phaseout schedule. A
decision about whether to extend the PACD or shift undisbursed budget line items into the capital fund
should be based on MIDAS’s (1) ability to disburse quality loans within a specific, negotiated time frame
and its desire to obtain technical assistance or training; and (2) USAID/B’s ability to extend the human
resources required for additional effort.

Technical assistance and training should be provided in the following areas, contingent on
MIDAS’s wishing to receive such assistance:

®  Strategic planning (1 month).
®  Loan portfolio management — loan appraisal, monitoring, and collections (2 months).

® MIS planning and external design that lead to an integrated MIS covering loans, clients,
constituents, consultancy, and technical assistance contracts, personnel, and accounting (3
to 4 months of external assistance). A systems analyst should be contracted to work with
the MIS designer to develop the internal design of the system (6 months of local assistance),
and a programmer should be contracted for intensive programming (3 months of local
assistance).

® Training Commercial and Development Department staff in small enterprise development
techniques and methodologies, perhaps through a study tour of successful programs, such
as ADEMI in the Dominican Republic.

USAID/B need not provide further direct operational subsidies to MIDAS, even though financial
statements will indicate deficits based on noncash expenditures to cover loan losses. MIDAS has a loan
portfolio that would, if collections were increased, fully cover all operating expenses. Future USAID/B
support to MIDAS should be in the form of funding for specific programs or activities that are mutually
agreed to by MIDAS and USAID/B.

Any further disbursement of the funds allocated to the credit line should be conditioned upon the
presentation of a pending portfolio of qualified loans and upon continued improvements in principal
recoveries and interest income receipts.



CHAPTER ONE
CONTEXT

BACKGROUND

The assistance of the U.S. Agency for. International Development to the Micro-Industries
Development Assistance Society (MIDAS) in Bangladesh began in 1981 under the Rural Industries
Project. By 1986 MIDAS had grown, and had demonstrated an ability to manage a loan portfolio and
provide technical assistance to small entrepreneurs.’

The Enterprise Development Project (EDP), which was initiated in September 1987, was designed
to help MIDAS continue this growth and become a major provider of technical and financial services to
innovative small-scale entrepreneurs who lacked access to formal sector credit services. It was
implemented under a Cooperative Agreement between USAID/Bangladesh (USAID/B) and MIDAS. The
goal of the project was to contribute to ". . . the development of a sound and rapidly growing small and
medium enterprise sector in Bangladesh." Its purpose was to ". . . strengthen the capabilities of an
institution [MIDAS] which will, on a continuing, largely self-sustaining basis, 1) identify exceptionally
promising small and medium scale industrial opportunities; 2) provide financial, managerial and/or
technical assistance to entrepreneurs prepared to exploit these opportunities; and 3) serve as a dynamic
force for growth in small and medium industry, "

EDP was designed to stimulate investment in small-scale growth-oriented and export-oriented
enterprises, which would in turn have a catalytic effect on employment. The strategy was to capitalize
on the unique position that small and medium enterprises (SMEs) occupy between large-scale, capital-
intensive sophisticated enterprise and very-small-scale, informal, unsophisticated enterprises. It was
expected that focusing on these firms would help develop linkages between and among firms of various
sizes and produce a catalytic effect on employment as well as provide an effective way to leverage project
resources.’

EDP was planned to provide MIDAS with a vast array of activities to improve support to SMEs.
These included subsector research; consultancies; bank referral and co-financing services; information
services; financial services, such as fixed and working capital loans; venture capital; and action research
to pilot test concepts, such as subcontracting and franchising.

Most of the $8.5 million allocated for this project was to fund a loan portfolio; smaller amounts
were dedicated to supporting action research and subsector study programs, consultancy services, and
institutional support to MIDAS (Table 1).* The project was originally scheduled to end in September

'ARIES, "MIDAS Evaluation," 1986, p. 2.
2USAID/Bangladesh, Project Paper: Bangladesh, Enterprise Development (388-0066), p. 1.
*Project Paper, p. 7.

*These figures are taken from the Cooperative Agreement rather than the Project Paper, because the
amounts in the two documents differed slightly.



1992, but was given an unfunded extension through September 30, 1993. At the time of the extension,
approximately 25 percent of the funds originally allocated for the project remained undisbursed.

EDP BUDGET AND UNDISBURSED AMOUNTS (9/92)
(in U.S. Dollars 000)

Original Undisbursed

Line Item Obligation Balance

Capital Fund $5,799.6 $878.1
Action Research/Smali Enterprise 1,040.0 -1.4
Staff Training 160.0 124.1
Technical Assistance 560.0 479.4
Business Advisory Services 563.9 3771
Equipment 80.2 -
Evaluation and monitoring 240.0 168.4
Internal Audit 110.0 64.5
Total $8,653.6 $2,090.3

items may not add to totals due to rounding.

OBJECTIVES OF THE EVALUATION

This end-of-project evaluation of EDP has a two-fold purpose:
® Assess MIDAS's prospects for long-term financial and institutional sustainability; and

® Assess EDP’s achievements to date and progress toward achieving planned outputs and
purpose-level objectives.

The evaluation results are intended to guide USAID/B and MIDAS in targeting remaining project
activities to ensure that the project’s relevant purpose and outputs are achieved; assist MIDAS to identify
key problem areas to address, in order to ensure its survival and continued growth after the EDP project
ends; and to determine what assistance, if any, USAID/B might continue to provide to assist SMEs in
Bangladesh.’

5The scope of work for the evaluation is included as Annex A.



