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I. EXECUTIVE SUMMARY
 

1. Despite the continuing credit squeeze and depressed state of
 

the economy, there is a clear perception among the business and
 

banking community that the economy is being liberalized, that the
 

donor community is ready to extend assistance, and that this is
 

creating opportunities for private sector entrepreneurs. At the
 

same time, these factors are engendering high exrlectations which
 

may not foster the spirit donor agencies want to encourage.
 
Potential private entrepreneurs, particularly SMSE investors,
 
jeunes diplomes and many people making voluntary departures from
 
the public sector, often exhibit the attitude that assistance is
 

"owed" them unconditionally. Financial institutions, perceived
 
by most to be the vehicle for extending assistance to the private
 

sector, are likewise eager to earn commissions by managing donor
 

credit lines, but do not seem to feel that this should obligate
 

them in the least to assuming additional risks.
 

2. There is evidence that a strong entrepreneurial spirit exists,
 

and has always existed, among Malian entrepreneurs. On the
 

investors' side there is a considerable willingness to take
 
risks, and certainly there is an eagerness to exploit business
 

At the same time, the private sector is hindered
opportunities. 

in its development by a number of factors. These include
 
findings that:
 

- Entrepreneurs often lack sufficient managerial ability to
 

undertake planned projects.
 
- Those entrepreneurs who are the target of donor assistance
 

programs often lack viable original ideas.
 
- There is a tendency for entrepreneurs to undertake several
 

activities at the same time (partially a reflection of the
 
riskiness of most private sector activities), which sometimes
 
fosters lack of commitment to any one line of business.
 

3. The business community is clearly divided into two spheres,
 
formal 	and informal, which are sharply separated by a number of
 

than in
distinctions. These may be more evident in Mali's case 

other West African countries. These distinctions
the case '-f 


pertain to:
 

a. Their views of capital management
 
b. Scope of their marketing activities
 
c. Access to financing
 
d. Attitudes toward formal sector commitments (e.g. financial
 

obligations)
 

In most respects, the Malian informal sector is
 
disadvantaged, not least by its extremely limited access to
 
financial resources. This is clearly stifling its growth and
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forcing informal sector operators to depend on the severely
 
limited liquidity that informal financial institutions can
 
generate.
 

It should also be noted that, while informal sector operators are
 

not perceived by bank officials to exhibit much moral integrity
 

in their dealings with formal financial institutions, there is
 

clear evidence that they have a very strong sense of moral
 

integrity in the context of informal credit arrangements. The
 

latter are often unwritten, repayment being largely dependent on
 

the borrower's good faith.
 

4. There is a severe liquidity shortage at every level of
 

economic activity in Mali. This is clearly perceived by formal
 
financial institutions, which are conscious of the strong power
 
they wield and accordingly limit their credit in most instances
 
to the best credit risks. The liquidity shortage is especially
 
evident in the countryside and in informal sector operations,
 
where exorbitant interest rates (upward of 200% on a per annum
 

basis) are charged on very short-term installment credit
 
consumer purchases (generally no
arrangements to finance some 


more than two months).
 

5. As far as savings mobilization is concerned, the following
 

patterns have been observed:
 

a. There is a distinct preference for real savings in the
 
form of livestock, jewelry and home ownership, particularly among
 
the rural population.
 

b. There is a slight cultural aversion to fixed interest
 
credit, but this does not prevent most people from engaging in
 
highly usurious installment credit transactions in which interest
 
charges are disguised.
 

c. For most potential rural savers, interest in financial
 
savings is conditional upon:
 

i. Easy access to their savings (once a week seems to
 
be an acceptable frequency of access).
 

ii. Good quality services (in particular, no long
 
waiting period to deposit or withdraw money).
 

iii Assurance that the money is safe and can be drawn
 
upon at will.
 

iv. A high return on savings, although that appears to
 
be of lesser concern than access and quality of service.
 

v. Ability to borrow against savings, although rural
 
savers appear to set less store by this than do urban savers.
 

6. Informal credit arrangements are made at various levels. The
 
following observations were made:
 

a. Borrowing to finance certain categories of consumer
 
purchases (from soap to expensive attire) is quite common, and
 
the rates on such credit are exorbitant, reflecting a severe
 
credit shortage.
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b. There is a certain amount of excess liquidity among
 
commercants (commercial traders) outside the formal credit
 
system, and it appears to be available within a very narrow
 

circle. Such "brotherhood" lending (not necessarily limited to
 

relatives) is often interest-free and invariably very short-term.
 

This liquidity is very limited and not always available when
 

needed.
 
c. There is a very strong moral compulsion to repay a loan in
 

the context of informal credit arrangements. That compulsion is
 

generally much weaker when informal credit operators deal with
 

formal sector financial institutions.
 

7. One informal financial institution, the postal checking
 
system, was found to be surprisingly popular among all segments
 
of the population. The system continues to be essentially
 
insolvent, the victim of disastrous financial management.
 
Although its proceeds are no longer used to finance the overall
 

government budget deficit, its accounts are not separated from
 

those of its manager, the OPT, which is a major deficit unit. At
 

the same time people appear to be interested in the postal
 

checking system not as an outlet for savings, but merely as a
 

mechanism for effecting cash transfers, a function the system is
 

capable of fulf- ling if small amounts are involved.
 

8. Formal financial institutions share the following
 
characteristics:
 

a. They are strongly dependent on low cost funds, their
 

average cost of funds being in the neighborhood of 4.5 to 6%.
 

b. Banks credit allocation policy is characterized by:
 

i. A strong predilection for lending to the
 
commercial sector.
 

ii. A preference for short-term loans.
 
iii.A heavy reliance upon donor guarantees for non

traditional lending, and limited willingness to accept collateral
 
in secured lending arrangements.
 

iv. A limited degree of risk diversification.
 

9. The following recent developments have been observed in the
 
formal financial sector:
 

a. A shift away from commercial sector lending, which is
 
becoming distinctly less attractive.
 

b. A strong interest in attracting rural deposits,
 
primarily the result of the need to keep bank cost of funds low.
 

c. A firm interest in becoming involved in donor programs
 
in order to qualify for credit guarantees, but little willingness
 
to undertake riskier lending activities as a result.
 

10. The regulation of the formal financial sector, undertaken by
 
the BCEAO and the Malian National Credit Committee, has a number
 
of features that have hindered the growth of financial
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These include the following:
intermediation. 


a. Credit ceilings imposed on individual banks by BCEAO are
 

judged to lack flexibility. (See Appendix tables.)
 

b. Interest rate ceilings are low relative to the risk
 

inherent in financial intermediation in a country like Mali - and
 

relative to the severe liqudity shortage the country is
 

experiencing. (See Appendix tables.)
 
c. The inclusion within the categorical credit ceilings of
 

credit extended through donor credit lines is limiting bank
 

interest in using such credit lines more aggressively.
 

11. Little direct information was available on bank supervision,
 
reason to believe that it is fraught with problems.
but there is 


In particular:
 

a. Credit ceilings are a,problem. In the best of cases,
 

uniform credit growth rates are allowed all banks, which has
 
favor of the highly
discriminated against smaller banks in 


problematic BDM.
 
b. Sectoral credit coefficients appear to have no force at
 

all, because penalties are not ievied and they contribute little
 

to allocative efficiency.
 
c. It is not certain whether penalties on overall credit
 

ceiling violations are consistently enforced and to what extent.
 

In all events, it is believed that the penalty rate has been too
 

low to discourage excessive lending - particularly by the BDM.
 

12. Informal credit institutions dispose of a number of
 

advantages, but their capacity for meaningful financial
 
Linkages of informal
intermediation is presently rather limited. 


sector credit institutions with fo,l institutions could,
 
ill financial intermediation
however, expand their scope for ov 


and make it possible for formal k 3ancial institutions to
 

penetrate new sectors, while increasing allocative efficiency.
 

13. In intervening in financial markets in Mali, donors have
 

taken some steps which have fallen short of producing optimal
 

results. These include the following:
 

- The excessive willingness to guarantee some bank loans
 
as a means of
has encouraged banks to think of donor funds 


increasing their scope of activity without engaging them in much
 

risk-taking. This runs the risk of encouraging banks to develop
 

more into "prestateurs de services" than real financial
 

intermediaries, with little gain in overall allocative
 
efficiency.
 

- Little attention has been paid to whether beneficiaries
 
of donor credit guarantees have been geruinely disadvantaged
 
borrowers who would not have had access to credit otherwise.
 

There is evidence that, even where guaranteed loars were
 
successfully used to finance productive activities, the main
 

distributive impact has sometimes been to subsidize a number of
 

powerful commercial families.
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- Two credit guarantee programs, those for the jeunes
 

diplomes and the Voluntary Early Departures, have met with a cool
 
The reason appears to be that the
reception from most bankers. 


loan applicants under those programs often do not seem to be
 
This must be
entrepreneurial material to most bank officials. 


taken with some qualifications, since bankers may regard no one
 

who is a total unknown to them to be a promising investor.
 
However, the more fact of being disadvantaged does not make a
 

borrower a good entrepreneur (and hence a good credit risk).
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II. Economic Environment and Financial Sectoc Overview
 

II.A. Introduction
 

Despite the persistence of severe economic problems, there is a
 

strong perception among private entrepreneurs, bank officials and
 

investors that the business climate is improving. This is not as
 

paradoxical as it might seem. Increasing business confidence can
 

be attributed to the following:
 

- The government is more responsive to pressure from the
 
donor community to liberalize the economy.
 

- The donor community is eager to extend financial
 
assistance to Mali, ideally by helping the Maliav private sector
 
(notably small and medium enterprises).
 

- The financial sector is seen by many as the vehicle
 
for enabling such assistance to reach private entrepreneurs,
 
particularly as the severe shortage of credit is a major
 

constraint hindering the growth of private enterprises.
 

II.B. Financial Sector Overview
 

in many ways, Mali is a prime example where economic development
 
is being hindered by the failure of the financial sector to
 

fulfill its basic functions, these functions being:
 

- Savings mobilization.
 
- The provision of services to depositors and borrowers
 
- Risk diversification
 
- The allocation of funds to the most productive uses
 

This paper proposes accordingly to do the following:
 

- To illustrate the problems that have led to the
 
sub-optimal performance of the financial sector and to assess the
 
impact of these problems on the economy as a whole.
 

- To determine the extent to which regulations currently
 
in effect and the manner in which such regulations are enforced
 
may have contributed to these problems.
 

- To examine the role of informal and semi-formal credit
 
markets in mobilizing savings and allocating funds for investment
 
purposes, and to evaluate the efficiency of such markets.
 

- To discuss existing linkages between the formal
 
one hand, and informal and semi-formal
financial sector on the 


credit markets on the other.
 
- To recommend ways in which USAID can:
 

o Improve the efficiency of the formal financial
 
sector.
 

o Encourage greater risk-taking by financial
 
institutions without sacrificing the quali y of their portfolios.
 

o Develop linkages between the formal and
 
informal/semi-formal financial sectors that could improve overall
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efficiency.
 
o Develop a healthy relationship between informal
 

sector private entrepreneurs and the agricultural producer sector
 
on the one hand, and the formal financial sector on the other.
 

o Improve the overall business climate by pushing
 
for necessary reforms of regulations affecting financial
 
institutions.
 

II.B.1. The Formal Financial Sector: Sources of Funds
 

II.B.l.a. Savings Mobilization
 

The perceptions of bankers regarding savings mobilization
 
potential vary considerably from one financial institution to
 
another. On the whole, however, bankers appear to feel that the
 
scope for raising the level of financial savings is limited,
 
notably in rural areas, where moat banks have had limited (and in
 
some cases no) success in developing a viable deposit base. The
 
reasons for that limited success appear to be the following:
 

- In most rural areas there is a distinct preference fer
 
real as opposed to financial savings. In the first place, there
 
is a nearly universal preference for jewelry as a form of
 
savings, notably on the part of women. This extends to urban
 
areas as well. In the second place, there is an almost equally
 
strong preference for livestock as a store of wealth. Finally,
 
despite the fact that real estate values in Mali do not appear to
 
be growing very rapidly, and that home construction is an
 
involved operation that seems to be fraught with problems, home
 
ownership is a particularly popular substitute for financial
 
savings. The preference for real savings seems to stem from the
 
following:
 

o Wealth is traditionally measured by a family's holding
 
of livestock and jewelry in many rural areas, while home
 
ownership is often a matter of prestige.
 

o Both livestock and jewelry are often an essential part
 
of the dowry paid by the groom in rural areas.
 

o There is a fairly good secondary market for both
 
livestock and jewelry, so that they can be liquidated on
 
relatively short notice should the need arise.
 

- Banks have serious credibility problems with the
 
peasantry and the small commercants in the rural areas. This is
 
because of the following:
 

o Few banks have established a signficant
 
presence in rural areas. The two exceptions are BDM, whose
 
financial management was hardly calculated to inspire confidence,
 
and BNDA, which suspended the use of mobile banks in rural areas
 
after a brief period of operation. perceiving it to be too
 
costly.
 

o Banks are widely regarded as unapproachable by
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is put off by the extremely
the rural population, which 

with the formal
complicated requirements involved in dealing 


banking sector. These include having an account with the bank
 
(often a minimum level of deposits is required) and having
 

adequate security or guarantees - or, more simply, being "known"
 
entrepreneurs we
in formal business circles. Most rural 


interviewed voiced strong suspicions of the relevance of the
 

tradtional banking sector to their needs.
 

with the possible
On the banks' side, it can be said that, 

exception of BNDA, most banks are accustomed to dealing primarily
 

with the urban business community. Most bank officials appear to
 

have undergone a training program that emphasizes the importance
 
of developing customer relations with people judged apriori to be
 

creditworthy. This naturally fosters an attitude on the part of
 

bank officials that the rural population often regards as
 

intimidating. It is interesting to note in this regard that most
 

banks are barely aware of the credibility gap that separates them
 
from the rural population.
 

On the whole, it is reasonable to conclude that Malian banks have
 

largely failed to mobilize rural savings. This has many
 
the local economy. In
consequences which inhibit the growth of 


particular:
 

- It perpetuates the incompatibility of urban business
 
practices and rural needs.
 

causes most bankers to be reticent about extending
- It 

credit to rurally based enterprises, as they are unfamiliar with
 

the terrain and generally ill at ease with rural entrepreneurs.
 
- It conditions the rural population to store wealth in
 

sub-optimal, and not particularly productive, assets. In this
 
should be noted that the drought is believed to have
regard it 


reduced the proportion of rural wealth held in the form of
 

livestock, and that fluctuations in gold prices may have resulted
 

in negative returns to savers holding jewelry.
 
- It could have the effect of exascerbating the severe
 

of which there is ample evidence in the
liquidity shortage, 

countryside. This shortage is especially acute among small
 

informal businesses and agricultural producers, as evidenced by
 

the prevalence of very short-term seller-financed installment
 
(200% per
credit arrangements, implying exorbitant interest rates 


annum or more) for the sale of many consumer items.
 
