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EXECUTIVE SUMl\fARY

The team from the Growth and Equity through Microenterprise Investments and Institutions
(GEMINI) Project spent four weeks in Morocco to examine the feasibility of the planned Microenterprise
Finance Project (MFP). The scope of work included technical, administrative, fInancial, economic, and
social analysis.

The major fIndings included in this report are as follows:

• All indications from previous reports and from research conducted on this mission lead the
team to conclude that there will be a large demand for microfinance (smaIl lending and
savings services); that methods that have supported large-scale, sustainable financial services
for the poor elsewhere will work in Morocco; and that legal and regulatory obstacles are not
insurmountable.

• The term microfmance is preferred to microcredit. Most previous reports have emphasized
the credit side heavily. Experience from around the world, however, indicates that a demand
for savings instruments exists as well. The availability of such savings instruments may, in
fact, be more important in the long term than the credit instruments. Because of the
importance of savings, the team believes that a savings instrument must be an integral part
of the project.

• The most critical element affecting the success of the project will be whether the appropriate
institutional mechanisms can be designed. Based upon its discussions with banks and existing
associations, the GEMINI team feels that suitable institutional mechanisms can be developed,
and outlines criteria for developing this mechanism during project implementation. Because
the cunent banking structure cannot command the interest rate structure necessary to cover
all costs, the microfinance activities must be managed through another institution. It is
recommended that a private microfinance company (PMC) be chosen to conduct the
microfinance activities. This company will most likely be a subsidiary of an association.
The bank(s) will perform back office functions, including transactions and cash management.
Senior bank officials will be on the board of directors for the PMC.

• Pilot microfInance experience in Morocco shows that strong demand for these services exists
among women entrepreneurs, and that methods can be developed to promote strong
participation by women in microfinance programs.

• The team designed a unique model for the MFP in Morocco. This model incorporates
elements of other successful microfinance programs, but its institutional and collateral fund
structuro have been designed specifically for the Moroccan project.

TECHNICAL FEASmlLlTY

The technical analysis portion of this report estimates that demand exists to reach at least 6,000
borrowers in each target region (Fes-Meknes, greater Casablanca, and Rabat-Sal6) and in Tetouan. The
team feels that the MFP should be able to reach this number of borrowers by the end of Year 4. The
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most likely scenario to reach 6,000 borrowers is to open 4-6 PMCs. Each PMC will have the capacity
to handle 1,000-1,500 loans.

Both individual and group lending appear to be feasible in Morocco. The team recommends that
the method or methods used for promoting repayment be chosen by the implementing organizations
through experimentation during the pilot phase of MFP implementation. Currently, the maximum
allowable interest rate that can be charged by banks is 12 percent. This is insufficient to cover all
operating costs and return on capital. Initial estimates indicate that an interest rate of at least 42 percent
will be required. The team recommends splitting the administrative functions of the unit into two - the
financial front office functions will be handled by a bank charging 12 percent interest. The back office
and loan officer functions will be handled by a second administrative unit charging administrative fees,
which effectively will add another 30 percent to the loan charges.

A collateral account must be set up to ensure the participation of the legally required fonnal
financial sector in lending and savings operations (see the administrative and institutional analyses in the
report for more details). As mentioned previously, savings services should be included in the MFP.
Incentive payments should be used for loan officers and PMC managers to increase portfolio size and
ensure portfolio quality. The team feels that competition among PMCs will not be a constructive factor
at the outset of the project, and could detract from institution building activities.

ADMINISTRATIVE FEASmlLITY

The administrative analysis in this report presents a project structure based upon the creation of
two separate administrative units:

• An independent private microfinance company; and
• A commercial bank.

The PMC will perform all the front office functions of a commercial financial institution,
appraising loans, motivating repayment, and mobilizing savings. The back office functions, including
loan disbursal, receipt of r~payments, and management (receipt and disbursement) of savings accounts
will be carried out by a commercial bank selected by the MFP.

The team advocates separating front office and back office functions in two administrative units
because current legal banking regulations will not permit a bank or other fmancial institution to charge
enough in interest to cover costs and ensure a reasonable return. In addition, it is impossible for
nonfmancial institutions to perform banking functions, so that the PMC could not perfonn the front office
functions required.