THE EDP PROJECT ENVIRONMENT

The performance of
EDP must be viewed in the MAJOR ECONOMIC INDICATORS
context of the Bangladeshi
environment. The project’s
term (1987-1993) has Years
coincided with poor macro-
economic performance over

. Measure 86/87 87/88 88/89 89/90 90/91

the same period —
characterized by a drop in
GDP growth rates since GDP 4.2 2.9 2.5 6.6 3.4
FY90, drops in | jnd. Growth 7.9 0.6 2.8 7.2 2.4
manufacturing and Large 13.6 0.7 2.7 10.6 2.0
investment rates, and a Small 1.3 0.5 2.9 2.9 2.9
succession of natural Ind. (% of GDP) 10.1 9.8 9.8 9.9 9.8
calamities. Large 5.7 5.5 5.5 5.8 5.7

Small 4.4 4.3 4.3 4.1 4.1

Although GDP
growth jumped from below
3 percent for much of the
1980s to 6.6 percent in
FY89, it dropped back down to 3.4 percent in FY90. Low growth since FY91 is attributed to a slowdown
in investment and manufacturing. Investment in manufacturing declined from Tk. 15 billion in 1987 to
Tk. 6 billion in 1990.° This decline is explained by the poor investment climate caused by the gulf
crisis, political disruptions with the overthrow of the Ershad regime in the first part of FY91, generally
weak aggregate demand in the _conomy, and excess capacity in industry.” Several factors have resulted
in a credit crunch, including low levels of personal savings; positive real interest rates that promoted
savings rather than investment; tightening of lending procedures in the banking sector with the onset of
financial sector reforms in 1990; and virtual bankruptcy of the nationalized commercial banks and
development finance institutions, leading to shortages in term finance for the industrial sector.?
Disbursements from banks to the private sector have been in steady decline.

Source, EIU, pages 16-17

The EDP term has also coincided with the floods of 1987 and 1988, the cyclones that hit the
southern and eastern part of the country in April 1991, and the floods of September-November 1991.
Aside from the devastating effects on the economy, these catastrophes directly affected approximately 20
businesses assisted by the project.

Loan activities under EDP must be viewed in the context of what is widely referred to as a
"default” environment, in which borrowers typically fail to repay loans. This environment is attributed

SFor a history of the exchange rate of the taka with the U.S. dollar, 1986-1993, see table on p. viii
of the Table of Contents.

"World Bank, Bangladesh: Selected Issues in External Competitiveness and Economic Efficiency,
March 16, 1992, p. 9.

*Ibid., p. 76.



to low performance standards for repayments set by the banking system, little or no enforcement for
collections, corrupt and politicized insider lending, and successions of political forgiveness of debt.
Although banks can theoretically opt out of the government debt forgiveness program for agricultural
loans of less than Tk. 5,000, this program contradicts and undermines the industrial loan recovery scheme
under way.” BSB and BSRS, the two industrial development finance institutions (DFIs) and primary
sources of term finance for industry, have averaged recovery rates of 10 to 14 percent of outstanding dues
per year, and even these rates are in decline.

Industrial entrepreneurship in Bangladesh is a relatively new phenomena. Private industrialists
have typically been suspicious of fluctuating government policies, and have preferred to avail themselves
of the high returns and low risk in trade and smuggling relative to manufacturing and production.'®

INDUSTRIAL AND FINANCIAL SECTOR POLICIES
VIS-A-VIS THE SME SECTOR

The New Industrial Policy of 1991 and the Fourth Five-Year Flan (1990-1995) emphasize support
to small and cottage industries. Small industry is defined as "an industrial undertaking engaged in either
manufacturing or service activity whose total fixed investment excluding the price of land, inland
transportation expenses and commissioning of machinery appliances and duty and taxes is limited to Tk.
30 million." This definition has increased from the Tk. 15 million ceiling in the 1986 industrial policy.
The total investment ceiling for firms labeled as cottage industries is Tk. 500,000."" The Ministry of
Industry estimates that there are 32,000 small and 383,000 cottage industries nationwide. The industrial
sector accounted for 9.8 percent of GDP in constant prices in 1990/91, of which 42 percent was
accounted for by small-scale industry.'

Until recently, the nationalized commercial banks were mandated by the Bangladesh Bank
(Central Bank) under a priority sectors scheme to target 5 percent of their portfolios to the small and
cottage industry sectors at controlled concessional interest rates. Under this scheme, the Bangladesh Bank
gave an interest rate rebate of 3.5 percent to the nationalized commercial banks to tempt them to lend to
small industries. Bank lending interest rates to SMEs were set at 10-12 percent. This scheme did not
work — banks lost this portion of their portfolio along with the rest, maintained the funds set aside for
SME lending in interest earning accounts, or treated this as grant income to be sacrificed for political
favors. Although industrial finance accounted for 28 percent of the total amount of loans disbursed by
24 banks as of December 1991, only 1.5 percent of the loans went to small and cottage industries.

Although subsidies and preferential refinancing arrangements are being eliminated by the financial
sector reforms introduced in January 1990, concessions will be allowed to continue for certain priority

*Ibid., pp. 29, 100.

"“Gyan Sahota, Terminal Report Part B. Problems, Policies and Prospects for Small Enterprises in
Bangladesh, preliminary draft, June 23, 1990, p. 29.

"Ministry of Industries, Industrial Policy 1991, Dhaka, July 1991, p. 14.

“EIU, Bangladesh, Country Profile, 1992-1993, p. 15.



sectors, which include small-scale industry. The Fourth Five Year Plan proposes raising the 5 percent
requirement of funds to the SME sector by commercial banks and DFIs to 15 percent."