- On the other hand, substantial mobilization of new 

savings without a corresponding increase in available credit, 

could have the effect of hindering the flow of informal sector 

credit in rural areas.
 

is the lack of formal sector intermediation
Generally alarming 

between rural savers and rural borrowers. There appears to be
 

banks to insure that the financial
little or no real effort by 

resources generated by the rural sector are made available for
 

investment in rural enterprises. At least three banks, BIAO,
 

BMCD and BNDA, are actively engaged in soliciting
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funds from rural savers.
 

no more than a reflection of the difficulties
This, however, is 

these banks are currently facing in raising funds cheaply, in
 

part caused by rising expectations of urban savers as to level of
 

savings remuneration. In particular, none of the banks
 

interviewed appears to have a well-formulated strategy for
 

channelling funds to projects in the countryside. In the case of
 

BIAO, the opening of a branch in the Paris suburb of Montreuil
 
made it possible to raise funds at the rate of CFA 5 billion
 
($1.78 million) per year, primarily in the form of remittances of
 
emigrant workers from the province of Kayes. To date, however,
 
the bank has undertaken no meaningful credit program for the
 
region to which many of the emigrant workers will be ultimately
 
returning.
 

II.B.l.b. Liability Management
 

For each of the banks examined by the financial markets team,
 
mobilizing rural savings is not an end in itself, but merely part
 

of the bank's efforts to secure funds as cheaply as possible.
 
The main sources of funds for commercial banks in Mali are:
 

- Deposits held by individuals or by businesses. In
 

general, banks are not willing to pay substantial interest on
 
these deposits unless they are quite large. Indeed, most banks
 
have minimum deposit requirements for the opening of an account
 
(usually in the neighborhood of CFAF 25,000 to CFAF 35,000 - $90
 
to $125 - for individuals and CFAF 250,000 - $900 - for
 

businesses). As the banks allow depositors to draw down their
 
accounts afterward to as little as CFAF 2,000, it is clear that
 
the minimum deposit requirement at the beginning is meant to
 

limit access to the bank to "serious" savers rather than to
 
minimize transaction costs. Thus, it is apparent that the banks
 
prefer to deal with a certain class of people, which in turn
 
limits their clientele to a small segment of the business
 
community.
 

- Refinancing arrangements, which are strictly regulated
 
by the BCEAO. Credit de campagne and SMSE loans can (and
 
invariably are) rediscounted at the Taux d'Escompte Preferentiel
 
(TEP or preferential discount rate) of 6%, which in effect
 
subsidizes this form of credit . It does so without excluding it
 
from the stringent overall credit ceiling to which all banks are
 
subject. Other loans can be refinanced at a higher rate (8.5%).
 

- Credit lines provided by the donor community, which
 
provide partial or total loan guarantees. Loans offered from
 
these credit lines are, however, counted as part of the bank's
 
credit for purposes of monitoring overall credit ceiling
 
compliance.
 

- Funds loaned to Malian banks by participating foreign
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case of BMCD and the Caisse
banks (e.g. Credit Lyonnais in the 

There is clear evidence that the
Central* in the case of BNDA). 


cost of such funds is extremely low (around 3.8% in the case of
 

BNDA), suggesting deliberate undercharging (possibly for tax
 

purposes) by participating foreign banks.
 

There is a clear pattern of evolution in banks' liability
 
economic and financial developments in
management, the result of 


recent years. Among the major aspects of this evolution are the
 

following:
 

- Banks are becoming increasingly conscious of the cost
 

of deposits. This is because they are finding that, in urban
 

areas in particular, depositors are beginning to care a great
 
deal about the return on their money. This is resulting in the
 
bidding up of yields on large term deposits and CD's, which are
 
subject to negotiations with depositors. This is a major reason
 
underlying some banks' increasing interest in mobilizing rural
 
savings.
 

- Quality of service (defined as access to savings, 

speed of transactions, etc.) continues to be a significant factor 

in wooing depositors. The branching policy of certain banks 
governed such considerations.
appears to have been largely by 

quality of service is of paramount
Most banks maintained that 


importance to potential depositors when a region is first
 

penetrated. After a while return on deposits becomes increasingly
 
no or very low
more important. This explains the fact that 


minimum deposit amounts are required in areas where a new branch
 

is first set up.
 

- Banks are becoming increasingly interested in managing
 

credit lines extended by donor agencies, and are generally
 

willing to modLfy their credit policies to qualify for donor
 
however, are typically
guarantees, as described below. Banks, 


seeking to act less as traditional intermediaries and more as
 

"providers of service" ("prestateurs de service") of donor
 
in effect, trying to operate while
agencies. They are, 


- a natural reaction under the
minimizing the risk to themselves 

circumstances.
 

The average cost of funds for most banks appears to be in the
 

range of 4.5 to 6%. This suggests significant use of low cost
 

refinancing (at a preferential rate), and presence of a high
 

proportion of sight deposit, which yield no interest, among their
 
liabilities.
 

It is thus clear that a fairly significant percentage of bank
 

depositors are captive clients, interested in maintaining an
 

account with the bank in order to qualify for a loan, to insure
 

that fundz are securely stored, or to have access to bank
 
on the
services. Banks are quite conscious of this fact, and 


whole they are eager to perpetuate a situation which guarantees
 
them access to funds at low cost.
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it can therefore be concluded that conditions on the liability
 
side promote bank dependence on low-cost funds. This in turn
 
limits their pottntial for savings mobilization and, given the
 
correspondingly low ceilings they realize on their assets
 
allowing them a modest margin, is one of the factors explaining
 
their high aversion to risk.
 

II.B.2. The Formal Financial Sector: Credit Allocation
 

It is reasonable to conclude that, the BDM and the BNDA
 
notwithstanding, the formal financial system in Nali suffers from
 
a lack of specialized development institution3. The major
 
elements of the lending pclicy of the Malian banking system can 
be summarized as follows: 

- A strong predilection for lending to the commercial 
sector, and, conversely, an aversion to lending to new entrants
 
in the market, notably agricultural producers and most small
 
bus inesses.
 

- A preference for short-term loans.
 
- A heavy reliance upon donor guarantees for non

traditional borrower groups, and limited willingness to accept
 
collateral in secured lending.
 

- A limited degree of risk diversification.
 

II.B.2.a. The Predominance of Commercial Sector Lending
 

As far as private sector lending is concerned, there has been a
 
strong preference on the part of bankers for the commercial
 
sector, whose activities are heavily geared toward export-import
 
operations and retail distribution. The reasons "or this nearly
 
universal preference are as follows:
 

- The commercial sector constitutes the bulk of the
 
traditional business community, which in turn constitutes t'-1e
 
major part of bank depositors. The commercial traders are better
 
known and more used to dealing with bankers than anyone else. It
 
might also be added that there are biases that operate in bank
 
dealings with commercants. Banks undertandably find it easier to
 
deal with better educated entrepreneurs who can present their
 
ideas convincingly, as is true of many commercial traders.
 
Inability to express oneself in French does not appear to be an
 
unsurmountable problem if the merchant speaks Bambara. Speakers
 
of Jawango and Sarakole (groups which are active in commerce)
 
have, however, reportedly encountered difficulties.
 

- Almost all other sectors are subject to risks the
 
banks consider unacceptable. They will rarely extend credit to
 
other sectors without adequate guarantees, for the following
 
reasons:
 

o The low rate ceilings (see appendix tables) are
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to lend to sectors
in part responsible for bankers' reluctance 

other than the commercial sector, as other sectors are perceived
 

In cases where the TEP can be used to
to carry higher-risks. 

in the case of credit de campagne
refinance credit cheaply (as 


and small SMSE loans), credit ceilings also contribute to turning
 

bankers aw&y from what they consider to be lower quality credits.
 

o The agricultural sector is considered
 
risky, primarily because supply conditions and
particularly 


government policies affecting agricultural production can change
 

rapidly. For most banks, the remoteness of many agricultural
 

producers (complicated by the banks' limited rural outreach), the
 

predominance of small-scale farming, and the fact that
 

agricultural producers are often intimidated by urban bankers,
 
are additional complicating factors.
 

o In considering 	project dossiers submitted by
 

small-	 or medium-scale agricultural or industrial loan
 
banks feel obliged to investigate both the
applicants, most 


and the viability 	of his project.
background of the applicant 

Because of the lack of trust and familiarity between the banks
 

and many potential non-traditional customers, "moral integrity"
 
major points of emphasis of loan officers.
is one of the 


Verification in such cases is often costly and very .ifficult.
 

BOAM is, however, exceptional in that it has been actively wooing
 

new borrowers with local enterprises for some time, and has gone
 

far in the direction of minimizing information costs by using its
 

own stockholdefs and their acquaintances as references.
 

Recent credit market developments have resulted in a highly
 

evident shift on the part of banks away from commercial credit.
 
These include the following:
 

- Because of "he continuing economic difficulties, many
 

commercants are considered to have become worse credit risks.
 

- The recently instituted requirement that merchants
 
of the credit they seek to finance
deposit 75% of the value 


import operations is making this kind of operation distinctly
 
less popular with banks.
 

- There is a clear perception that providers of the 
highly sought after guaranty funds are eager to direct credit 
toward new borrowers, notably cooperatives and SMSE's. Banks are 
especially anxious to qualify for such guarantees, if they are 
not required to take substantial risks in doing so. 

II.B.2.b. Preference for Short-Term Loans
 

There is a strong bias in favor of short-term loans on the part
 
of Malian banks. This can be explained by the following:
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- The preference for commercial sector lending in itself 

leads to a preference for short-term lending, as the needs of the 

sector are, for the most part, short-term in nature. 

- Long-term rates mandated by BCEAO allow for a
 
loans, the justification being
negligible premium on long-term 


that banks' experience in West Africa suggests that long-term
 

lending is in fact less risky than short-term lending. This,
 

however, merely reflects the fact that the extremely limited
 

long-term lending extended by African banks has been reserved for
 

their very best customers.
 

- The unstable macroeconomic and business environment
 
implies that risks are compounded over time, leading to a high
 
liquidity preference. This is accentuated by bankers' awareness
 
of the high volatility of their liabilities, which are
 
predominAntly short-term in nature.
 

- Given the highly restrictive credit ceilings in
 

effect, banks are reluctant to extend long-term loans that would
 
limit their future ability to extend short-term credit.
 

The bias in favor of short-term lending has had a number
 

of harmful consequences. These include the following:
 

- Many SMSE's (notably industrial) require long-term
 
financing because of their lengthy gestation periods. These
 
SMSE's are effectively cut off from credit.
 

- The scarcity of long-term credit exacerbates the
 
shortage of short-term credit, as short-term credit is often
 
rolled over by businesses in need of long-term financing.
 

II.B.2.c. Limited Use of Collateral
 

As a rule, banks' preferences for guarantees on loans they extend
 
fall in this order:
 

1. Guarantees offered by donor credit agencies,
 
preferably on the entire amount of the loan rather than on the
 
amount of the actual default.
 

2. Co-signature by known bank customers or, in some
 
cases, by "notables" who pledge their word of honor.
 

3. Collective guarantees by groups of investors or by
 
members of a cooperative association.
 

4. Real assets used as collateral.
 

The relatively low levels of confidence which banks have placed
 
in guarantees other than those offered by donor agencies, is
 
doubtless a reflection of their disappointing experience. Some
 
banks, notably BNDA, have suffered substantial losses because of
 
co-signatures or collective guarantees that could not be made
 
good.
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The strong bias against real assets used a collateral is
 

where real assets are

particularly alarming in a country 


as a form of savings. In effect, it
preferred to financial ones 

which have accumulated a surplus in
 suggests that even sectors 


the form of resources cannot convert this surplus into liquidity
 

before assets can seized, 


to be used 
aversion to 

for productive 
using real 

purposes. 
assets as 

The reasons for bank 
collateral include the 

following: 

- The consent of the 
be 

Ministry 
and e

of 
ven 

Justice is required 
then the procedure 

typically lastL 18 to 24 months.
 
- The resale of seized assets is often complicated by
 

their excessively specialized nature.
 
- Malians are generally reluctant to buy assets seized
 

from a borrower in distress, and highly visible attempts by a
 

bank to sell such assets are viewed as bad practice.
 

II.B.2.d. Limited Risk Diversification
 

The strong predilection exhibited by banks for commercial sector
 

and short-term loans allows for limited scope for risk
 
made evident by the fact that most
diversification. This is 


banks are now feeling the pinch of deteriorating conditions in
 
In the case of BNDA, the only partially
the commercial sector. 


with substantial exposure in the agricultural
private bank 

which that sector is vulnerable are
sector, the fluctuations to 


keenly felt, given BNDA's limited involvement in sectors subject
 

to a substantially different kind of risk.
 

Most Malian bankers argue that risk diversification on a large
 

scale is not realistic in today's environment. The reasons they
 

give can be summarized as follows:
 

- For the reasons explained above, the commercial sector
 

will have to continue to be a major user of bank funds.
 
function to be
- Diversification is not seen as a 


performed by bankers, but rather by the entrepreneurs themselves.
 
in more than one
Most entrepreneurs are, in fact, involved 


activity at the same time. This, however, does not result in the
 

pooling of bank risk. Instead, it often gives rise to a lack of
 

commitment to any one enterprise on the part of bank borrowers.
 
- Project evaluation is a costly activity in most
 

managers are therefore generally unwilling to
banks. Bank 

invest additional resources in this area - unless, of course,
 
assistance on this end is extended by donor agencies.
 

II.B.3. Regulations Governing the Formal Financial Sector
 

The formal financial sector is subject to the following
 
regulators:
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1. BCEAO. Mali rejoined the UMOA in 1984. Technically Mali has
 
members, including
the same voting rights as the other UMOA 


France. In practice, however, Mali has relatively little
 

influence on decision making at the UMOA level, given its lack of
 

experience with BCEAO proceedings and its status as a more
 

substantial debtor than some other members of U1OA system.
 

Furthermore, French influence predominates in UMOA, forcing upon
 

its African members a more restrictive monetary policy (and hence
 

tighter credit ceilings) than many of them would like to see.
 

2. The Malian National Credit Committee. The committee includes
 
representatives from the Presidence, the Ministry of Finance, the
 
Malian branch of BCEAO and the banking sector. The committee
 
decides on the allocation of credit ceilings between individual
 

banks, and also enacts other banking regulations (e.g. deposit
 

requirements for importers) at the national level.
 

Membership in UMOA has offered Mali certain advantages, notably a
 

stable, fully convertible currency; higher quality credit
 

management and supervision; and more responsible fiscal policy in
 

general. At the same time, membership in UMOA has meant that
 

Mali has little control over its monetary policy, since it must
 

subscribe to whatever policy the UMOA judges necessary to protect
 

the value of the CFA Franc. Among the serious handicaps imposed
 

by UMOA regulations on the Malian banking system, are the
 
following:
 

- The global credit ceiling imposed by UMOA is judged to
 

be particularly stringent in Mali's case. This is because Mali
 

is believed to have an extremely low velocity for money,
 

suggesting a more modest inflationary impact for credit.
 
- Interest rate ceilings (see Appendix tables) are low
 

the of inherent financial
relative to level risk in 

intermediation in a country like Mali. To conclude from that
 
that low rates are at the root of Mali's financial sector
 
problems (i.e. that Mali is the victim of repressed financial
 
markets) is, however, an understatement of the problem. First,
 
it is not clear that rates on savings accounts fall short of
 

inflation (estimates of inflation for an average family vary
 

greatly, but 5 to 6% seems to be the average estimate). Financial
 
savings therefore probably do carry a real return. Second, for
 
banks to expand meaningfully the range of their lending, other
 

problems (e.g. high infomation costs, the unreliability of the
 

accounting and legal systems, the segmenation of the bankking
 
community, etc.) would have to be addressed. In the final
 
analysis, however, credit allocation cannot be put on a sound
 
footing without interest rates being allowed to reflect the risk
 
inherent in lending to different classes of borrowers.
 