In addition to the two admini.~trative units, it may be nel:essary to add a Foundation to the
administrative-structure to avoid cumbersome regulatory and fiscal requirements. The Foundation would
be a registered Association d'Utilit6 Publique.

The U.S. Agency for International Development will make an endowment to the Association to
cover initial capital requirements for the PMC, and to support a collateral fund to minimize risks for the
bank that agrees to take on project back office duties. In the beginning of the project, the bank is likely
to require $1 in this fund to secure every $1 lent, but over time it should prove possible to obtain greater

.,. ''11
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leverage for the fund. The consultants feel that at least 3: 1 leverage should be possible after four years
of successful MFP operations.

Other critical administrative factors are:

• Developing an institutional structure that ensures substantial participation by the banking
sector in capital provision, transactions management, tracking of individual clients, and
strategic leadership for MFPIPMC operations;

• Taking special measures to promote women's participation in the project, including locating
PMC services in medinas (closer to the places where women work), hiring as many women
loan officers as possible, and building strong links to local women's associations;

• Avoiding clients who have a history of high delinquency and default (for example, delinquent
clients in groups previously targeted for government-sponsored subsidized credit programs);
and

• Developing a close working relationship with senior officials from a politically influential
ministry, to develop a base for advor..ating for fInance policy reforms to encourage wider
dissemination of tdFP-type financial services by the fomuJ fInancial sector.

The team recommends the MFP begin in F~, because of its strong m\croenterprise activity and
superior institutional structures (to Meknes); expansion to the Rabat-Sale, Casablanca, and Tetouan areas
Clln be considered for later years.

FINANCIAL FEASmILITY

The tinancial analysis presents an eight-year projection for PMC activities based on differing
assumptions. Based on a portfolio of 1,000 loans, which is achievable in two years, and an interest rate
of 42 percent, the PMC can reach self-sufficiency within three years. It can reach profItability sufficient
to attract independent private sector investment in expansion (which we assume to be around 20 percent
cumulative return on equity) in six years.

ECONOMIC FEASmlLITY

The economic benefits from the MFP arise principally from increased revenue generated by finns
having new access to fmancial services. The Egypt programs report a 36 percent average increase in total

_-saleB_hy borrower firms. I The Direction de la Statistique national survey in 1988 reponed a mean annual
income 0(-$1,600 for "nonstructured" enterprises.

lsee Linda Oldham et aI., wM=asuring Socioeconomic Impact of Credit on SMI: Assessment of the Monitoring
System Used by the Alexandria Businessmen's Association, Egypt, W GEMINI Technical Report No. 76, Bethesda,
Maryland, May 1994.
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SECTION ONE

TECBi,,":'CAL ANALYSIS

DEFINITION OF MICROENTERPRISE

To analyze potential demand, it is necessary to clarify the definition of microenterprise. The
Department ofStatistics identified more than 245,000 businesses in the nonstructured sector (NSS). Their
definition ofNSS includes businesses that have fewer than 10 employees, a fixed place of w~&:':, and sales
volume of more than DHlOO,OOO per year. The study further notes that 90 percent of these busintsses
have 1-3 persons operating the business (including the owner).1

The team that prepared this report believes these figures substantially underestimate the number
of small businesses. In a 1992 update of the 1989 Ernst & Young Study ("Constraints and opportunities
in the SME Sector"), it was noted that of 5 businesses that resister their names, only 1 applies for a

.,; business license. It is unclear whether the Department ofStatistics recorded only businesses with licenses
or not. Regardless of the methodology of the study, it is clear that the number of microenterprises is
substantially more than 245,000, and most likely 5-10 times this figure.

The microenterprise sector includes these other characteristics:

• The system of organization is simple;

• The accounting system is not usually clearly defined;

• No distinction is usually made between business income and expenses and personal expenses;

• A lot of trade businesses in this sector survive on the buying and selling of goods and not on
the production of goods;

• For those firms producing goods, they depend more on manual production methods and use
very few machines;

• • Microenterprises often do not make fiscal declarations, although a substantial percentage may
pay a basic business license tax (patente); and

• They usually lack personal assets and therefore do not have bankable collateral.

The Ministry of Anisanat and Social Affairs has redefined its definition of microenterprise, and
~bas a variety of sectors inclUding artisanat of art, artisanat of services, and artisanat of commerce.
This effectively covers the entire range of microenterprise.