The financial sector reforms have introduced a partially liberalized interest rate policy, which
permits banks flexibility in establishing rates within a range set by the Bangladesh Bank. As of June
1992, banks are permitted to determine rates for lending to priority sectors as well. Interest rates have
been declining. The nominal bank rate has declined from 10.75 percent in early 1986 to its current level
of 7 percent. Lending rates on term loans from small-scale industry have dropped from 13 percent in
early 1991 to current levels of 9 percent. In addition, banks continue to receive a 3 percent interest rate
rebate for lending to priority sectors, although this has been lowered from the former 3.5 percent.

Efforts instituted under the financial sector reform efforts to improve loan recovery and instill
credit discipline, as well as set loan classification systems and performance standards in the banks are
making banks cautious and therefore liquid. Persistence of weak credit demand and high liquidity is due
to increased real deposit rates, a drop in investment levels, and borrower inability to meet tighter lending
criteria. The real rates on deposits have increased total deposits in the banking system by 11.5 percent,
from Tk. 25,8500 million in December 1991 to 28,8010 million in December 1992. After years of
giving "grants" to well-connected individuals, bank lending policies, particularly with regard to the SME
sector, have become so conservative that in effect money is not being disbursed.

The dearth of term finance persists in the banking sector. BSB and BSRS are essentially
nonoperational, and the private commercial banks are dealing only with working capital and trade finance.
The low investment levels are reflected by a widely acknowledged drop in the number of loan
applications from qualified borrowers throughout the formal financial sector. The sharp decline in MIDAS
loan disbursements since 1991 in part correlates with this trend. The Asian Development Bank (ADB)
— financed Small and Cottage Industries Project, which channels credit through private commercial
banks to the same size of entrepreneur that MIDAS reaches, has only disbursed $2.5 million of $30
million since 1990.

Several of the nationalized commercial banks, ard newer banks being established such as
Development Bank Ltd. (DBL), are planning a more concerted effort to target SMEs as one segment of
their markets, particularly in light of the upwardly revised definition of small industry and of liberalized
interest rate policies. However, in the short run, it appears highly unlikely that banks will provide
industrial term finance, because most banks are busy attempting to purge their portfolios of
nonperforming loans.

MIDAS’S MARKET POSITION

MIDAS is operating in an increasingly liberalized financial market that is faced with excess
liquidity and lowered interest rates. Its position in the market has shifted during the past two years from
one of virtual monopoly in its segment to one of increased competition with formal financial institutions.
In light of this perceived competition (and consistent with the government’s redefinition of small
industries), MIDAS has increased its loan ceilings from Tk. 10 million to Tk. 30 million, is changing
its charter from a society to that of a company in order to borrow from commercial sources, and in

“Planning Commission, Ministry of Planning, Fourth Five Year Plan (1990-95), X1, October 1990,
pp. 27-28.



December 1992 dropped its interest rate from 18 to 14 percent in line with the overall drop in lending
rates in the banking sector.



CHAPTER TWO

ACCOMPLISHMENT OF PROJECT OBJECTIVES:
INSTITUTIONAL AND FINANCIAL SUSTAINABILITY

Strengthening the capabilities of an institution that would continue to support small-scale industrial
development was an underlying rationale of the Enterprise Development Project. By the end of the
project, MIDAS was to have the capability of providing — "on a continuing, largely self-sustaining basis"
— technical assistance and credit services to small-scale enterprises for a period of 15 to 20 years. To
bring about this level of sustainability, USAID/B programmed funding to finance an expanded loan
portfolio, budget support for research and technical assistance activities, and technical assistance to help
develop nceded managerial skills and capabilities. This chapter examines two critical elements of
sustainability — managerial systems and capabilities, and income.

INSTITUTIONAL SUSTAINABILITY

The Project Paper envisioned that MIDAS would assume the following characteristics by the end
of EDP — "it will take a systems approach to enterprise development, be entrepreneurial, have limited
research, project design and implementation capability, and be managerially and administratively
competent.”' Because none of these characteristics are objectively measurable or verifiable, this section
analyzes MIDAS'’s institutional development since the 1990 evaluation, and recommends strategies for
further strengthening MIDAS’s institutional capacity.

MIDAS has matured since the 1990 evaluation. It has systematized its procedures and operations,
and streamlined those operations to minimize the duplication of functions across departments that had
been noted three years ago. At this critical stage, with the pending end of EDP, MIDAS’s ability to
survive and prosper will depend on the strategic vision provided by the institution’s leadership and the
effective management of human and financial resources by the professional staff. Much of the
institutional groundwork is in place.

Management and Structure
The institutional strength if MIDAS is attested to by several indicators;

® Ability to survive a change of leadership. Since 1990, MIDAS has undergone and
survived a major management change, with the departure of the former Executive Director
in 1991. The ability to survive a change in leadership is a critical test for most
nongovernmental organizations (NGOs), whose existence is often dependent on a single
individual,

'Project Paper, p. 11.



®  Retention of senior staff and their promotion into managerial levels. MIDAS senior staff
were selected to occupy the vacant director positions in the Commercial and Development
departments. The two department directors are among those who have been with MIDAS
the longest; and

¢ Continued survival. MIDAS’s ability to survive and grow under the difficult circumstances
prevalent in Bangladesh, with minimal supervision and direction from its principai donor,
reflect its institutional strength.

As per the project design and based on recommendations of the 1986 evaluation, MIDAS is
structured and managed along functional lines. The four departments are the Offices of the Executive
Director (EEDS) and Finance and Administration (F&A), and the two revenue generating departments
— Commercial (loan activities) and Development (consulting and research). This structure is well suited
to the organization’s functions. Chart 1 shows a functional organogram of MIDAS. Because the 1990
evaluation report provides a detailed description of the institutional structure and departmental functions
of MIDAS, most of which remain unchanged, this description will not be repeated in this report.