- While the possibility of refinancing at the TEP has
 

contributed to greater willingness to extend credit de campagne
 
and loans to SMSE's, the cut-off for amount of the total
 
investment for rediscountable SMSE loans (CFA 30 million
$100,000) i.s too low to favor many small industrial schemes. The
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overall credit ceilings to preferential loans
application of 

probably discourages greater use of 	 TEP discounting.
 

credit de campagne
Furthermore, the TEP can only be applied to 


whcn the latter is used for marketing purposes; loans for
 

agricultural production are therefore discountaole only at the
 

higher rate7
 
- The refusal of the BCEAO to exclude credit lines
 

provided by the donor agencies is likewise limiting bank interest
 

in using such credit lines more aggressively. The only likely
 

explanation of this rule is inflationary fears (probably
 
exaggerated) on the part of the UMOA Board, as 	the
 
balance of payments impact of such loans is neutralized by the
 
provision of foreign currency by the donor agencies.
 

At the same time, there are problems with the way the Malian
 

National Credit Committee applies the credit ceilings mandated by
 

UMOA to individual banks. The imposition of uniform growth
 
constraints of necessity tends to favor larger, well-established
 
banks, and to discriminate against smaller, newly established
 

this problem is the highly problematic
banks. At the root of 

BDM, which is responsible for nearly 80% of outstanding bank
 

loans The resolution of BDM's future must take into account the
 

need for increased competition between Malian banks, and hence
 

for favoring banks other than BDM in the application of credit
 
ceilings.
 

II.C. Overview of Formal Financial System
 

II.C.l. Profile of Major Banks
 

II.C.l.a. BIAO Mali (Banque Internationale de l'Afrique
 
Occidentale)
 

The key characteristics of BIAO Mali can be summarized as
 
follows:
 

- It is probably the best managed bank in the country,
 
but its interest is largely limited to financing commercial
 
activities and low-risk guaranteed programs.
 

- It places considerable emphasis on quality, as
 

evidenced by its high quality facilities and the substantial
 
resources devoted to promoting the bank's image.
 

- Partly because of its high emphasis on quality, it
 

exacts a high margin (averaging 10% in 1986) for its activities
 
as an intermediary. BIAO stresses low-cost fund raising and
 
seeks a high return on its assets, without at the same time
 
undertaking unduly risky activities.
 

It is unfortunate that the best managed bank in Mali places less
 
emphasis upon lending activitites serving the country's needs.
 
BIAO is predominantly an urban bank. Its recent interest in
 
rural branching is largely limited to seeking low-cost funds in
 
the form of savings, as the bank is beginning to feel the pinch
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of increasing return requirements on the part of urban savers.
 
Its success in mobilizing emigrants' savings in France is
 
likewise not linked to any particular program of promoting
 

area to of the emigrants
investments in Kayes, the which most 

belong.
 

BIAO remains essentially a commercial bank operating according to
 
a
high standards, which are the standards of a bank operating in 


developed economy. It seems unlikely that it could be induced to
 
undertake more agricultural or industrial lending without
 
substantial guarantees and/or technical assistance. Its
 
clientele consists primarily of merchants, mainly those
 
commercants (coomercial traders) who are among the most renowned
 
and best established in the country. The bank's project
 
evaluation procedures are fairly efficient and rigorous,
 
averaging a week per dossier. New entrants and small businesses
 
appear to have difficulty meeting the bank's lending
 
requirements.
 

The following pattern of development can be anticipated for BIAO:
 

- BIAO will remain committed mostly to extending
 
high-quality (and largely short-term) loar.s to the commercial
 
sector.
 

- BIAO will eagerly seize the opportunity to utilize
 
donor credit lines. In particular, BIAO is eager to take over
 
lending functions now under the OHV program under certain
 
conditions, including guarantees.
 

- The bank's attempts to mobilize rural savings will
 
probably meet with limited success, as it is experimenting mostly
 
with high cost mobilization vehicles (like mobile banks) and,
 
intends to offer limited access (twice a month) to most rural
 
depositors. At the same time emigrants' deposits can be expected
 
to continue to grow.
 

- If most BCEAO restrictions were relaxed, BIAO would
 
probably expand the volume of its credit without substantially
 
compromising the quality of its portfolio - that is to say,
 
without meaningfully diversifying its clientele. The bank is
 
likely to limit its competition for deposits to continued
 
emphasis on high quality service, rather than substantially
 
higher rates.
 

II.C.l.b. BMCD (Banque Malienne de Credit et de Depot)
 

BMCD is another relatively conservative Malian bank, specializing
 
largely in serving the needs of the commercial community. Both
 
its assets and liabilities show strong dependence on the
 
commercial sector. Commercial accounts (requiring a minimum
 
starting deposit of CFAF 250,000 in Bamako) are nearly three
 
times as large as average individual acccunts, and savings
 
accounts constitute no more than 13.5 % of total accounts
 
outstanding (1985/86). At the same time, the need to contain
 
growing funding costs has compelled the bank to expand its
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Bamako. Branches have recently been opened in
activities outside 

have in fact been
Sikasso and in Koulikoro. These branches 


depositors. For the most
successful in attracting additional 

part, however, these represent local well-established merchants.
 

credits account for nearly 63% of BMCD's
Short-term commercial 

portfolio, proportion which grew signficantly in
total loan a 


1985/86. The economic conjoncture and tightening regulations
 

have, however, limited the scope of commercial lending in recent
 
reason why BMCD is seeking to
months, and that is a major 


somewhat diversify its portfolio. It is also clear that the bank
 

is reluctant to do so without substantial donor guarantees.
 

The bank's procedures for project evaluation seem to be
 

reasonably efficient, averaging two weeks per dossier. At the
 
same time the background of the borrower is at least as important
 

the nature of the project. BMCD appears reluctant
to the bank as 

to expand the scope of its lending beyond a relatively limited
 

A exception
circle of well-established, low-risk borrowers. 

might be soundly developed SMSE's, with capable entrepreneurs
 

behind them. BMCD management has indicated that increased lending
 

rates for such loans could also influence volume of business done
 

in this sector.
 

The following developments can be anticipated for BMCD:
 

- BMCD will limit its savings mobilization efforts to
 
to
increased branching in smaller urban centers and the
 

solicitation of large customers (foreigners seem to be a special
 

target). Some improvement in the quality of service may result.
 
- No substantial increase in risk-taking by BMCD is
 

expected, although the bank realizes that commercial loans per se
 

are becoming less and less profitable. BMCD will be very eager
 

to utilize donor guarantees and to participate in established
 

borrower programs, but will not seriously seek to penetrate brand
 

new sectors without such assurances.
 
- If most BCEAO restrictions were removed, BMCD would
 

probably compete more aggressively for both deposits and loans.
 

Bank officials suggested that interest ceilings were one factor
 

inhibiting them from taking risks, particularly among the SMSE.
 

Given the essentially conservative training of BMCD staff,
 
prefer to deal with higher risk
however, they will probably 


customers according to their standards rather than vice versa.
 

II.C.l.c. BNDA (Banque Nationale de Developpement Agricole)
 

BNDA is the only partially privately owned bank in Mali with
 

pretensions to being a specialized credit institution. The
 

initial focus of BNDA activities was the financing of CMDT
 

(Compagnie Malienne pour le Developpement des Textiles) credit,
 
which is extended to cotton farmers and which continues to be one
 

of its most remunerative activities. Since then the bank's
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other large rural development
strategy of expanding into 

programs, and into direct cooperative and village association
 

lending has run into snags, particularly relating to the latter
 

lending program.
 

1987 financials, significant success
Judging by the 1986 and 

continues to be registered by BNDA in mobilizing rural savings.
 

Deposit accounts have been increasing steadily since 1985, and
 

are expected to continue to grow in 1988. At the same time,
 
disappeared, resulting
public deposits at the bank have all but 


in a net dimunition of term deposits in CFA Franc terms. The
 

share of terms deposits in total deposits fell at fiscal year-end
 

(Sept. 30 1987) to 19% of total. deposits from 47.9% cf total
 

deposits at fiscal year-end in 1986. At the same time the share
 

of savings deposits and various sight (non-interest-bearing)
 
deposits rose in fiscal 1987.
 

On the whole, BNDA continues to be successful in mobilizing rural
 
the same time, the deterioration of the bank's
savings. At 


to lower the
assets is putting pressure on the bank to seek ways 


average cost of funds. The bank's current problems can be
 

summarized as follows:
 

- There has been a noticeable deterioration in the
 

quality of the BNDA's assets, as provisions for doubtful loans
 

have had to be increased substantially on various categories of
 

continue to be increased. The most problematic loans
loans, and 

in BNDA's portfolios are: loans to jeunes diplomes, crec't
 

ordinaire to cooperatives not served by Rural Developm_ t 

Organizati'ons, other loans to individuals and loans extended
 

through certain state programs, notably ODIPAC.
 

- The bank's spread has shrunk from 6.3% in fiscal 1986,
 

to 5.4% in fiscal 1987, as the average return on loans has
 
in excess of the decline in the cost of
diminished at a rate well 


funds.
 

The past errors made by BNDA have resulted in a more conservative
 

attitude that is certain to limit risk taking in the future,
 

particularly as regards lending to cooperatives and seeking to
 

develop linkages with informal sector SMSE's. This will be the
 

case unless, of course, guarantees are extended or low-cost funds
 

Program support by Rural Development Organizations
are provided. 

will also be a requirement to expand activity in lending to rural
 
producer groups.
 

The following developments are anticipated for BNDA:
 

- The bare's attitude toward lending is almost certain
 

to become significantly more conservative. There seems to be a
 

tendency to favor some expansion in lending to small
 

semi-industrial and semi-artisanal projects, but greater reliance
 



on guarantees will be the case.
 

- Lending to cooperatives outside the scope of donor 

programs is likely to diminish, and emphasis will be on knowing 

the borrower better. This suggests that the bank's project 

evaluation procedures, at present highly conplicated, will focus
 

increasingly on assessing the background and moral integrity of
 

the borrower.
 

- BNDA management has emphasized the need to minimize
 
funds and to seek greater donor guarantees to
the cost of 


for jeunes diplomes and
reconstitute the guarantee funds 

that some of these funds have been
cooperatives, given the fact 


badly eroded due to high delinquency rates.
 

- If BCEAO restrictions were relaxed, it is doubtful
 

that this would lead to any significant increase in risk taking
 
The fact is that the bank is currently retrenching to a
by BNDA. 


considerable extent. At the same time, its need for donor
 

support is increasing, suggesting that bank behavior will depend
 

more heavily in the future upon the conditionality of such
 

support.
 

II.C.l.d. BOAM (Bank of Africa Mali)
 

BOAM is unique in being wholly owned by private Malian and
 

African (as opposed to European) interests. As such it is
 

autonomously administered by a staff judged to be the most
 

dynamic in the Malian banking sector. The characteristics of
 

BOAM can be summarized as follows:
 

- It provides fairly efficient service, but, unlike
 

BIAO, does not invest much in projecting an impressive image.
 
- It draws heavily on the familiarity that its 700 or so
 

stockholders enjoy with Malian business circles. This
 
of project
contributes to its highly efficient processing 


other Malian bank
dossiers. BOAM probably goes farther than any 

in investigating the projects submitted by loan applicants.
 

- While largely owned by private Malian interests, BOAM
 

does not appear to be dominated by the large commercial families
 
In fact it appears to
which wield considerable power elsewhere. 


be going out of its way to prooote a second-tier group of Malian
 

entrepreneurs, suggesting that new entrants have a better chance
 

of securing loan approval at BOAM that at any other bank.
 
- The bank started out leaning heavily on commercial
 

loans. It has, however, made considerable progress in
 
determined to
penetrating the industrial sector, and seems 


continue to move in that direction.
 
- While the bank can be characterized as perhaps the
 

most aggressive in terms of its ise of funds, it is highly risk
 

averse, which is hardly surprising considering that it is risking
 
its stockholders' capital.
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The following developments can be anticipated for BOAM:
 

- The bank will continue to expand its involvement in
 
the industrial sector and to reduce its dependence on commercial
 
loans.
 

- The bank will probably be the most proriing source oif
 
funds for new entrants into the credit market (e.g. SMSE's).
 

- At the same time, BOAM will be no less emphatic than
 
other Malian banks about its need for donor funds. However, it
 
will perhaps be more disposed than other banks to discuss more
 
creative guarantee arrangements.
 

- If most BCEAO restrictions were relaxed, BOAM would
 
probably increase its risk taking moderately. It would almost
 
certainly seek a greater degree of risk diversification than
 
other banks. Its rural penetration would probably not increase
 
significantly, as it does not see itself as an agricultural bank,
 
a role it considers reserved for BNDA.
 

II.C.2. Overall Evaluation of the Banking Sector
 

The four banks surveyed in this study can generally be
 
characterized as highly risk averse. This risk aversion, coupled
 
with a number of regulatory constraints and other
 
institutional constraints, has inhibited the Malian banking
 
sector from fulfilling its role as a financial intermediary.
 

The formal banking sector has registered minimal success in
 
mobilizing rural savings, extending quality banking services to a
 
broad sector of the public, diversifying business risk, and
 
allocating funds to most productive uses.
 

The performance of the sector is hardly even, however. BNDA can
 
boast some success in mobilizing rural savings and will probably
 
continue to be the most creative bank in this regard. BIAO and,
 
to a lesser extent, BMCD and BOAM, emphasize the quality of their
 
services, although these services are extended to a relatively
 
small segment of the public. BOAM has probably gone farthest in
 
diversifying risk and achieving a relatively high degree of
 
allocative efficiency.
 

The predominance of risk aversion continues to be the most
 
serious impediment to USAID's objective of using the financial
 
sector as a vehicle for promoting economic growth. Possible
 
explanations of the formal financial sector's risk aversion
 
include the following:
 

- The extreme instability of supply conditions and of
 
the policy environment have made financial institutions wary of
 
the long-term lending, especially in the agricultural sector.
 

- High information costs complicate the task of
 
etficient funds allocation. These costs can, however, be cut by
 
more active participation of bank assuciates and of loan
 
applicants in project evaluation.
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- Moral integrity poses a problem. While there is 
evidencc that Malians of all classes exhibit the highest moral 
integrity in informal credit arrangements, it appears that there 
is a significant problem of moral hazard where formal 
arrangemnts are concerned. As a result, the personal evaluation 
of the loan applicant plays an important role in loan request
 
evaluation.
 

- The heavy reliance on donor guarantees in the pas* has
 
conditioned banks to expect substantial guarantees in the f, .re,
 
and, in many instances, to make this a precondition of
 
undertaking new lending activity.
 

- There is some evidence that bank staff training (BOAM
 
is a noticeable exception) conditions bank officials to see both
 
savings mobilization and credit extension through European eyes.
 
In other words, despite the high standards of training in many
 
banks, bank officials are often taught to operate under
 
conditions that are far-removed from the reality of the Malian
 
market. It is also probable that a bureaucratic pattern of
 
employee advancement, to some extent derived from the traditional
 
French banking system, predominates at most banks, suggesting
 
that there is little incentive for risk taking at the job level.
 

- Low interest rates and restrictive credit ceilings are
 

also a factor underlying the high risk aversion of the formal
 
financial sector. This does not, however, riean that phasing out
 
these ceilings would automatically result in signficant risk
 
taking. Improved programs for increasing borrower preparedners
 
to present and manage bankable projects must accompany policy
 
changes aimed at broadening access to credit resources and
 
improving allocative efficiency.
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III. The Informal Savings and Credit Markets
 

III.A. Constraints to Increasing Overall Lending Levels to
 
Productive Borrowers
 

III.A.l. Village Based Farmer Cooperatives
 

Among the most evolved institutions serving the credit and
 
investment needs of rural producers are the Tons Villageois or
 
Associations Villageoises (Village Associations), which have been
 
developed through the USAID integrated rural development project
 
Operation Haute Vallee (OHV) and the cotton commercialization
 
program of CMDT in Mali Sud. These rural producer groups have
 
been developed with donor agency technical assistance, using as
 
the basis Associations Villageoises and traditional village tons,
 
or work groups previously organized in target areas.
 

Under the OHV program of credit and agricultural extension
 
services, these groups have served to strengthen the rural
 
informal sector by providing an effective vehicle for (1)
 
channeling technical assistance and inputs to improve production
 
of cotton and basic foodcrops, and (2) extending seasonal
 
production credit to smallholder farmers for purchase of inputs.
 
Tons Villageois typically function like credit cooperatives, in
 
that Ton officers assemble and submit the credit requests of
 
individual member/farmers as a group, and the Ton itself is
 
responsible for repayment of the loan through the provision of a
 
group guarantee (caution solidaire).
 

Loan repayment records for the previous campaign (1986-87) show
 
k97 
that Tons Villagoeis are repaying at high rates to 98%), in
 

both the OHV and CMDT programs. Loans have been made and repaid
 
largely on the basis of the cotton cash crop, which provides a
 
predictable cash value and seasonal income.
 

After working with Tons for several years under program credits,
 
the OHV project has moved some 47 of 150 Tons receiving seasonal
 
credit to the point of taking and repaying credits directly to
 
the Banque Nationale de Developpement Agricole (BNDA). CMDT
 
management has similarly applied for a line of credit to transfer
 
their role as lenders to BNDA. Individual farmers under both
 
programs are taking medium term loans directly from BNDA for
 
equipment and animal traction.
 

Village level producer groups have for the most part worked well
 
as informal credit groups, largely because of the common economic
 
activity, the continued presence of technical support by RDO's in
 
project preparation and borrower screening, and the group
 
guarantee. Group guarantees have been effective in this context.
 
If a Ton member can't pay his share, the Ton pays. A sampling of
 
OHV Tons Villageois interviewed during this study, indicated that
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the Ton also reaches a wide variety of people (young and old
 
with credit and related benefits. Tons assisted in securing
 

credit, and in increasing their production and incomes in cash
 

and foodcrops, do not cover the entire OHV area but represent
 

a significant portion of the population for purposes of
 

demonstration and continued replication of results.
 

With better access to credit through the OHV program, Tons at
 
both ends of the development scale have substantially increased
 
their combined production of cotton and foodgrains, and increased
 
household incomes. They have been able to avoid using
 
trader credit for consumer goods, often paid in kind. Some
 
better developed Tons have made loans in foodcrops to other Tons,
 
and to their own members, to be repaid in kind. In a limited
 
number of instances, loans are made in cash to members or other
 
groups, at mutually agreed conditions including no interest.
 

While Tons have made significant progress as credit
 
intermediaries under both donor credits and bank lines, there are
 
significant constraints to extending credit to this sector, both
 

for seasonal and investment loans. Their own development as
 
informal lenders has been fairly slow because of limited levels
of liquidity at the Ton level. Liquidity varies from season to
 
season, due to the fact that farmers are highly dependent upon
 
moving and selling cotton and grain stocks, and this has been one
 
factor inhibiting use by Tons of formal banking facilities as
 
savers.
 

To ensure continued availability of commercial bank credit for
 
crop production inputs and equipment investments, BNDA has been
 
heavily dependent upon the OHV field staff to screen borrowers
 
and conduct initial analysis of financial feasibility of Ton
 
Villageois project loan requests. Credit officers don't view
 
this as the role of the bank. Management has, as noted, strongly
 
indicated that che BNDA would riot be in this market if the Rural
 
Development Organizations (RDO's) were not providing project
 
financial analysis and technical back up for producer groups.
 

Present bank capability to analyze agricultural production and
 
investment credits is limited, more by bank practice than by
 
credit analysis training. Future expansion of commeccial credit
 
to Tons Villageois and Associations Villageoises will require
 
development of more capability at the village producer group
 
level to analyze and present their projects for -redit, and more
 
bank capability in house to conduct project analysis and
 
servicing.
 

The CLUSA technical assistance component proposed as an element
 
in the upcoming Development of the Haute Vallee (DHV) Project,
 
will be used to assist Ton Villageois in developing skills in
 
credit management and analysis and presentation of their projects
 
to the lenders.
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other Formal Sector Constraints in Expanding Credit to Tons
 
VillagSoiS and Other Village Level Producers
 

Two other commercial banks interviewed (BIAO and BOAM) have
 
indicated interest in expanding their portfolios to provide
 
credit ordinaire for inputs for crop production. When
 
questioned further, they show a distinct disinclination to lend
 
into the small producer market vithcut assistance in
 
supplementing or circumventing their credit ceilings, 
or
 
guarantees.
 

Expansion of the global amount of credit available to village
 
level agricultural producrs, for seasonal crops and investments,
 
is very much constrained by the credit ceilings applied to such
 
agricultural credits and other credit ordinaire, by the Central
 
Bank. As a result of credit ceilings, and current demands for
 
credit ordinaire, BNDA is experiencing a squeeze on short term
 
funds, and is negotiating a supplemental outside line of credit
 
to meet requests of OHV village producer groups, with USAID.
 

Current banking services extending credit ordinaire to Tons
 
Villageois appear to be suited to the needs of the Tons, and are
 
not in themselves a constraining factor in expansion of credit.
 

Tons Villageois interviewed in the OHV area indicated a strong
 
interest in making further investments in agriculture, largely in
 
expanded lands under production in cotton and foodgrains.
 
Expanded commercial credit to this group will depend for the
 
forseeable future on production of sufficient hectares in cotton
 
to repay the full value of the loans, given that the grain yields
 
and prices are considered too variable for the grain sector to be
 
creditworthy. The fact that the commercial banks will only lend
 
against cotton production and marketing, has tended to limit crop
 
diversification.
 

Future USAID programming in agricultural credit should work
 
within these constraints. USAID credit activities should
 
concentrate resources upon moving credit services to proven
 
borrower groups, including the creditworthy Tons Villageois and
 
other cash farmers operating within viable, creditworthy
 
productive units, increasingly into the commercial banking
 
sector.
 

In this process, every effort should be made to induce BNDA as
 
the principal commercial lender to smallholder agriculture, to
 
incrementally assume more responsibility for borrower and project
 
analysis. USAID programming should at the same time gradually
 
induce BNDA and any other commercial bankers which elect to serve
 
this market, to lend for more diversified crop production and
 
marketing, as yields, market prices, weather conditions and
 
production capability of village nroducer groups demonstrate that
 
diversification is feasible - in short, that crop sectors are
 
creditworthy.
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III.A.2. Private Cereal Traders
 

Since the lifting of pri controls on basic food grains in the
 
1985-86 campaign, the cereals market has largely been controlled
 
by private sector traders. The market is structured around three
 
basic levels of commercial activity in the purchase and sale of
 
grains. These are:
 

(1) The farmer or producer group selling grain on the local
 
market, generally to grain traders in or near the production area
 

(2) The grossiste or demi-grossiste in or near production
 
areas, operating out of a central market town
 

(3) The urban grossiste purchasing large quantities of
 
grain from grossistes in or near production areas, for resale in
 
urban markets like Bamako
 

As described in the November, 1987 evaluation of the PRMC
 
program, each level of commercial grain marketing activity
 
secures and uses credit in different ways, and at different
 
levels. Needs for and uses of credit are to a large extent
 
determined by production levels, quantities of grain available,
 
funds at the grain merchants' disposal and price movements in the
 
market.
 

Interviews held with traders in producer areas, indicate that
 
there is among them a significant perceived need for outside
 
credit to finance larger purchases of grains from village level
 
producers, at the level of the demi-grossiste, or local merchant
 
handling a variety of lines and purchasing grain from producers
 
for resale in the local markets.
 

Ouelessebougou is given as an example. Grain traders interviewed
 
here are operating with cash flow from the business and family
 
funds to finance grain purchases. Examples taken from the area
 
traders indicate that when prices are low, they have expanded
 
from purchase and resale of quantities of as low as 2MT, to
 
quantities of as high as 4MT per trader per year. Traders
 
interviewed in this area and in Kati will 3eli animals to
 
generate capital to make expanded purchases of grain.
 

Ouelessebougou traders bu' and sell according to the price of
 
grain at the farmgate, and the amount of available working
 
capital. Their turnover is also very much constrained by
 
quantities of grain accessible to them, through very small
 
deliveries by farmers or village producer groups, or through
 
small trucks which they may hire to take them to producer areas
 
to buy grain.
 

It is important to note that traders in producer areas are
 
working within loosely organized systems for evacuation and
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marketing of crops, which often turn on the availability of small
 
transports for hire, and the availability of cash flow from the
 
trading businessuto pay for these services. Farmer groups have
 
few if any meant to evacuate their crop. Farmer deliveries noted
 
are typically very small, ranging from a 100 kg sack to perhaps
 
as high as 800 kg, brought in on a horsedrawn cart. The
 
demi-grossiste who don't have sufficient working capital to
 
afford truck services, must during some periods rely completely
 
upon farmer evacuation in very small quantities for supply.
 

Despite these constraints, demi-grossistes interviewed felt that
 
with sufficient credit they could expand grain sales to 10MT to
 
20MT per year, from current levels as noted of 2MT to 4MT, and
 
optimize their profit. None of those interviewed had direct
 
experience in working with commercial banks, and they had not
 
sought them out because of lack of experience and knowhow in
 
dealing with banks. Credit used by these merchants is generally
 
in the form of very short term loans made by one commercant to
 
another at no interest.
 

One merchant interviewed had with cash flow from his business and
 
family money, expanded last year's sales from 2MT to 4MT. There
 
is sufficient evidence that this level of trader could use credit
 
for trade expansion. It is also evident that current business
 
levels can be supported through funds from the business and
 
family relationships.
 

There are several constraints to expanding credit to the
 
grossiste or demi-grossiste in or near producer areas. Levels of
 
liquidity are reasonably low, more so at the level of the
 
demi-grossiste. While this level of merchant is most interested
 
in using credit to expand market activity, the business and its
 
needs are not known to commercial banks. Such commercants have
 
as noted, no prior experience in seeking or using commercial
 
credit, and most are illiterate.
 

Traders are operating at this level within a rural evacuation and
 
transport system which generally serves their needs well, only if
 
business receipts are sufficient to cover payment for trucks
 
visiting producer sites. It should also be noted that
 
demi-grossistes and grossistes in the producer areas are
 
operating within an establishea commercial system which is
 
largely controlled by a few big tirban grain merchants, with
 
better access to commercial bank financing and other resources.
 
Reaching these levels with additional external credits, such as
 
those offered by the PRMC, must be done over a longer period of
 
time than the present Life of Project, and within an evaluation
 
system permitting closer study of borrower needs and closer
 
supervision of bcrrower access to and use of credit, within the
 
larger system where bigger grossistes dominate.
 

The larger, urban traders represent a class which has sufficient
 
access to capital; through formal credit and their own means, to
 
make market choices based upon the opportunity - choices not
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necessarily dependent upon availability of outside funds. As the
 
evaluation results indicated, the primary beneficiaries of
PRMC 

the cereal trader credit component were a few of the bigger
 

traders. There is evidence that they made decisions to use the
 

credit program according to perceptions of relative advantage
 
rather than need for credit.
 

The evaluation shows that, for a variety of reasons, relatively
 
limited amounts of grain were purchased and stocked under the
 
program, as compared with projections. There is evidence that
 
some large commercants may have used credit funds to finance
 
other lines of trade, in violation of the loan agreement, at a
 
lower cost of funds. Within the framework of the grains
 
marketing system, urban grossistes have been able to secure
 
credit for grain trade from other sources and sometimes use their
 
own funds, depending upon the supply of capital available to the
 
grossistes in producer regions to transfer large quantities of
 
grain to urban markets.
 

Both donor agency staff and commercial lenders interviewed as
 
part of this study, recognize that the provision of cereal
 
trader credits under the PRMC has generated mixed results, in 
terms of amounts of grain purchased and held off market to
 
stabilize prices, and use of the credit. This experience,
 
previous poor credit records of some cereals traders and the
 
onset of the present economic conjoncture, have caused commercial
 
lenders to become more cautious in appraising risk on these
 
loans.
 

One participating PRMC lender maintaining an active interest in
 
lending to cereals traders (BOAM), called for joint participation
 
in the PRMC by three interested banks (BOAM, BMCD and BNDA), with
 
closer control over borrower use of the credits at the bank and
 
at the PRMC program level. The BOAM credit official also
 
recommended development of a Guarantee Fund (up to 20% of program
 
lending resources), which would lessen the bank share of the
 
risk.
 

Central Bank imposed credit ceilings on credit ordinaire delimit
 
the amount of credit whicn banks can make available, within their
 
portion of the Counterpart Funds under the PRMC program. Bank
 
services to cereals traders are appropriate to the type of
 
lending involved, and are not a constraint in expanding lending.
 

Given the nature of the relatively fragile commercial structure
 
through which grain is marketed, and the large degree of control
 
held by larger commercants, the PRMC program will have to
 
continue to serve big traders as well as other participants in
 
the structure, to reach program objectives of price stabilization
 
and assurance of producer prices. The objective of expanding
 
availability of credit to the cereals marketing sector is a
 
separate one. Correction of past program dysfunctions with
 
regard to extending credit availability to a larger number of
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traders in the sector, could be better accomplished through 
more
 

comprehensive analysis of the financial needs and 
marketing
 

capabilities of traders at the grossiste and demi-grossiste
 

levels in producer areas, and closer donor and lender 
supervision
 

of the use of borrower funds at all levels of the 
cereal trading
 

market chain.
 

Non-Formal Small Traders/Diverse
III.A.3. 


Interviews conducted with small scale, non-formal traders in
 

several market towns in the Bamako Region (Ouelessebougou, Segou
 

indicate that the needs of such trading businesses are
and Kati), 

for very short term credits (generally for a few days, no more
 

Credit is used for purchase of merchandise or
than a month). 

payment of suppliers. Needs are generally met through informal
 

no interest charge.
arrangements made between market sellers, at 


Among small merchants interviewed, in cereals trading and diverse
 

commerce, liquidity is relatively low, probably necessitating
 
Among commercants surveyed
frequent resort to informal credit. 


there is virtually no use of formal banking facilities for
 

savings or credit.
 

Given the informal market's ability to respond to very short term
 

needs for cash loans, at culturally acceptable terms, there
 

appears to be little need for outside credit for small scale
 

traders in the rural informal sector. As previously noted,
 

credit to these husinesses is extended on the basis of honor, and
 

this informal loan guarantee generates a situation where the
 

borrower makes every effort to repay and on time. This would not
 

necessarily be the case if credit were extended by a formal bank.
 

a
Interviews with selected merchants indicate that there is 

lack of
general disinclination to using banks, due in part to 


experience and perceived constraints in using bank services.
 

Particular mention was made of the requirement that a bank
 
There was also a perception that government
account be kept. 


employees and others seeking formal bank loans have to pay a
 

bribe to secure credit.
 