The most significant change in the organizational structure since the Project Paper and the 1990
evaluation is the addition of a Deputy Executive Director reporting to the Executive Director. The
position was created by the Board in 1991 because of increased activity for MIDAS with the management
responsibilities of the Business Advisory Services Center (BASC) and with possible work with the World
Bank on rehabilitation and trairing of privatized enterprises.

The MIDAS Board of Directors consists of 11 prominent individuals. The board includes a
representative from American Express Bank, a government representative from Bangladesh Small and
Cottage Industries Corporation (BSCIC), and nine private sector entrepreneurs. One board member is
a woman entrepreneur who, in addition to regular board activities, addresses gender-specific
considerations.

The 1986 and 1990 evaluations characterized MIDAS’s management as centralized, with decision-
making authority concentrated at the board and executive office level. The board was described as very
active in the operational functions of MIDAS. There has been no notable progression toward the
"decentralized management structure" that MIDAS is in principle striving for. With the addition of a
level of hierarchy in the position of Deputy Executive Director, the structure appears more rather than
less centralized today. Decision making continues to be centralized within the board and the office of
the Executive Director. Financial information is not routinely shared by top management with the
department managers. This information should be made readily available in strategic planning and
performance evaluation.

The Board has continued its active involvement in such MIDAS operations as loan approval, new
client cultivation, and loan monitoring and collection — an involvement already noted in 1990. The
substantial increase in loan installment and service charge recoveries in July-September of 1992 was
attributed largely to active board interest. In addition to monthly meetings, board members participate
in two regularly convened committees: the Loan Project Committee and the Loan Monitoring
Committee.

Although the board’s more centralized and hands-on management style was perhaps appropriate
for MIDAS at earlier stages of development when it was a small NGO, MIDAS’s management must now
adapt to the institution’s maturation. The board should disentangle itself from operational issues and
focus on strategic management. Its role should be in strategic planning — defining a direction and setting
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goals and measurable targets for MIDAS in financial performance, profitability, fund mobilization, loan
disbursement and recoveries, and fee income — and in overseeing the institutional image and reputation
of MIDAS in the marketplace. The current involvement of the board in loan approval and monitoring,
for example, crowds out professional staff initiative and accountability. MIDAS management should be
held accountable to the board for achieving performance targets. Total responsibility for loan approvals,
disbursements and collections, and for meeting the board’s standards should rest with MIDAS staff.

MIDAS has made impressive strides in becoming a more systematized institution since 1990. The
functional divisions within and across departments have become more efficient and streamlined in the
three years since the 1990 evaluation. For instance, the documentation specialist formerly housed in the
F&A Department is now in the Commercial Department, where he is undiverted from his primary
function of collateral documentation. In addition, loan monitoring activities have been consolidated within
the Commercial Department, an improvement from the situation in 1990 when records were being
maintained by both the Commercial and F&A Departments. Loan activities have been conzolidated
within the Commercial Department, regardless of source of funds, and the Development Department
focuses on research and consulting activities. This is an improvement since 1990, when there was
duplication of functions in loan fund management — the Commercial Department was managing only
USAID/B funds while the Development Department was managing other donors’ loan funds.

MIDAS is preparing a comprehensive Operational Manual, with 23 modules covering topics such
as MIDAS lending policy, personnel policy, portfolio management, fund disbursement procedures, loan
recovery, and loan collection procedures. Although the majority are still being developed, those that have
been completed are readily accessible and consulted. Another notable achievement since the 1990
evaluation is the installment of a cost/revenue center-based accounting system, and time billing procedures
that track staff time to specific projects. The electronic transfer of loan funds to clients’ bank accounts
has improved internal accounting since loan information is verified by bank reports.

Strategic Planning

A key indicator to gage MIDAS institutional development by project end was "A five-year
strategic business plan that is up-dated annually."* As specified in the Project Paper, USAID/B provided
technical assistance to MIDAS in the preparation of business and strategic plans. MIDAS has since
prepared five-year strategic plans that are updated annually. The Third Five Year Business Plan 1992-
1997 is comprehensive, and supported by financial projections and staffing plans by department.
However, its basic weakness is that the forecasts and projections are based on current operations under
the Cooperative Agreement, rather than on an assessment of operations and a strategic direction post-
EDP. As such, it is more mechanical than strategic.

MIDAS has not had to be strategic in its planning until this point. It was relatively secure with
the promise of USAID/B funding under EDP. Strategic planning to date has involved setting targets that
comply with the Cooperative Agreement with USAID/B, and measuring actual against expected
achievements. The function of strategic planning has taken on a critical new meaning with the pending
termination of the Agreement,

MIDAS’s strategic plan should probe the questions of MIDAS's direction without the Cooperative
Agreement. As such, it should be used to assess the market demand for MIDAS’s current service mix,

? Project Paper, p. 62.
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identify market niches in which MIDAS has a comparative advantage, and possible new markets and
clients. In summary, MIDAS should assess whether to continue with its current portfolio of activities
and services, which were largely determined by USAID/B in the Cooperative Agreement. Chapter Five
of this report provides a fuller discussion of MIDAS’s strategic options.