Small traders in this context mean businesses which have invested
 

up to CFA 200,000 and 500,000 ($800 to $2000) in start up for a
 
Market interviews indicate that
multi-line commercial business. 


levels of liquidity are low both for the trader and for his
 
Hence, as noted, customer credit is often extended for
customer. 


short periods of time (a week to a month), allowing him to pay
 

for merchandise in installments at a considerable surcharge.
 

Low levels of liquidity, the lack ot experience with formal
 

banking services, capacity of the current informal market to
 

serve credit needs, and the very limited and short term amounts
 

of credit required (usually less than CFA 50.000), indicate that
 

the small trader market would generally not be a viable market
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for extension of formal banking services, on the savings and
 

credit side.
 

As noted, slightly larger market town traders involved in
 

purchase and resale of foodgrains, rely on their resources to
 

supply funds for larger purchases. Those selling grain to the
 

urban markets often sell cattle, repurchasing cattle as a form of
 

such savings when the buying season is over.
 

Transports for Local Consumer Goods Distribution
III.A.4. 


Interviews in Bamako and regional towns of Ouelessebougou and
 

Kati, indicate that transport in both urban and rural markets is
 

very much controlled by private sector operators. In rural areas,
 
the bulk of the goods and people are transported by small trucks,
 
which for a fixed price per unit/weight of merchandise will carry
 
goods from one point to another. As noted, significant use is
 

made of hired small trucks by grain traders at the demi-grossiste
 
level, to make purchases out in producer area at a lower price.
 

Small transports carry large amounts of foodstuffs and other
 
consumer goods froa market towns to central cities.
 

Because of the seasonality of main crops, and the existing
 
efficiency of the the PRC and small scale private sector in
 

meeting producer to market tx. nsport needs, there appears to be
 

little identifiable need for credit to the sector. It should be
 

noted by way of example that, during the recent appraisal of the
 

Development of the Haute Vallee (DHV) project, the DHV Project
 

Paper Team found that available capacity for transporting cotton,
 
and mangoes and tobacco on the off season, surpasses the need for
 

such services by producers participating in the project.
 

As rural areas like OHV and other regions develop more
 
diversified agriculture in cash crops, opportunities to finance
 

transport services serving sectors with year round hauling needs,
 
could be further studied by USAID. Informal estimates gathered
 
by the study team in Ouelessebougou Arrondissement (67 villages),
 
indicate that a small private commercial transport financed for
 

agricultural hauling services, would probably be kept busy at
 

maximum six months of the year, given the current stage of
 

development of agricultural crops, of which three months would be
 

required for collection and hauling of secondary crops such as
 

grains. This rate of potential underutilization occurs in part
 

because some of the offseason crops - like mangoes and fresh
 
- are scattered and not sufficiently
vegetables for market 


commercialized to make regular transport services profitable and
 
viable.
 

III.A.5. Loans to Agricultural :quipment Suppliers
 

Due to limited time for the scope of study, and the extent to
 
which this credit portfolio has been covered in the recently
 

30
 



completed PP for DHV, the stu , team has not conducted a full
 
analysis on this sector. Experience of the OHV program in
 
negotiating and securing services for equipment sales,
 
distribution and assembly, indicates that there are advantages in
 
using private suppliers, if supply and quality are consistent.
 
Assembly of farm equipment kits also provides additional sales to
 
local small scale enterprises in the blacksmithing business. In
 
any case, extension of USAID credit or credit guarantees to
 
agricultural equipment suppliers, should not be considered before
 
a full analysis has been made of the size and attractiveness of
 
the market being offered to private suppliers.
 

III.A.6. Small to Medium Scale Enterprises (SMSE)
 

For the purposes of savings and securing credit services, Small
 
to Medium Scale Enterprises (SMSE) in Mali operate very much in
 
the informal sector. The SMSE sector as discussed with formal
 
and informal lenders as part of this study, includes such
 
categories of business as (1) commercial and distribution
 
outlets, (2) small manufacturing units, (3) agricultural
 
production projects (ground and tree crops), and (4)
 
agro-processing businesses.
 

The sector has been discussed in these broad terms largely

because these are the sub-sectors in which Malian entrepreneurs
 
have been attempting to secure credit through their own informal
 
mechanisms, and through special lines of credit or guarantee
 
funds made available to SMSE through formal banks.
 

III.A.6.a. SMSE in Rural Areas
 

Credit needs among SMSE in rural areas extend to financing for
 
(1) basic services, including repair services for trucks and
 
agricultural equipment and commodity storage facilities, (2)

value added processing units in market areas where production
 
level and evacuation systems justify them, and (3) commercial
 
outlets stocking very basic consumer goods (pharmaceuticals,
 
feeds, household implements).
 

Sample interviews with SMSE in towns in the Bamako region,
 
indicate that these businesses do not generally use the formal
 
banking system to meet credit needs. Startup and working capital
 
is typically provided by family, and through small, short term
 
informal loans made between market businesses in the same
 
community.
 

Limited -.,ailable information indicates that liquidity is
 
generally low, and probably profitability as well in some small
 
commercial businesses. Hence, the study team often observed
 
vitally needed businesses carrying very low stocks. Frequent
 
examples were village level boutiques or market towi shops,
 
carrying low levels of the most basic family pharmaceuticals.
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sMSE's surveyed in rural areas could in most cases not
 
realistically b" expected to become formal banking customers. As
 
with businesses described in "market traders", most have no
 
experience in using banks for savings or credit services. Credit
 
needs are very small and over very short periods. Many are
 
illiterate. Viable SMSE's serving production, service and in some
 
cases commercial needs i, rural aras may, however, be potential
 
customers for NGO programs, coupling credit with small business
 
advisory services.
 

As noted, commercial banks expanding operations in rural areas
 
are doing so on a very selective basis, emphasizing collection of
 
savings, but with no evident intention of extending credits to
 
small business or small traders. Constraints to extending credit
 
to rural SMSE include the following:
 

(1) Difficulties in servicing rural loans, lack of
 
information and experience in the sector, and small size/low
 
profitability of these loans, present higher risks than banks are
 
willing to take.
 

(2) Institutional practices and behaviors of the banks in
 
extending savings and credit services, do not meet the needs and
 
expectations of rural people. This particularly applies to
 
deposit account requirements and terms for deposits withdrawal.
 
Intimidating attitudes of commercial bankers and lack of
 
knowledge and experience in using banking services on the part of
 
the rural population, increase the perception by rural people
 
that their expectations are unmet.
 

Among rural SMSE, limited interviews indicate that agreements and
 
licensing to start or operate a business, do not in themselves
 
affect access to credit. Certain businesses, particularly grain
 
traders, do appear to go to significant lengths to avoid visibly
 
stocking commodities to avoid tax collections.
 

III.A.6.b. SMSE in Urban Areas
 

Urban entrepreneurs seeking financing for SMSE projects, have
 
entered commercial banks (including the BNDA) under several
 
programs designed to extend credit to special economic groups.
 
These customers have most recently presented loan requests
 
under the Jeunes Diplomes (Recent Graduates) Program designed to
 
assist graduates in going into private business, and the
 
Voluntary Early Departures Program, funded by USAID, to provide
 
economic alternatives for people choosing to leave state
 
employment as part of the Economic Sector Reform Program.
 

The majority of the projects proposed for development and
 
financing under the Jeunes Diplomes and Voluntary Early
 
Departures Programs, have been in or related to the agricultural
 
sector. These have often involved production and marketing of
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food products and other agricultural derivatives. Projects have
 
been for the most part small scale, involving loans of no more
 
than CFA 10 to 15 million ($36,000 to $53,000), with an average
 
credit request running CFA 1 to 5 million ($3500 to $18,000).
 

Interviews held with the banks, with Ministry of Employment
 
officials and technical counselors at the FED and Voluntary Early
 
Departures Program, indicate that several significant constraints
 
are blocking the way for expansion of credit to SMSE proposed for
 
financing, under present credit programs providing direct lines
 
for bank administration, or guarantees. These constraints
 
include: (1) contradictory viewpoints between SMSE borrowers and
 
bankers, regarding the lending transaction, (2) lack of
 
experience in business planning and management among prospective
 
borrowers, (3) a somewhat delimited market, (4) low rate
 
structure for SMSE lending, (5) poor delineation of project
 
analysis roles between banks, project preparation services and
 
borrowers, and (6) high perceived risk on the banker's part.
 

One approach to alleviating constraints (1) and (2) would be
 
establishment of a Centre de Gestion, or Management Development
 
Center, which could provide recent graduates and people
 
undertaking a reclycling of their careers, with needed skills in
 
business planning, management and marketing. Such a center
 
should also provide needed project follow up to assure sound
 
business management.
 

In response to the need for such a support structure for the
 
SMSE, the Fonds Europeen de Developpement (FED) is working with
 
the Ministry of Employment to development a rogram which would
 
provide training in business planning and management to existing
 
and new entrepreneurs. Funds are being sought from several
 
donors to finance set up and operating costs.
 

Contradictory Views of Lending Transaction
 

Interviews with program staff and with bankers receiving SMSE
 
project and loan requests, indicate that the banker and the
 
potential borrower seeking financing for an SMSE often view the
 
lending transaction very differently. Many of the current
 
clientele for SMSE loans are coming from the ranks of people who
 
have made the voluntary choice to leave public employment as part
 
of the Economic Sector Reform Program, or by recent graduates
 
with limited experience in the business marketplace.
 

The majority of the borrowerz from these groups have limited or
 
no direct experience in managing a business. The very provision
 
of credit assistance programs to them as special groups, has
 
fostered within a number of applicants the attitude that credit
 
is a right. The combination of these factors fosters perceptions
 
on the part of the bankers that loan applicants are not serious
 
entrepreneurs.
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By contrast, it appears that many of the entrepreneurs with a
 
solid business concept, some business background and perhaps
 
prior experience in developing the business idea before leaving
 
public employment, have not been coming to the banks under the
 
progras, due to reasons of not needing outside financing and
 
technical assistance. Members of this group are estimated to
 
comprise about 30% of the participants in the Voluntary Early
 
Departures Program.
 

Banks, for their part, are looking hardest at the disposition of
 
the person, and his potential success as an entrepreneur. They
 
are emphasizing the person over the project. Banks which are
 
considering lending to the SMSE borrower are looking for the
 
capability to mount a solid business and present it well,
 
willingness to invest a significant amount of owner equity
 
(average 20 to 30%), capacity and serious intent to carry out the
 
business, and character.
 

Bankers have sometimes tended to generalize "owed to me"
 
attitudes on the part of some potential borrowers, to the group
 
as a whole. Bank perceptions are generally that the bulk of the
 
people sent to them are not the "good entrepreneurs", but people
 
who aren't in touch with reality, and thus heighten an already
 
perceived high risk.
 

Lack of Experience in Business Planning and Management
 

Interviews with program technical counselors and bankers alike
 
indicate that SMSE borrowers coming through current credit and
 
technical assistance programs, lack basic skills in (1) project
 
development and (2) business management. There is a significant
 
level of agreement that potential borrowers most need project
 
preparation training in the areas of (1) market analysis and (2)
 
cost/revenue project analysis. On the management side, most
 
basic skills need to be built, including preparing and operating
 
from a business plan, accounting aii financial management, and
 
building the habit of using management technical assistance
 
services.
 

Lenders are most fearful of risk involved when applicants bring
 
in projects for which no viable market can be demonstrated. The
 
lenders have experienced a sufficient number of these, and the
 
combination of this and a number of applicants with "giveaway"
 
attitudes, has increased risk associated by bankers with the
 
whole class of potential borrowers. This has occurred under both
 
the Voluntary Early Departures and the recent graduates programs.
 

Limited Market
 

Limited business experience among groups at economic risk, the
 
continuing shortage of available credit for investment, and lack
 
of other resources encouraging development of Malian private
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enterprise, have tended to stunt growth and diversification in
 
the local economy. Further, Malians among the recent graduates
 
and Voluntary Early Departures groups have in a number of cases
 

responded to the business loan opportunity by bringing in
 
unimaginativa and duplicative business ideas, in many cases in
 
sectors or markets which are saturated.
 

A related problem is lack of a blueprint as to what is needed in
 
the Malian economy. As yet, no project of business development
 
assistance has carried out a thorough program of market by market
 
analysis, which would develop a series of replicable
 
opportunities in all regions (in agricultural processing,
 
essential services, and local manufacture of imported basic
 
consumer goods). Such analysis is critically needed to improve
 
delivery of econowic opportunity programs for new and existing
 
entrepreneurs.
 

Low Interest Rate Structure
 

Discussions with several lenders expressing interest in SMSE
 
lending, but also disinclination to lend due to perceived high
risk, have indicated that higher rates on SMSE loans could make
 
lending somewhat more attractive, even though SMSE are still
 
perceived as being high risk loans. At present rates of 8.5 to
 
9%, they are not very attractive loans, when the banks can place
 
funds on the money market at near that level of return. One
 
lender indicated that loans would have to be rediscountable at
 
6%, to cover risk not covered by borrower equity of minimum 20%.
 

It should be emphasized that increased interest on the part of
 
commercial lenders in expanding lending to SMSE under a higher
 
rate structure, would ultimately depend upon the soundness of the
 
borrower and the viability of the project presented. These will
 
remain the primary lending criteria under any rate structure.
 

Perceived High Risk
 

Banks' perceptions of higher risk tend to override their interest
 
in most SMSE projects. Risk is a composite of judgements of
 
borrower capability and seriousness, project viability, and
 
returns which will meet or beat the opportunity cost of placing
 
money on the money market. This is a commercial banking practice
 
which appears to compete strongly with other types of lending for
 
deplacement of bank resources.
 

As noted, prior experience with SMSE programs has done little to
 
lower banks' estimations of risk. The risks in lending to SMSE
 
are real. Changes in interest rate structure which result in a
 
higher remuneration to lenders for making loans to this sector,
 
will not alter the risk. They may to a certain extent make the
 
risk worth taking, where projects presented are reasonably sound.
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Failure to More Carefully 
Define Project Analysis 

Roles
 

to assist SMSE development 
using bank credit
 

have failed to carefully 
define the roles 

of the participants 
in
 

Thus far, programs 

This has led to
 

project preparation 
and analysis. 


and misperceptions 
amon, lenders, borrowers 

and
 

outside project preparation services 
(bureau d'etudes) about,what
 

misunderstandings 

Any future
 

constitutes adequate project 
documentation. 


programming for SMSE's 
should carefully 

define these roles,
 

facility, and increase 
lender and borrower 

participation in the
 de-emphasize the role 
of the third party 

project preparation
 

project analysis.
 

savings Mobilization 
in the Informal Sector
 

III.B. 


Adequacy of Formal 
Sector Incentives 

for Savings
 
Mobilization
III.B.l. 


As they are presently 
structured, bank 

savings deposit schemes
 

As noted, where
 few advantages. 

offer informal sector 

savers 


savings facilities 
have been extended 

to attract urban 
small
 

savers, account opening 
requirements have 

remained high (average
 

Minimum balances 
must be
 

to $125). 

CFA 25,000 to 35,000 

- $90 


maintained, and the 
remuneration has remained 

low at an average 
6
 

on savings accounts.
 to 6.5%. 


Savings promotion 
by commercial banks 

has as noted, for 
the most
 

part attracted government 
employees and bigger 

merchants as
 

depositors, largely 
because of the high 

opening requirements
 

savers among traders, 
artisans
 

This has tended to 
exclude small 


and other segments 
of the population.
 

Rural savings facilities 
have been slow to 

grow, and have been
 

extended through 
branch banking in selected urban 

or market
 

interviews with the 
banks indicate that 

while opening
 

centers. lo.
 
requirements are lower 

in the rural areas, 
remuneration also
 

remains 


Branch savings facilities 
discussed among commercial 

banks fail
 

to address the most 
important requirements 

of small, informal
 

as articulated in talks with Tons 
villageois,
 

sector savers These are, in order of
 

traders and other 
rural residents. 


to savings in emergencies and 
for other
 

(1) access (3) security of the
 priority:
(2) convenience of facilities, 
and 


needs, secondary to
 
Although remuneration 

is important, it is 

money. 

security and convenience.
 

Existing bank branch 
facilities are located 

in larger towns,
 

illage residents, except 
by special trip.
 

inaccessible to most 




The liiitd levels of liquidity present in rural areas don't
 

gnerallY accomodate present minimum deposit requirements.
 
Existinq branch banking facilities have tended to function as a
 

one way firncial transaction, between non-urban 
savers and
 

commercial banks which do not intend to extend credit to most
 

small savers in the near future.
 

in the past, BNDA has experimented with extension 
of mobile
 

for the purpose of
bankinq faci~lities in the Sikasso area, 

After a one year
securing savings deposits among farmer groups. 


(1) high costs of
trial, the service was discontinued due to 

the very small
extending and maintaining mobile services vs. 


amount of savings collected, and (2) reluctance of rural families
 

to place their savings with a stranger in a van.
 

Discussions with both BIAO and BOAM indicate that they are
 

interested in trying mobile banking systems in the OHV Area.
 

Both banks believe that the area is too close to Bamako to
 

justify opening branches. Both also believe that BNDA perhaps
 
BIAO is
approached system establishment in the wrong way. 


developing minimum savings mobilization levels, income and cost
 
_


figures for a potential mobile banking system which would 
serve 


OHV Tons Villageois with twice monthly stops, and deposit
 
How liberal these
withdrawal privileges at the Bamako offices. 


privileges will be is not known at this time.
 

A factor as important as adequacy of formal sector incentives for
 

attracting savings, has been the business attitudes with which
 
As noted, the style and requirements of
service is delivered. 


formal banking have tended to be intimidating to many rural
 

farmers and traders alike. Conversations with banking
residents, 

groups considering expansion into the rural savings market 

do not
 

indicate substantial willingness to adapt traditional banking
 

style to this factor.
 

ITI.B.2. Savings Practices of Informal Savings and Credit Groups
 

in Mali
 

III.n.2.a. Tons Villageois
 

As previously discussed, these village level producer groups
 

generate limited amounts of liquidity through seasonal production
 

and sale of cash and food crops. Interviews with a sampling
 

indicate that they retain these savings for reinvestment at the
 

village level, after paying off seasonal production loans to BNDA
 

or the OHV program.
 

are used to extend
Savings may be held in small cash funds, which 

credit to member families in emergencies. In a few better
 

in grain to other
developed Tons, loans have been made in cash or 


groups, to tide them over between harvests. Savings are also
 

held in illiquid form, by village investment in common grain
 
noted, individual
fields to supplement food supplies, and as 
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in cattle and gold.inves.otusnt 

iI-I.B.2.b. Credits Mutu*ls
 

This form of savings 
cum credit group is just beginning to
 

develop in Mali, and as yet there 
are no known examples of group
 

use of 	formal bank savings 
deposit facilities. 

Several such
 

are in the process 
of being formed, in 

Bamako, Segou and
 
t e e p i i
 sikas s o .
groups 


The credit Mutuel is generally structured for the eplicit
 

purpose of attracting the savings 
of members, which may be
 

same organization or like 
small to medium scale
 

employees of the for
 

businesses, and turning 
these savings into guarantees 


purposes of securing 
credit from formal 

sector institutions.
 

Equal monthly deposits 
are collected from each 

member until the
 

group has reached a certain 
size deposit. Deposit funds are then
 

often used as a group guarantee for bank loans 
to members'
 

economic activities, functioning 
through a blocked group 

savings
 
account.
 

A credit Mutuel being 
developed by the Federation 

of Malian
 

Employers would be used 
to provide group guarantees 

for loans to
 

Under the Jeunes Diplomes
member 	businesses, primarily 
securing short term credits 

to
 

commercial and trade activities. 


(Recent Graduates) Program 
being developed by the 

FED, Credit
 

Mutuels will be gradually 
organized among applicants 

for small
 

in Bamako, Segou and Sikasso.
 business loans 


Each small business borrower 
from the FED financed 

line of credit
 

would be backed by a 
group of acquaintances 

with similar needs
 

for credit, who would 
form a credit mutuel 

by depositing equal
 

amounts to a blocked 
bank account, to be used 

to guarantee the
 
With
 case of default. 


loan accorded to the 
first borrower in 


Each of these Credit 
Mutuel
successful repayment of 

each loan, another member 
could take his
 

are
turn at borrowing under 
the scheme. 

No known Credit Mutuels 


programs is just getting 
underway. 
 cum credit
 

presently fully connected 
to a bank within a savings 


arrangement.
 

Tontines
III.B.2.c. 


informal savings and credit 
mechanism widely
 

an provide
The Tontine is 


used in Mali, and throughout 
much of West Africa, 

to 
formal
in the 	absence of 


members with access to 
cash resources 
 on a voluntary
 

sector 	credit. Tontines 
are typically set up 
 interest in
 

basis, by a small group 
of people with a common 


developing a forced savings 
mechanism, which can provide 

each
 

to make desired purchases, 
or meet
 

member in turn with the 
funds 


emergencies.
 

a limited number of
 

A Tontine is organized to meet the 
needs of 

12 members is
 .0 to 25. Ten to 

people, generally no more 

than 	 function
 

more common, because the 
Tontine is often structured to 
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on a 12 month cycle, providing each member with a monthly turn at
 

accesing the group's collections for his personel use. The
 

financial markets study team talked with a number of such
 
Tontines in the Segou area, including (1) a salaried employees
 

Tontine, (2) a teacher's group, and (3) an extended family
 

Tontine.
 

Exceptional Tontines are larger ones organized among market
 
over a shorter
sellers, which serve savings and credit needs 


cycle (one week to a month), and serve many more participants.
 

One market Tontine interviewed by the study team in Segou served
 

143 members, among women sellers of cloth and household products.
 
Members of this market Tontine contribute to a monthly cash pool
 
in which the collector decides who will receive the money based
 
upon evident need. Sellers also pool merchandise and turn over
 
the inventory to a different member each month to use in his/her
 
business.
 

The key to functioning of a Tontine is the requirement that the
 

saver be a member, and that he/she deposit a certain equal cash
 

contribution monthly. Among non market sellers, this ranged from
 

CFA 6000 to CFA 15,000 ($21 to $54) for each member; among market
 

sellers CFA 1000 to 5000 ($4 to $18) plus merchandise. This
 
monthly deposit is an absolute responsibility - and the
 
obligation is respected with a high rate of regular
 
participation.
 

Tontines surveyed collected significant amounts of savings 
between CFA 71,500 and CFA 130,000 monthly ($255 to $465) on the
 
average. Annualized collections from these examples would amount
 
to CFA 858,000 to CFA 1,560,000 ($3000 to $5570), and would be
 
potentially very interesting to banks, if Tontines would hold
 
them on time deposits for a common (blocked) purpose.
 

A large market Tontine in the Segou area collected as much as CFA
 
120,000 ($430) per month, or CFA 1.4 million annually ($5000).
 
Estimates taken by the FED among 30 active Tontines in the Segou
 
area, indicate that these informal savings and credit mechanisms
 
generate collections over a 12 month cycle of about CFA 130
 
million ($464,000).
 

Tontines generate significant amounts of savings, within a
 

flexible structure which can be readily adapted to meet menbers
 
needs. They are also delimited in the amount and type of
 
financial intermediation which they can pL.sently achieve in the
 
market.
 

There are several significant constraints to extending formal
 
savings services to these groups. These include: (1) delimited
 
amount of savings which can be a-tracted from limited membership
 
groups, (2) the present structure, which is typically geared to
 
providing cash flow for personal needs over a very short cycle,
 
(3) lack of a common savings or investment purpose, (4) absence
 
of a legal accord guiding group financial activities, (5) little
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or no direct experience in negotiating bank services, and (6)
 

general belief that banks would not be ready to work with
 
Tontilnes or other informal groups.
 

The tie binding Tontine members is a loose one - no more than the 

common purpose of saving, for anticipated cash xlow which will 

help the member satisfy an individual desire or family need. This 

purpose has not typically been transformed into a legally binding 

agreement, facilitating group transactions in the financial 

market.
 

Lack of a legal accord binding members to a common purpose has
 
caused many Tontines to be hesitant to approach formal banks to
 
set up deposit accounts, and credit mechanisms. A more inhibiting
 
factor has been the belief by the majority of Tontine leaders
 
interviewed, that formal banks are not in fact willing or ready
 
to work with Tontines or other informal groups.
 

This belief has developed based upon limited contacts with banks
 

to inquire about requirements for setting up group deposit
 
accounts, or loans to individuals. None of the Tontines surveyed
has set up a formal savings or credit relationship with a
 
commercial bank, channeling their savings into more productive
 
forms of financial intermediation.
 

One group interviewed in Segou, a 10-member teachers Tontine, is
 

about to make the decision as to whether to set up a formal
 
deposit account with a commercial bank. At the same time, several
 
of its members are proposing group savings investment at some
 
level, to facilitate starting of an integrated agribusiness
 
venture. The step of opening a group deposit account will
 
probably be undertaken, initially to assure availability of loans
 
for members' short term cash needs. The investment step, and
 
utilizing group savings to leverage any credit extended to such
 
an investment, is proving to be a difficult step for this group
 
at this time.
 

III.B.2.d. Small Investor Groups
 

Several groups in the Bamako and Segou areas have initiated
 
capital subscriptions from members, in the form of monthly
 
cotisations meant to be invested in such a way as to facilitate
 
financing or investment in group or individual projects. One
 
such group, La Financiere in Bamako, has followed a pattern set
 
in other West African countries, by subscribing a base number of
 
members who make equal monthly investments in a common fund.
 

Adapted from the Tontine structure, the group requires that each
 
subscribed member provide a monthly deposit of CFA 6000 ($21).
 
When the fund has reached a target level, in this case 150
 
regular member/depositors and an accumulated fund of $200,000 to
 
$250,000, the group will use the funds to (1) leverage bank
 
financing for member business projects, and (2) eventually make
 
limited direct investments on the group's account.
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Negotiatios are underway with commercial banks to deposit at an
 
at the
 

eventual mithly level of around CFA 1 million ($3500), 


best rate obtainable. commercial banks have thus far welcomed a
 

regular deposit in such an amount. They had not 
concluded final
 

terms with this group at this writing, and had offered rates
 

ranginq from marginal (at 5% to 6.5%) to negotiated rates of as
 

high as 7.5 to 7.75%, dependent upon size of monthly balance 
and
 

term for the blocked account. Negotiated rates on larger term
 

deposits are typically higher than stated minimums.
 

As previously noted, another Bamako group, the Association of
 

Malian Employers, is attempting to organize a Credit Mutuel among
 

predominantly commercial businesses, which would subscribe up to
 

50 members and a minimum capital of CFA 50 million ($178,000).
 

Once secured, this fund would be deposited in a blocked account,
 

to be used tc provide guarantees facilitating access to
 

commercial credits for member businesses.
 

At the present time, the subscription process has proved
 

timetaking, and neither group has reached the subscription
 

target. Largely for this reason, neither has been able to set up
 

a formal credit rdlationship with a commercial bank.
 

III.B.3. Potential for Replacing Informal Rural Savings with
 
Formal Deposits
 

As noted, non-monetary savings continue to be held by individual
 

families (rural and urban), by traders and other small
 

businesses, and by Tons villageois. These are largely in the form
 

of cattle, houses and jewelry. The form of savings used reflects
 

local practices and needs for investments which can be quickly
 

converted to cash in an emergency, or opportunity to make a
 

needed purchase at an attractive price. Savings are also held in
 

illiquid fashion to deflect pressure from the extended family for
 

cash assistance and loans of indeterminable duration.
 

The likelihood of getting individual rural families and small
 

trader networks to replace illiquid savings with a form
 

permitting more intermediation, is limited to non-existent. To
 

succeed in attracting such savings in the form of deposits, banks
 

would have to substantially alter their service structure. This
 

would involve closely tieinq deposits to working capital lines
 

for short term needs (c.. month or less) to attract small
 

trading businesses. A substantial amount of family wealth would
 

continue to be held in illiquid form regardless of how well banks
 

would be able to penetrate rural areas, because of low average
 
to urban centers
liquidity, family pressures and difficult access 


and market towns.
 

Among the village level producers cooperatives, such as the Tons
 

Villageois, there is some potential for extending bank savings
 

services to rural residents as group depositors, and linking
 
these with credit services to the borrower group. One of the
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near term opportunities to extend banking services to Tons
 
VillageOis, lieS with some of the better developed village
 
cooperatives in the OHV area.
 

Interviews with sample Tons by the study team, indicate that
 

there is gone interest in negotiating deposit accounts with a
 

bank among the better developed Tons. These include groups which
 

are already taking and reimbursing BNDA seasonal production
 

credits, and have sufficient although seasonally varying
 
liquidity through production activities, to open and maintain an
 

account.
 

To successfully extend such services to Tons Villageois, within a
 
it, interested
transaction which satisfies both parties to 


commercial banks will have to develop a system for penetrating
 

rural areas which meets the following minimum requirements of the
 
saving groups:
 

(1) Access to their savings, through frequent servicing stops or
 

withdrawal arrangements through branches (at least once every two
 

weeks)
 

(2) Convenience in the form of easy deposit and withdrawal
 

(3) Security of the money, through careful handling and perhaps a
 

form of deposit insurance
 

(4) Reasonable remuneration
 

Any system established in rural areas will have to above all,
 

deliver reasonably high quality service, but with an approach
 

which inspires confidence in the banking system. This will
 

require adapting bank attitudes and service approaches to the
 

rural milieu in which they are to work.
 

On the bank side, service extension will require establishing
 
certain thresholds for feasibility. These will include (1) a
 

regularly deposit
sufficient base of customer groups which can 

significant sums of money, (2) a minimum sustainable level of
 

savings deposits to cover costs and generate funds, (3) a service
 

delivery plan which meets borrower groups needs, and feasibility
 

requirements, and (4) the most cost effective package of mobile
 

services, maintenance, personnel and insurance.
 

Tontines, as a structure for mobilization of savings in non-urban
 

areas, demonstrate a not insignificant potential for replacing
 

informal rural savings with formal deposits. However, in their
 
present form, most are not specifically adapted to setting up a
 

formal depositor relationship with a bank.
 

The savings base represented by :ontines cculd be attracted to
 
the formal bankin system, under certain circumstances and given
 
time. This would, however, depend upon the ability of the
 
Tontines, and their prospective bankers, to alter their practices
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4ble a transaction
 
in such a way as 

to ma 


and xpctatios for both parties
which is profitabl 

At the Tontine end, development 

of a satisfactory bank savings
 

deposit relationshiP would 
have to lead to availability 

of cash
 
This would require the
 

flow for individual members 
when needed. 


f g ()
Adapttion of the purpose of the group, from
 

to
 
one of revolving use of a savings pool 

by individual members, 

to
 

a turn at acquiring the 
money,


loans providing

satisfy tneir desires by 

taking of financing of 


that of saving 
for the purpose 


cash flow for individuals, 
or perhaps for 

group needs.
 