Management Information System

The Project Paper calls for the establishment of a computerized management information system
(MIS) to help MIDAS in making program management decisions and comply with A.L.D. reporting
requirements. The MIS was to:

Enable management to [1] allocate staff time and use by subproject; [2] track current
operating, project, and loan accounts; [3] selectively retrieve information on suppliers,
manufacturers, wholesalers, retailers, and exporters; [4] monitor loans more effectively;
and [5] establish a data base for economic impact analysis.’

USAID/B was to provide short-term technical assistance to help MIDAS develop and install this
system. Three person-months of technical assistance were to be used to contract a local-hire computer
systems design specialist and accounting team to ". . . redesign the cost accounting system, install a
computer-based management information system (MIS), and train MIDAS staff in its operation."
Following this a consultant was to be provided for an additional 2 person-months to ". . . follow-up on
the development of the MIS and utilization of the computer system. "*

An MIS consultant worked with a local counterpart and three staff members from MIDAS in July-
August 1987 (before the start of the EDP project) as part of a larger technical assistance team involved
in helping MIDAS restructure itself and develop a strategic five-year plan. As the consultant reported:
"MIS management concepts were explained and demonstrated, and a preliminary design partially
completed and tested."® However:

The data base system — earlier anticipated by MIDAS for general information collection
and dissemination — has been deferred; also identification of base-line data for
entrepreneurial profile analysis and operation program evaluation has only been
superficially addressed during this consultancy. Hence, further follow-up action is still
required for these two aspects to become realities.®

The MIS action plan prepared as part of the consultancy outlined an ambitious implementation
schedule that was to have been completed by January 1988.

*Project Paper, p. 26. Brackets were inserted for clarity.

“Project Paper, p. 38.

*Kenneth F. Smith, "The ‘MIDAS’ Management Information System," p. 1.
SIbid.

"Ibid., p. 36.
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Three years later, the 1990 Mid-Term Evaluation reported that efforts to develop the MIS had
been " . . . less than completely successful."® As the evaluation pointed out:

[There was] . . . insufficient time to determine local needs and conditions and to assist
in the development of a system tailored to the types of available information and its
intended uses . . . it is not surprising that the development of the MIS was limited to the
review of some basic concepts and the introduction of GANTT and PERT/CPM
methodologies in the form of project management computer software.’

Among the MIS deficiencies noted in the 1990 evaluation were:
®  Absence of a complete list of projects or assignments;
® Existence of dual and competing software systems for the storage of data;

® Incompatibilities between the accounting software and the dBase MIS package, which
required that data be entered manually to two different systems;

® Absence of a standardized initial borrower contract form and loan application form;

® Lack of systematic loan monitoring data that might permit time series analysis of the
development of assisted enterprises;

® Lack of a roster of consultants and organizations capable of providing assistance in aspects
of enterprise development; and

® Need to allocate general overhead to revenue centers. '

Some progress has been made in developing specific computer-based information functions in
MIDAS since the 1990 evaluation, although these do not necessarily represent progress toward a
management information system. At present three functions in MIDAS have computer support:

The Commercial Department has three computers that are dedicated to word processing and
financial analysis used in preparing feasibility studies;

The Accounting Department maintains MIDAS’s accounting records using a commercial software
rackage (AccPac). This system has been completely redesigned and installed since the 1990
evaluation. It appears to be producing accurate monthly, quarterly, and annual accounting
statements; and

The MIS unit handles loan monitoring and reporting, and maintains individual project loan cards,
using the dBase-III programs developed earlier. These functions were transferred from the Loan
Monitoring office.

$DeSantis, Dukesbury, and Malhotra, Mid-Term Evaluation, p. 50.
SIbid.

“Ibid., pp. 50-53.
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MIDAS has developed a standardized initial borrower contract form and loan application form,
but information on these is not stored on any of the computers. It has also addressed the issue of
allocating general overhead to revenue centers.!" Loan cards for the projects appear to be accurate and
up-to-date.

Many, if not most, of the problem; mentioned in the 1990 evaluation continue to plague MIDAS,
however. The incompatibility between the accounting software and the dBase MIS package still exists,
and data must be entered into both systems. There is still no complete listing of projects or assignments
(or of consultancies bid, won, and performed). There is still no roster of consultants and organizations
capable of providing assistance in enterprise development. And there are still no systematic loan
monitoring data that might permit time series analysis of the development of assisted enterprises.

Much of the information collected by MIDAS — especially loan application, borrower, and
monitoring information — is not computerized, with the result that it is not readily available for analysis
or reporting. Information on this can only be obtained at great expense in time and effort. The reports
developed earlier have not been further elaborated.

Most important, the system is not providing management — at either the departmental or
executive level — the information needed to run the organization efficiently. Accounting reports are not
shared with the department heads; they are unaware of the performance of the cost centers, and are not
able to use the financial statements ‘o plan future work. Although cost accounting information is
reportedly collected, it was only at great effort that the evaluation team could obtain income and expense
information on individual consulting and technical assistance contracts.

The difficulties in the current system exist because it has not been designed from an information
system perspective. Each application has been planned and designed separately, to perform single tasks.
The computers are physically separated, and are not linked. The reports necessary to support critical
management decision making and reporting have not been defined, and there is no plan to develop an
integrated database that would have the capability of generating the needed reports.

Most of these problems result from the EDP project design itself, and from the way information
system development was implemented. Although the Project Paper waxed eloquent on the variety of
functions the MIS is expected to perform, it seriously underestimated the level of assistance and effort
required to design and develop such a system.' Similarly, it did not recognize the need for sharing
information among departments (which would require, at a minimum, a network), and did not include
a plan to acquire the equipment needed to build such a system. Finally, even the minimal technical
assistance identified in the project pap:t was never provided. The short-term consultancy carried out
prior to the start of the EDP was never supported by the recommended follow-up assistance.