(2) Development 
of a legal charter 

or mutually
 

a vehicle permitting 
joint deposit ofagainst
as 

pledqing of such 
resources 


binding purpose, 

and as necessary,
resources, 


the repayment of 
credit obligations.
 

(3) Expansion of 
membership, in 

cases where the
 

financing for individual 
or group investments 

which are project
 
objective of the 

group might evolve 
into one of securing
 

oriented (production, 
services, commerce).
 

(4) overall adaptation 
of collective and 

individual
 

geared to group 
savings
 

attitudes toward 
financial obligations, secure member or
 

credits.
 
group
and possible eventual 

use of such savings 
to 


On the banking 
side, formal credit 

institutions would 
have to
 

consider modifying 
their practices 

in the following 
ways:
 

(1) Development 
of an open and carefully 

tailored
 

policy for working 
with informal savings 

groups.
 

flexibility in group access
 

(2) Allowance for some 


a base deposit minimum 
for a savings account,
 

of resources
i.e.,
to deposits; 

with withdrawal 

privileges for 
a certain percentage 


deposited for member 
use or emergencies.
 

a structured
 
the need evolves 

of 

(3) Development 

as 


caution mutuelle 
mechanism, using 

group savings as 
a form of
 

individuals or the 
group.
 

security for loans 
to 

with the
 
of an understanding


(4) Establishment 

financial obligations 

are met on the deposit 
side,
 

group that if 


other services will 
be available.
 

banks could tap
 

By striking this 
kind of working 

relationship, 


into considerable 
savings capacity. 

At the same time, 
the
 

achieved could benefit 
from the strength 

of moral
 

intermediation 

obligation engendered 

by these informal 
sector mechanisms.
 

in order for this 
moral strength to 

be transferred to 
such a
 



formal sector relationship, Tontines would have to make the
 

significant Jump to saving for a purpose more tied to the benefit
 
of the gOUp than for use of savings purely for personal
 

purpOSeB. It is possible that use of savings facilities would
 

have to be tied to assured continued availability of credit 
as a
 

benefit to the group and individual group members. For most
 

Tontines interviewed as part of this study, the motive to deposit
 

member savings in a bank and direct them to projects requiring
 

credit, is a considerable way off.
 

III.B.4. 	Amount of Intermediation Which Takes Place Between
 
Informal Sector Savings and Formal Sector
 

Given the limited success of some informal sector groups in
 
beginning to carry out some intermediary functions at minimum
 
risk, and donor agency interest in utilizing informal sector
 
savings arrangements to promote greater intermediation, the
 
formal sector has demonstrated some willingness to work with
 

Several major examples of existing
informal savings groups. 

linkages are the following:
 

(1) BNDA direct lending to Ton Villageois. As noted, BNDA has
 

extended direct credit to a number of Tons in the OHV area, using
 

its own funds on a non guaranteed basis. The results of this
 

experience have been generally good. This is attributed largely
 

to the fact that borrower screening and project analysis have
 

been done by staff of a Rural Development organization (RDO) like
 

OHV, which is thoroughly familiar with the operations,
 
capabilities and financial requirements of the borrower groups.
 

In prior lending to cooperatives, where the BNDA has
 
sought to duplicate this experience without technical assistance
 
from donors, repayment results have been disappointing to bad,
 

prompting BNDA ,o consider retrenching from such lending without
 

donor technical support program to do the screening and analysis
 
work.
 

(2) 	Tontines are known to have started discussions with
 
one employee Tontine
commercial banks on a small scale. At least 


in Bamako reportedly uses deposit facilities. Little is known
 

about such arrangements, but it is evident that the bank role
 

would be mostly as depository institution. Whatever
 
seems to
intermediation and risk pooling has been carried out, it 


have been done by the Tontines themselves, rather than the formal
 

financial sector.
 

(3) Investor groups (Financiere, Federation of Malian Employers;
 
are working toward finalizing member monthly deposits and capital
 

subscriptions, in order to set up a formal relationship with a
 

bank, through which they could arrange loans to members
 

guaranteed by a group guarantee. These arrangements are not yet
 
yet indicated only
culminated. 	The formal banking sector has as 


limited interest in working with these groups, primarily a
 

reflection of the limited level of monthly deposit base reached.
 

There is a threshhold level of monthly deposit which attracts
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bank interest, probably at around CFAF 500,000 ($1800).
 

Sumary observations which can be made on existing informal to
 

formal sector links include the following:
 

(1) The group guarantees offered by Tons Villageois have been
 

shown to be worth less, without the technical analysis provided
 

by donor groups to screen borrowers and projects.
 

(2) Banks are reluctant to get involved in further lending to
 

Tons Villageois without such technical backup by Rural
 
They would ideally
Development Organizations, or guarantees. 


like to serve as providers of services, rather than
 
intermediaries in such credit arrangements. A realistic means of
 
involving the banking institution with more of an intermediary
 
function, might be the hiring of a private sector analyst to do
 
project scr(eing for the bank, but paid by the bank.
 

(3) A major element in direct dealings between the informal and
 

formal sectors, is believed to 'A the perception that the
 

borrower will continue to have iieed of bank services. In the
 

absence of such need, the traditional ties that work so well in
 

informal credit arrangements, do not appear to serve the formal
 
institutions in good stead.
 

(4) Formal financial institutions have generally failed to copy
 

the strength of moral guarantees which are the base of trust in
 
informal credit arrangements. This suggests that there still
 
exists a major gap between the formal and informal sectors, which
 
donor and formal institution efforts have done little to bridge.
 

In slmmniry, there are few present linkages between the informal
 
and the formal financial sectors. Those which are being forged,
 
have benefitted from donor technical assistance (as in the case
 
of commercial credits extended from BNDA to Tons Villageois), or
 
are in the process of being discussed based upon arrangements
 
which will somehow meet the requirements of both parties to the
 
transaction. The process of reaching mutual accomcdation will
 
take time.
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capaCitY of Informal 
Financial institutions 

to Undertake
 

instment
 
Financial Intermediation for 

productive 


The major informal and semi-fOrmal 
financial institutios that
 

can be considered functional in Mali are:
 
__ . cnition as legal
 are organized at the village 

level with
 
Cooperatives, wh chich
rie 


well-defined membership 
and enjoy rcoi
 

- Tons villageois, which are 
organized and primarily depend 

areas and urban centers 
and 

on traditional ties and loyalties 
to enforce claims.
 

- Tontines, which exist 
in rural 

are usually linked to professional 
or family groupings.
 

Credit mutuels, which are investor 
groups organized for the
 

of providing individual members with loan express purpose 

guarantees, which none of them 
could raise on their own.
 

The major advantages that 
these institutions enjoy 

over their
 

formal counterparts are:
 
people who 

They are voluntarily organized 
by a group of 

-perceive that cooperation 
between ,.hem is needed to attain 

a
 

specific end, which typically entals 
a financial (funhraising)
 

- Their operating costs are typically lower since they 
on volunteer work and donated workspace 

and use less
 
usually rely 


complex procedures.
 
- They rely on moral suasion in a manner that formal
 

institutions cannot, because:
 

o The ties that unite their 
members are traditional and
 

therefore more linked 
with honor and duty.
 

is linked to the survival of 
the institution.
a clear perception between 

members that their
 
o There is success
individual 


a strong tendency 
for all members to 

watch
 

o There is 


those who borrow against 
the group's savings, 

bringing group
 

to bear on the borrower.
 
Because most members 

know each other reasonably 
well,
 

pressure 

o 

information costs are minimized.
 

no question that informal institutions 
in Mali have gone
 

There is 
 a greater level of monetary
 
some distance toward promoting 


savings. For many individuals (notably villagers) these
 

utions, they are not 
perceived as being 

alien
 
institutions are the 

only outlets for any 
monetary savings. 

The
as intimidating.
Unlike formalrun in
s
by 
t 

individuals they regard
or as being 

regarding
 

questions that must be asked in the Malian context 


these institutions are:
 

institutions, to
 - Can they proceed, unaided by formal 


utilize the savings they accumulate to provide financing for
 
and can they do so 

using
 

productive investment 
purposes, 


eflicient allocative 
criteria?
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- can these institutions survive the pressures engendered by 

the contining economic difficulties, the unstable macroeconomic 

and policY environment,and the social evolution of the groupings
 

which consitute their membership?
 

The answers based on experience to date are mixed. Clearly
 
a hindrance to allocative
the lack of experience among members is 


efficiency in the case of most village organizations and most
 
no
Am far as credit mutuels are concerned, there is
Tontines. 


evidence to date that they have collected enough dues from
 

members to get started in earnest within a substantial deposit
 
investment program as a
relationship with a formal bank, and an 


Some of the ones the team interviewed appeared anxious to
 n. 

qualify for financial (and, secondarily, technical) assistance
 

from donor agencies.
 

grol D


The future evolution of these institutions remains
 

It should be rioted that village associations of the
problematic. 

formal and semi-formal type have fared best when they benefitted
 

from significant assistance from government or donor agencies
 

There is a tendency for many of these organizations(e.g. OHV). 

to develop ties with formal institutions. BNDA has been
 

especially active in extending credit to these associations in
 

the context of its rural penetration efforts. There it must be
 

said that BNDA's experience has been negative in the case of most
 
The most
cooperatives outside the scope of government programs. 


successful example has been the tightly regulated semi-formal
 

CMDT program.
 

formal
Tontines are also believed to be trying to make use of 


sector institutions as depositories of their funds, but thus far
 

there is no evidence that they have begun applying a project
 

evaluation procedure in any way comparable to the ones used by
 

banks. It is doubtful whether they employ such rigorous
 

procedures at all.
 

This raises a point that is crucial in examining the intermediary
 
There is less of a guarantee that
role of these institutions: 


they will be immune from improper decision-making influences
 
of
(e.g. nepotism, favoritism, bribery). In the particular case 


the credit mutuel, they are fulfilling a useful function by
 

enabling smaller businessmen and new entrants to compete with
 

larger, better established ones. At the same time there is no
 

guarantee that, once they have promoted themselves as a
 

"second-tier" group of investors, they will not themselves become
 

exlusivist and discourage the entry of new entrepreneurs into the
 
a
market. Professional associations have historically have had 


tendency to develop into closed shop unions.
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The Extent to Which the Formal Banking Sector is Equipped
v. 
the Transfer of Credit Functions from Public
 to HandKU 


Enterprises
 

some interest on the
Preliminary research suggest that there is 


part of financial institutions to assume at least part of 
the
 

credit functions currently fulfilled by public enterprises
 

(notably under the OHV and PRMC programs). The following should,
 

however, be noted:
 

- Interest is mostly confined to low risk lending (at the
 

outset at least), and usually is conditional upon some
 

arrangement with donor agencies favorable to the banks, typically
 

the provision of funds at low cost and with supporting technical
 

services in project analysis and borrowing screening.
 
- Interest is nearly universal among banks, and does not
 

particularly depend on the bank's past specialization or lending
 

experience. Thus BIAO and BNDA are interested in financing the
 

low risk portion of the OHV program. This is also a reflection
 

of the problems surrounding lending to commercial sector
 

borrowers at present, which is prompting banks to seek
 

alternative customers.
 

Regarding the capacity of banks to assume credit functions in
 

these areas, it is clear that lack of eper.Lence is a problem for
 

some of th2m. BNDA is by far the most experienced bank in
 

financing cooperative credit programs, but its experience, when
 

not backed up with technical support in risk evaluation from
 

donor agencies, has been problematic. BIAO, BMCD and BOAM have
 

all had some experience with donor-assisted cooperative lending.
 

That experience is limited and it is clear that they are
 

venturing into areas that are beyond the scope of their avowed
 
To this problem, the following constraints may
specialization. 


be added:
 

- In the case of BNDA, lack of funds for short-term credit
 

is a major constraint. Not coincidentally, this lack of funds is
 

largely a reflection of the erosion of the bank's capital base as
 

a result of large provision on doubtftl loans. This problem can
 
to th'e
be remedied in the short term thro,gh insuring BNDA access 


credit line set up for purposes o) transferring the OHV program 

to financial credit institutions. In the medium and long term 

BNDA's ability to continue to finance OHV loans will depend on 

the extent to which it can preserve its capital base, or,
 
to mobilize additional capital
alternatively (and less likely), 


at sufficiently low cost.
 

- For BIAO and BOAM, the major problem is the BCEAO's
 

credit ceilings, which are binding despite the availability of
 

sufficient short-term funds. The only solution BCEAO seems
 

willing to contemplate is to have donors fully assume the credit
 

risk, the banks being involved only as providers of services.
 

This would effectively remove credits extended from the credit
 

ceilings. Here it might be added that all banks (including BNDA)
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are quite content to play tha servicer role, rather 
than carry
 

out the intermediary function that donor agencies would like them
 

to play.
 

- As far as credit evaluation ability is concerned 
(and
 

this will become increasingly important in the 
latter years of
 

it must be said that banks' experience
the DHV credit program), 

with the evaluation of cooperative credit suggests 

that they have
 

not found ways to duplicate the informal sector's mechanisms 
fcr
 

minimizing information costs and invoking binding moral
 

guarantees in credit arrangements. More specialized staff and a
 

greater amount of rural outreach will be necessary over time 
if
 

sector is to perform the function of risk
the formal financial 

evaluation, and to reduce risk by building trust more
 

effectively.
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V1. The Possibility of Undertaking Financially Sound Expansion
 

of Bank Staff to Expand the Banks' Intermediary Role
 

In all the banks surveyed, the level of staff training 
was found
 

to be good to excellent. Problems remain with current bank staff
 

which could hinder the expansion of the banks' intermediary 
role.
 

These include:
 

- With the possible exception of BOAM, bank staff
 

training does not appear to be adapted to the reality of the
 

Malian marketplace. This is illustrated both by bankers' general
 

timidity in dealing with "unknown" customers (in Mali, a huge
 

percentage of the potential clientele) and by their relative
 

aloofness, which puts off many SMSE and rural investors.
 
- There is at best a very modest degree of specialization
 

"'-ials in the area of loan evaluation. In all the
 among bank 

banks we surveyed, the process of dossier evaluation was
 

concentrated in the head office, and individual credit officers
 

rarely had a clearly defined area of responsibility.
 
no evidence that the advancement pattern for bank- There is 


officials in any way fosters the least amount of risk-taking. In
 

particular, it appears that in most banks a fairly bureaucratic
 

promotion pattern was the norm, suggesting that avoidance of risk
 

in credit extension could set a moderately competent bank
 

official on an optimal career path.
 

These problems would not be remedied automatically if bank staffs
 

At the same, there in scope for some expansion in
 were expanded. 

bank staff, particularly in more specialized credit officers.
 

For such expansion to be financially sound, the following is
 

necessary:
 

- Partial subsidization of staff expansion programs is
 

essential, since banks consider their investment in staff
 

involved in credit evaluation to be extremely costly.
 

- Training for new staff members should, whenever possible,
 

be on-the-job and more practical than theoretical. Seminars for
 

the training of bank officials could be funded by donor agencies,
 

but they should be heavily adapted to the environment in which
 

bank officials are expected to operate.
 
new
 - A set of professional goals should be defined for j.ll 


bank staffers, and these should leave 3ignificant room for
 

At the same time staffers specialized in areas which
initiative. 

are new to their bank (and hence relative high-risk) should be
 

shielded to some extent from the unfavorable impact of
 

developments beyond their control.
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VII. SHORT-TERM RECO14MENDATIONS (1 to 3 years)
 

1. The financial markets study team believes that, while 
the
 

climate is propitious for far-reaching policy reforms, and while
 

the private sector shows significant promise, USAID should
 

proceed very cautiously with policy intervention. 
In particular,
 

the mission should avoid:
 

- Raising expectations about the extent of donor assistance
 

and guarantees to the point of encouraging financial institutions 

and private entrepreneurs to hold out for greater assistance. 

- Conditioning the formal financial sector or the private 
sector to depend heavily on donor assistance on a long-term
 
basis.
 

- Encouraging financia1 institutions to turn into managers
 

of donor crelit lines rather than financial intermediaries.
 

- Tampering with informal credit arrangements unless USAID
 
ones that are more efficient,
is engendering alternative formal 


farther-reaching, and possess equal moral strength.
 

2. We find that the time is right for a fundamental shift in
 

USAID's bargaining position with formal financial institutions.
 

Thus far, formal financial institutions have come to regard donor
 

little more than a source of funds and technical
agencies as 

return for which they do not feel particularly
assistance, in 


compelled to assume additional risks. Indeed, given the less
 
some banks' experience with activities
than fortunate results of 


a real danger that financial
promoted by donor agencies, there is 

institutions will develop increasingly into commission

remunerated managers of credit fonds, rather than genuine
 

intermediaries. USAID's bargaining position with formal
 

financial institutions should be built along the following lines:
 

- Extend credit guarantees only with the requirement that
 

the financial institutions participate more actively in the
 

project evaluation function - in effect, assuming some of the
 

project analysis function of the project preparation services
 
institutions
(bureaux d'etudes). Equally important, financial 


should be encouraged to engage in systematic follow-up of
 

projects they have financed. This could be promoted and sold if
 

banks were prodded to undertake longer-term lending.
 

- Do not offer credit guarantees which significantly exceed
 

of the amount of the actual default, without good reason.
50% 

Where banks are being induced to penetrate new areas, they shoull
 

so doing. Otherwise allocative
be assuming some real risk in 

efficiency is endangered.
 

not to use credit guarantees
- At the same time, take care 

force banks to deal with unprepared candidates, especially
to 


where these are being promoted in the context of a program having
 
(e.g.
objectives that have little to do with the financial sector 


the Voluntary Early Departures and the recent graduates, or
 
Jeunes Diplomes). Appropriate training must be provided to
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credit applicants in areas where it is needed to enable them to
 

engage in profitable, well managed entrepreneurial activity.
 
- Encourage banks to undertake long-term lending and to 

In this regard the use of Progressive
diversify risk. 

Risk-Taking (PRT) credit arrangments (see below) could be seen as
 

a possible alternative to standard guarantee arrangements, both
 

as a risk sharing mechanism to introduce a new client group to
 

formal bank services, and as a means of inducing the lender to
 

become more skilled in servicing the client as he assumes
 

progressively more risk.
 

-The major function provided by USAID in the credit
 

candidate-selection process should be the screening of example
 
good
candidates to mssure that the banks are provided with the 


credit risks USAID wishes to assist. Project evaluation and the
 

determination of individual borrower creditworthiness should be
 

increasingly undertaken by banks.
 

3. The experience of encouraging banks to lend to disadvantaoed
 
(e.g. recent graduates, cooperatives or Voluntary Early
borrowers 


Departures) has been less than fortunate. This may reflect the_
 
fact that candidate selection did not include adequate
 

consideration of their ability to engage in an entrepreneuLial
 

To remedy this, the Zollowing approach is recommended:
career. 


-Include, as an integral part of any credi. guarantee
 

program intended to assist an SME borrower group, a management
 
This might take the form of a Management
training program. 


Development Center, providing training to candidates in the basic
 

skills needed to plan and run a business - in business planning,
 

accounting and financial management, operating within a Business
 

Plan, marketing, forecasting and plan revision. Any such center
 

should be financed on a shared cost/shared risk basis by
 

participants including the lenders, the entrepreneurs and, where
 

applicable, providers of guarantees or other funds.
 

-Require loan applicants benefitting from USAID guarantees
 

to complete this training to an acceptable level of skill
 

mastery, and to participate actively in the preparation of their
 
now currently
project dossiers, assuming part of the function 


fulfilled by the project preparation services. Ideally, credit
 
an
applicants should pay partial costs of the training as 


investment in the project being financed.
 
-Incourage a greater degree of involvement in more clearly
 

defined activities with a higher value-added component, by
 
While this may
entrepreneurs benefitting from donor guarantees. 


increase the riskiness of their business, this is partially
 

compensated by the fact that they have preferential access to
 

leverage. At the same time, it encourages them to become more
 

actively involved in the day-to-day management of the business 
"serious".
in effect, to be seen by banks as being more 


4. The project preparation services have scored a very limited
 
success in their attempts to provide assistance to both investors
 
and financial institutions in project evaluation. While we feel
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that these services should be encouraged 
to play a supportive
 

role tO both groups, it is imperative that both investors and
 

banks becme more actively involved in the 
project evaluation
 

function. 	 The project preparation services should be developed 

the lines of project research institutes, whose main more alonr 

functions wculd be to carry out the more time consuming studies
 

which lending institutions and borrowers cannot complete 
(market
 

and technology costing). They should serve to process information
 

that could be used by investors and financial institutions in
 

project evaluations, and is difficult to obtain in the course of
 

normal business in Mali.
 

5. Progress Risk-Taking (PRT) loans are one possible way of
 

encouraging greater financial sector involvement in activities
 

USAID wishes to promote. These loans would be administered as
 

follows:
 
- For loans with a maturity of five years or longer,
 

extended by a commercial bank for SMSE small industrial projects
 
a higher initial guarantee
or productive agricultural schemes, 


would be provided for the first year of the loan.
 

- Thereafter, the amount of guarantee coverage would be 

progressively diminished. 

The advantages of this kind of arrangement would be the
 

following:
 

- It would increase access to credit by entrepreneurs
 

interested in launching more ambitious, and usually more
 

value-added enterprises.
 
- It would encourage banks to penetrate new sectors by
 

lowering the initial riskiness of long-term loans, without at the
 

same time eliminating the incentives for the bank to scrutinize
 

the projects it finances.
 
- It would facilitate the development of customer
 

relationships between the formal financial insitutions and a new
 

group of borrowers. By the time the bank is called upon fully tz
 

assume the credit risk, it will have had the opportunity to know
 

the borrower and feel more confident about dealing with him.
 

6. USAID should rake entrees wherever possible through existing
 

programs where a borrower group has been established. This would
 

limit the bureaucratic confusion and the duplication of effort
 

that can only derail the progress of the ongoing reform program.
 

an acute need for specialized financial
While there is 

institutions, the creation of such institutions should not be the
 

object of USAID efforts before the restructuring of BDM has been
 

completed and its future role has been decided.
 

7. Encourage mobilization of rural savings wherever possible, but
 

do not view this as an end in itself. We are not at all
 

convinced that success in mobilizing rural savings by Malian
 

banks, will lead to greater access to credit by rural
 

entrepreneurs. What should be promoted is a greater degree of
 
Among the vehicles
financial intermediation in the countryside. 
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that should be considered to achieve this end are:
 

- A mobile banking system. Experience suggests that such 

system are quite costly. Reasonably frequent visits are 
necessary if rural savers are to feel they have sufficient 

access
 

to their funds. The process of building confidence and
 

significant, sustaining levels of savings mobilization, is time
 
low as possible.
taking, and costs must be kept as 


- The use of very small bank branches (little more than a
 

quichet), as an alternative or a complement to a mobile banking
 

system, should be considered. A very careful comparison of cost
 

effectiveness should be done before selection of any alternative.
 

- The development of Target Savings Programs (TSP's) for
 

rural and most informal savings groups. Under such programs,
 
savers would be encouraged to accumulate savings up to a
 

threshold level, at which point they would qualify for a loan for
 

a specific productive purpose, which could be to finance:
 

- Agricultural equipment 
- Animal traction 
- Stocks 
- Fertilizers 
- Small trucks 
- Convenience stores stocking basic needs 

8. USAID should move to introduce an increasing segment of the
 

rural producer groups (Tons Villageois) into the formal banking
 

sector, using vehicles including the following:
 

- A Compensating Requirement for AID guarantees (up to
 

20%). The bank would provide an amount equivalent to 20% of
 

funds covered by USAID to a loan fund to be used for new
 

agricultural borrowers.
 
- Partial guarantees on loans for new borrowers, or new
 

uses of investment funds in rural areas. These could work like
 

PRT's, perhaps beginning with a guarantee at a certain proportion
 

of the actual default, and reducing risk sharing progressively
 

until the lender is fully at risk.
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VIII. LONG TERM POLICY RECOMMENDATIONS (4 to 7 years)
 

As the basis for a sound, longer term strategy for financial
 
markets intervention in Mali, it is recommended that USAID work
 
with the GRM to effect the following changes in policy, to
 
encourage more investment in productive activities and more
 
diversification in the economy:
 

Eventual phase--out of sectoral credit ceilings (for
 
example, credits ordinaires vs. marketing credits),
 
enabling the Central Bank to enforce stiffer and more
 
enforceable penalties for exceeding overall credit
 
ceilings.
 

Increasing of banks' overall credit ceilings to take into
 
account external funds that banks obtain from donors to
 
partially guarantee loans for specified productive
 
purposes.
 

- Easing of interest rate ceilings. There is a true 
shortage of credit under the given rate structure, a 
problem which at present stems from many factors, of 
which low rate ceilings is only one. However, once 
vehicles like those recommended have been used in the
 
short to medium term to open up the availability of
 
credit to more borrower groups, the Central Bank will
 
eventually iave to consider the easing of rate ceilings.
 

- Assistance by USAID, as appropriate, in policy
 
discussions relating to the devlopment of financial
 
markets and of the monetary and :redit systems.
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Ix. ROCGiGndations on Further Information Needed (Short Term)
 

Findings of this study team indicate that further information
 

will be needed in the following areas, to assist USAID in
 

carrying out recommended financial market strategies:
 

- Further information on the potential for rural savings
 

mobilization using branch banking networks.
 

- Attitudes toward saving and savings mobilization in rural
 

areas.
 

- Incentives structures within bank advancement systems
 

which could be used to encourage staff to do more thorough
 
project analysis, more risk taking, and more follow up after
 

project loans are made.
 

- More detailed information base on the credit repayment
 

record of target sectors, including Tons Villageois and
 

Associations Villageoises, other cooperatives, Credit Mutuel
 

Schemes and SMSE borrowers.
 

- Extent to which banking regulations are applied and
 

respected, particularly with regard to credit ceilings and
 

penalties for surpassing them.
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GENERAL TABLES
 



TABLE I 

.KAL- Basic Data 

square kilometers
 
d1,240,190 

8.1. 2i11ion 
Area 


2.8 percent
Population (1985) 
SDR 133
Growth rate 

CDP 1p983 1984 1985 1986 

3rov. 

(tcren-S-rids) 

470.1 93. 57.0

Croes domestic roduc 

421.7
411.7 

Total (in billtons of CIA francs) 
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95.9
104.8
99.8
98.1 4.095.7 0.2 -4.81.9 

211.4
a.3 19.4Consumption 20.5 18.5 


Gross domestic savings 
20.5 

-1.R.4 -24.2
 
9


jovescmenp 
-16.2 
5 95 

-1.8.6 
.05 1 9 4,.9 ... 
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13.4..
11..7 

pr~ etr1.1.0 36.3 36.7
34.139.4 
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9.6-. 7-0.1.-4.1. .. 9 i6.05.9 1.1.52.8.2 

Real GDP
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6.7 5.311.62.Z 6.3 - ...
Prices
 
f n Ba a o1
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13.35.1 
in Bamako13.6


Price index of foodstuf 9.12.62. 
 ...
1O.9
Controlled market 3.7 10.7 8.3 


Uncontrolled market 

Composite index
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Source: 
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October 1982-' 
InterestUaes,
Hal':
Table'11-


(In percent)
 

Effective
March 20, 1986-
Oct. 1982- June'., 1984-

22, 1986 Sept- 22, 1986 
1986 Sept.


May 1984 March 20, 


7.0 8.5
.atral bank 9.5 6.0
8.02.5-3.5referlntial discOunt 1.85
6.0 

rate 

Orinar7 discount rate 

ndinfg rates
 
Crop financing and 8.0-9.0 7.0-8.0
.5-3.5
 

7.5 9.0-10.0

agricultural export ..
7.5-13.5
9.5-14.5
9.5 5-15.5
credit 


10-18 10.5-15.5

Pblic enterprises 

rivate enterprises
 

)posLt rates 3 ---2/ 7.25 6.50

Sigh t 1./ 5 5.75
 

Sviogs deposits 6.8. 

Time deposits 1/ 8.00 757.25 "
 6.75
4 .
 
Less than 6 Tonths 5 8.50 9.00 8.00
 

9.00 8.00
6 months- year 5.5 9.509.506 

1-2 years 

Over 2 
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Soure: Data provided by the BCLAO. 

Minimum rate for deposits 
above CFAF 2 million. 

longer required to remuteta:eI/ 
1, 1985, deposit money banks 

are ,r0 
/ Since JanuarT 

sight deposits.
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BANK TABLES
 



Table I al-Mlis List of Deposit Money banks at End-Deceaber 19O6 

Sharehalders Year Capitol Deposits i/ Number of 

establiloh4 (CIA? million) (CFA? billion) branches 

is de DkvcuppcaenL du MIll (9114) Coverawantn 100 percent 1968 2.55O 41.0 13 

,e Nationale do i)veloppement Govsrna. t: 55 percent 

.cole (INDA) Calos Centrals de 

Conpiwation: 20 percent 1981 1,000 3.9 7 

2CEAO: 15 percent 

llEAS 10 percent 

lt l,.eiuaiunlc puur l'Atrlque 

identale au K Il (BIAlU-ia&l) 
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Private national share 

1980 975 21.8 4 
ON 

holderms 23 percenat 

ae Italienne do CK~dIt et do Government: 51 percent 

poL@ (SICO) Ccidit Lyonnais: 49 percent 1919 g00 11.4 3 

us Arabs Libyu ttllc11a1 Goverlauec:t; 49 percent 1982 500 2.5 1 

Forign Agdb baikV&; 

51 peclt 

of Africa-Kall Private 1a1ilial Shore- 198 650 3.1 1 

huldeis: 10 percent 

Private folclan share

rholder; 30 percent 

arc.; Data provided by the BCPAO I 



Tablc rV. The ,jank~n vst m - June 330_1336 

DeposL ts 

8DM 
BEAO
BMCE 
BNDA 
B.1 

BA L r A BAL5MAl. 

7.2% 
8.3% 

10 5% 
5.0% 

% 

p:-vatp 

36.9% 
30.LV% 
19.6% 

3.5% 
5.2% 

t6, 

State 

919% 
-

1.5% 
i.8% 

-18% 

CA 

00% 

Total (milLions, cfa) 77090 563LA 691 2397 

Source: CIFGB 
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TABLE V 

'BIAO: Balance Sheer
 

BILAN AU Q,/09/!987 

ACT IF
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TABLE VI 

SA: Profit and Loss Statement 

CI 'T1 Dr. PrRTS cT pROCFrTS AU 30/09/87 
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T
- Profits exceptionnels 
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1985 et 30 septembre 1986 
au 30 geptemb'r 

BMCD: ASsecs
TABLE VII: 
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TABLE VIII: B4CD: Liabilities
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TABI.E X: IHNl)A: Aisct'i ani L.idbilities 

B.N.D.A
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