"Ibid., pp. 50-53.

12As a comparison, a similar project in Swaziland is allocating three person-months of short-term
expatriate technical assistance over an 18-month period, six person-months of local technical assistance,
and 12 person-months of a full-time programmer just to develop the information system.



An integrated management information system would have the general characteristics listed below.

® It would be designed around seven major subsystems: clients; constituents;" loans;
projects (consulting, training, and technical assistance); subprograms; personnel; and
accounting.

® The client subsystem would be the central subsystem, and would include minimal
information on every individual and business that had contacted MIDAS for any assistance
(whether or not that assistance had been provided); miore complete information on
individuals whose applications had been considered; and complete, detailed information on
all clients who had actually received assistance. It would be possible to cross-reference
client information for loans, technical assistance, personnel, and cost accounting systems.

® The loans subsystem would contain all loan information that is currently maintained by
MIDAS, linking each loan to individuals in the client subsystem.

® The projects subsystem would track information on all consultancy and technical activities,
including proposals, contracts won, work performed, fees earned, expenses incurred, and
information on the clients.

® The subprograms subsystem would maintain essential information on subproject activities.

® The personnel and accounting subsystems would support the operations of these two
functions, and would be integrated with the loans, projects, and subprograms subsystems to
provide cost accounting information on each activity, and account for the time of MIDAS
personnel related to specific consultations, loans, or subprograms.

What is needed to develop a functioning management information system within MIDAS? First,
it needs to be planned from a database and systems perspective. This has been mentioned in the past,
but it needs to be restated here. Second, it should be built on the basis of a local area network, so that
information can be programmed and shared among the departments and the management levels within
MIDAS. This will require additional equipment. Third, adequate resources will have to be provided to
carry out the design, programming, testing, installation, training, and operations. As pointed out in both
the 1986 and the 1990 evaluations, management information is an important element in operating a
program such as MIDAS.

To develop such a system, MIDAS would need three to four months of additional external
assistance to help plan the functions and external design of the system, at least six months of systems
analyst assistance to develop the internal design of the system, and several months of intensive
programming assistance. MIDAS should also hire a full-time MIS director, at the level of Chief Project
Officer (CPO), to oversee and direct the planning, design, ai.d implementation of MIS functions. Finally,
MIDAS would need to invest in new equipment and software, including the installation of a local area
network to link the functions of the Commercial, Development, and Financial Departments.

3By "constituents” we mean the donors and other external organizations that can channel resources
to the small enterprise sector through MIDAS.
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Personnel Management

MIDAS has expanded its staff by 72 percent in four years, from 51 in 1988 to 88 as of February
1993. This rapid expansion has led to problems in personnel management.

High staff turnover

persists as a weakness in the STAFF TURNOVER (%) BY YEAR
institution — it was noted in

1988 1989 1990 1991 1992 1993°
both the 1986 and 1990 - - _— - -
evaluation reports. Although Professionals 17 10 34 24 32 13
MIDAS is reputed to attract | Total 20 8 25 17 24 9

the best graduates of the | wrigures for 1993 include period July 1, 1993 to February 1993,
business and economics

programs, staff retention is a
problem. The double-digit
turnover percentages present a large drain on institutional resources. MIDAS is widely viewed as a "solid
training ground" rather than as an institution within which to build a career.

MIDAS attributes this high turnover to the following reasons: inability to compete with
compensation packages offered by the international NGOs and multinationals — organizations to which
it loses staff; brain flight given the perception of job insecurity with the pending end of the USAID/B
Cooperative Agreement; natural attrition; and active poaching of its staff by its donor clients. MIDAS
recently lost five staff members to a bilateral donor agency with which it had a contract.

Women have
averaged 10 to 12 percent of STAFF TURNOVER BY GENDER {%)
total staff since 1988. Re- 1988 1989 1990 1991 1992 1993
tention of female employees —_ —_ - — —_
is an even greater problem Fe 1le 50 0 s 0 40 18
than male staff retention. M. 15 s 24 19 22 8
MIDAS’s explanation is that | g a5 for 1993 include the period July 1, 1992 to February 1993,
women require higher
salaries — qualified women
are in high demand by
international donors and NGOs; because there are fewer qualified women than men, they demand higher
salaries than similarly qualified men. This opinion was shared by two women; one working for an NGO
and one for a multilateral donor. Women professionals also seek more secure employment with
government agencies, universities, or international agencies.

MIDAS had 88 staff as of March 1993, 56 of whom are professionals. Eleven of the 88
employees are women, 9 of whom are professionals. MIDAS recently hired two women professionals
to assist women entrepreneurs with business proposals. MIDAS female staff have similar years of
professional experience to other staff members in the same professional rank.

MIDAS has a written personnel policy prepared in 1987 that is being revised to update salary
ranges per position. The policy does not provide job descriptions, or specify levels of responsibility by
different ranks. A personnel committee is convened when necessary to make decisions on staff
promotion, hiring, firing, or bonus decisions. Employees are recruited generally for a six-month
probationary period, during which time performance is evaluated before they are hired as permanent staff.
Staff performance evaluations are conducted annually by the department directors; the evaluation is a
confidential report that cannot be reviewed by the evaluated individuals.
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MIDAS personnel policies should be redesigned to make the job descriptions and performance
criteria explicit. Staff members should also have the opportunity to review their performance evaluations
in order to discuss them and make room for improvement. Finally, personnel evaluations should be
based on performance criteria and personal targets established by the individual employee, and reviewed
by the supervisor for the period under review prior to the evaluation.

Staff Training and Incentive Programs

The Project Paper’s key indicators for measuring institutional development were that "staff
training is institutionalized in MIDAS, and . . . a staff incentive plan" would be in place by project
end." The Project Paper further assumed that given MIDAS staff’s relatively high level of expertise
and experience, most staff training would be on-the-job training, which is, in fact, the way that it occurs.
New employees are oriented to the organization by the director or a program officer from the department
they are recruited for. Very little formal training takes place and, consequently, 77 percent of the budget
allocation for staff training in the Cooperative Agreement remains undisbursed. The Project Paper left
the initiative to request training to MIDAS — it was expected that MIDAS would define its training needs
and request USAID/B to contract for it. This responsibility was not clear to MIDAS; the department
directors had not seen the Project Paper or the Cooperative Agreement to know what the project entailed
until 1989. MIDAS staff, although highly qualified, could have benefitted from more formal training and
exposure to other SME programs to carry out the complex tasks and activities under the Agreement.

MID.:S does not hav.. - staff incentive program, and does not consider this a feasible option,
because "the organization promotes a team approach.” The existing incentive program refers to a bonus
awarded to one or more staff per year based on performance evaluations. MIDAS should explore the
feasibility of installing a monetary incentive program, particularly since it loses staff to organizations that
provide better compensation packages. A monetary incentive program does not preclude a team approach
— many institutions engaged in similar activities have successfully instituted such incentive programs,
and reaped directly measurable benefits. More importantly, as institutions become less dependent on
donor funds, as is the case of MIDAS, staff productivity becomes more critical for the survival and
expansion of the institution.

Monetary incentive schemes are most commonly based on portfolio size, delinquency, repayment
rates, and number of borrowers. They do not have to be individual-based — ACTUAR in Colombia has
designed a monetary incentive staff system that extends to all staff. Rewards are based on a combination
of overall institutional accomplishments, individually established performance targets, and evaluations of
an individual’s performance by co-workers. Since instituting this system, staff salaries increased by 48
percent in one year. The incentive program used by the Alexandria Businessmen’s Association in Egypt,
which started lending to microentrepreneurs in 1990, rewards loan officers on the basis of number of
loans disbursed and repayment rates. In addition to the loan officers, the incentive scheme includes all
office staff, and is based on the number of loans processed. Both institutions feel that the monetary
benefits far exceed the costs, because the rewards are based on financial targets. Each institution has to
determine its own efficiency criteria upon which to design a monetary incentive scheme appropriate to
its activities, '

"“Project Paper, pp. 62-63.

5For more detailed information on incentive schemes, see Katherine Stearns, GEMINI Technical
Note: "Monetary Incentive Schemes for Staff," April 1993.
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Has MIDAS demonstrated
increased efficiency in curtailing
costs and increasing revenues?

REVENUE/EXPENDITURES PER STAFF BY YEAR
{Tk. 000)

The adjacent table shows increased
staff efficiency in revenue

generated by staff member. This | Revenue

efficiency has been steadily %
increasing since 1989. Revenue

Expend

1988 1989 1990 1991 1992 1993

96 86 104 176 190 283
234 172 201 309 274 256
40 60 62 67 69 103

per staff has been increasing in
greater proportion than expenses

per staff, resulting in a positive contribution in 1993. While gross revenues have almost tripled from
1990 to 1993, staff numbers have only increased by 4 percent over the same period.

The Commercial Department has
been the largest contributor to overall
income, accounting for 58 percent of total
income in 1993. This figure has been
steadily increasing since 1990. The
Development Department’s contribution
has fluctuated from 39 percent in 1990 to
33 percent in 1993; this reflects the
volatility of the consulting industry. As to
be expected, the Offices of the Executive

DEPT. CONTRIBUTION TO REVENUE (%)

1990 1991 1992 1993
Comm 50 51 64 68
Devi 39 46 43 a3
EED o 0 0 0
F&A 1 3 3 9
TOTAL 100 100 100 100

Director and Finance & Administration are typically not revenue generators. Revenue earned by F&A
reflects interest income from sources other than loans.

In terms of staff efficiencies by
department, the two revenue centers,
commercial and development, show increased

DEPT. REVENUE/EXP. PER STAFF
{Tk. 000)

1990 1991 1992
COMM
Income 160 261 282
Exp 2285 217 198
DEVL
Income 101 235 261
Exp 190 293 289
EED
Income 0 (o] (o]
Exp 317 364 346
F&A
Income 63 20 27
Exp 1656 149 140

efficiencies in increased revenue per staff and
proportionately decreased expenditures per
staff from 1990 to 1992 (the period for which
accounting information by cost center was
available). In addition, staff numbe s have
stayed relatively even over the period assessed
— staff increased by 18 percent while
revenues increased by 108 percent in the
Commercial Department; staff levels declined
by 18 percent in the Development
Department, while revenues increased by 112
percent.

Although revenue by staff is not an

appropriate efficiency measure for the EEDS and F&A departments, because they are not intended to be
revenue centers, expenditures by staff for F&A are substantially lower than staff in the revenue centers,
which is appropriate. Although staff levels have increased from 1990 to 1992 by 22 percent in the F&A
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department, the expenditure per staff is on the decline, a positive trend. Expenditures per staff in the
EEDS is disproportionately high compared with the other departments.

The trend of increased revenue and proportionately slower expenditure rate indicates that MIDAS
is a progressively efficient institution, as evidenced by revenues having surpassed expenses for the first
time in the institution’s history in 1993.

Measures of cost-effectiveness

can best be apphed to MIDAS loan LOAN/STAFF RATIOS — COMM. DEPT.
activities. These ratios assume all (Tk. 000)
Commercial Department staff are 1989 1990 1991 1992

involved in lending activities. The —_ — —_ —
ratios reflect trends of increased staff Value of 2273 1240 1010 667

. .. . Loans
efficiency and productivity in loan Disbursed
principle recoveries, and per net loans
outstanding, but reduced efficiency in Net Loans
Outstding 3354 4327 5691 6998

the value of loans disbursed.

Loan Principle
Recovered 73 112 485 1062

FINANCIAL SUSTAINABILITY

MIDAS'’s long-term success depends on its ability to manage its current resources effectively and
capture new business and revenues. As the USAID/B project ends this year, MIDAS needs to increase
revenues to ensure the sustainability and growth of the institution and its program. The following
analysis is based on MIDAS’s current portfolio of loans and activities, and does not take possible
continued assistance by other donors into account. That prospect is treated separately in a later section
of the paper.

MIDAS SUSTAINABILITY

Financial Status Expenses and Income

In the three years since the 1990 25 ok Mions X 120
evaluation MIDAS has made significant
progress toward achieving financial self- 20 100
sufficiency, and can cover operating Lao

expenses without external support after 154

1990 1991 199
YEARS

1993
~—iacoms ——Exponses BB Solf-Sifictency

Projected for 1093
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September 1993." This movement toward self-sufficiency is the result of both a slowing in the growth
of MIDAS expenditures (through 1992, at least), and a rapid increase in self-generated service charges
(interest income) and fees (income from the sale of services and publications). Self-generated income
covered only 51 percent of expenses in 1990, but by 1992 covered 88.4 pexcent of operating expenses.
During the first six months of the 1993 fiscal year (July through December), operating income exceeded
operating expenditures, resulting in a projected positive operating margin for the first time since 1986
(the period considered in this evaluation)."’

The growth in revenues in MIDAS’s two major revenue sources can be seen below. Growth in
service charge (interest) income between 1991 and 1993 is particularly impressive because the nominal
value of the loan portfolio did not increase significantly during this period. Almost all of the increase
is due to improved collections.

Service charge income has increased in relative as well as absolute terms. With a nominal
interest rate of 18 percent, service charge income should have averaged 18 percent of the average
outstanding portfolio. In 1989, for
example, MIDAS should have been able to

collect approximately Tk. 10.2 million in

mcg:n ;RZ%ZI)V ED service charges. With actual receipts of

: only Tk. 2.1 million, the effective return on

Service the portfolio was only 3.8 percent,

Yoar Charges Faes indicating a high level of nonpayments —
1989 2,143.1 2,942.8 MIDAS was collecting only 21.1 percent of
1990 4,190.3 g,gzg.z the service charges. that it shoyld have
:gg; :::g::s erae received. In 1992 this return had increased
1993 13,379.9 7.614.1 to 5.6 percent, an improvement of nearly 48
percent i the performance of the loan

* Based on receipte during the first portfolio as MIDAS collected approximately
six monthe 31.1 percent of the service charges due. At
least some of the improvement is due to the

growing recognition in MIDAS of the need
to improve the performance of the portfolio, 7ad in positive steps initiated by MIDAS professionals and
the Board of Directors to improve collections.

'The Project Paper described MIDAS as a self-sufficient organization that would not need budget
subsidies. It estimated that funds for operating expenses would be needed until March/April 1987 (p.
22). The financial analysis placed MIDAS operating expenses at $72,000 [per year] compared to
operating income of $93,000, noting that program increases would necessitate additional funding "in the
short term” (p. 92). These operating subsidies were to be funded by the "contingency element" until such
time as MIDAS was self-sufficient (p. 93). The "contingency element" contained $375,000, yet nearly
$1.1 million was used to cover operating deficits during the life of the project.

""The positive margin projected for 1993 needs to be qualified: these figures do not include staff
bonuses (which are paid during the second half of the fiscal year) and noncash expenditures for loan loss
provisions. Also, collections in November and December were much higher than normal due to a special
service charge reduction offered to firms that made payments on their loans. This rate might not continue
through the remainder of the fiscal year.
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Service fee income is net of USAID/B contributions for studies, action research, and
consultancies, and reflects MIDAS's ability to capture business from non-A.I.D. sources. Some of this
income has resulted from long-term projects with other donors, and could be at risk when these projects
end, but much of it is from short-term contracts that MIDAS has successfully competed for, and
represents an ability to generate income on a competitive basis.

Future Income Prospects

MIDAS’s future income depends on several factors: the quality of the loan portfolio, the impact
of recently adopted service charge reductions, continued improvement in collection of service charges and
loan payments, and MIDAS’s ability to generate fee income.

The quality of the loan portfolio is the most significant factor related to MIDAS's future income
levels. At present, MIDAS is collecting income and installments on only about 31 percent of the
portfolio; more than two-thirds of the loans outstanding are not performing. This undermines MIDAS’s
future revenue in that it prevents MIDAS from making new loans and establishing a steady income base.
Improving the quality of the portfolio — collecting on arrearage — is the most important single action
MIDAS needs to take to ensure its future financial viability.

MIDAS has recently reduced its service charges from 18 to 14 percent on most of the loans in
its portfolio. Service charge income, therefore, will decline in absolute terms unless significant
improvements are made in the rate of collection: if collections remain at the same relative efficiency,
MIDAS can expect a 22 percent decline in service charge income (both actual and potential) because of
the decrease in service charges.

As mentioned earlier, collections rose in both absolute and relative terms between 1989 and 1993.
Continuing this trend is critical