ISee the report of the Growth and Equity through Microenterprise Investments and Institutions (GEMINI)
Project, "USAlDlMorocco: Assessment of Programming Options for Microenterprise Development. Report on
Workshop and field Investigations," Matthew Gamser et aI., Technical Report IS1b, December 1992.



POTENTIAL DEMAND FOR MICROFINANCE

Numbers of Microenterprises in T8rget Regions

The Ministry of Artisanat and Social Affairs has identified the following number of
microenterprises by regions (according to number of businesses licenses): Fes.-.SO,OOO,
Meknes.-.30,OOO, and T~touan.-.50,OOO. These figures are likely underestimated, and, as noted
earlier, the actual numbers of microenterprises is substantially greater than this figure.2 In addition, the
general pattern of population growth and migration from the rural to the urban area will result in growing
demand.

Potential Demand for the Type of Microcredit Envisioned in this Project

It should be noted that there have not been any complete studies that have attempted to assess
demand for credit by interviews with potential clients borrowers. Most conclusions are based on
interviews with institutions. However, even without such an in-depth survey, it is believed that
substantial demand exists because of the demand of existing small programs. This demand is reflected
in the experience of the Soci~t~ de Cautionnement Mutuel des Artisans, a credit program administered
by the Banque Centrale PopuIaire (BCP).

However, because this and other microcredit programs are subsidized and have very low interest
rates, an argument might be made that there will not be a demand for programs that charge higher rates.
This argument was made by several government persons at various ministries. Based on experience in
other countries, this argument is refuted by the fact that existing credit programs, even though they
charge low interest rates, cover only a very small portion of total loan demand. The phenomenon of
"ch~p but unavailable" credit can therefore be observed in Morocco, as it is in maI!y other countries.

The more significant argument that effective demand exists for higher interest credit can be made
from the new Catholic Relief Services-funded program administerelj through a newly fonned
nongovernmental organization (NOO) called AMSED (Association Marocaine de Solidarit~ et
D~veloppement). This program, which charges an effective annual interest rate of 38-42 percent, has
no shortage of appliea.tml. With experience like this, and experience in other countries, it is certain that
interest rate will not be a barrier to generating effective demand.

Another argument related to demand heard by the team was that there would be no demand for
such small loans as the less-than-$3oo loan that USAID has made a priority in its global Microenterprise
Initiative. This argument has some merit. The figure of $300 will be attractive to borrowers only if they
can increase the amount when they prove to be a good credit risk. Therefore, the team recommends that
the project not limit loan size, or average loan size, to $300. The definition of 'a microloan will vary
from country to country and area to area depending on specific economic factors. In Morocco, interviews

%This repon presents only a summary of key information from previous studies of microenterprise and
microfinance in Morocco. For more details, see GEMINI Technical Report ISlb, ibid.; Housni El Ohazi,
"Fundamental Policy and Design Strategy for the Micro Credit Project in Morocco," prepared for USAID, August
1993; and "Memorandum on Site Visit to Beni-Mallal, H. El Ghm, for USAID, November 1993. See also an
extract from this memorandum in Annex C.
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with institutions suggest that the definition of a microloan should be expanded, and that the need to offer
credit up to $2,000-$3,000 will exist.

Even if credit is offered for these higher amounts, it is still suggested that first-time borrowers
be limite.d to smaller loans ($300-$500). This limit will help to weed aut clients from previous directed
credit programs that tended to offer larger loans. Many of these clients were poor re-payers. As a
borrow~r from the MFP proves that shelhe is a good credit risk, the amount of succeeding loans can
incr~e.

Potential for Microsavings Instruments

As with credit, there have not been any detailed surveys to detennine the potential for small
savings instruments. However, in recent years, the government began a program called bancarisation,
which was administered primarily by SCP, the Caisse Nationale de Credit Agricole (CNCA), and CEN
(O.tisse d'Epargne Nationale). The program was designed to induce small savers to transfer some portion
of their wealth (currently saved in the form of jewelry, carpets. cattle, and so forth), into financial
savings. It is estimated that DH17 billion was captured by these three institutions during 1990-1991.
This project, combined with experience in other countries, demonstrates that demand is substantial for
savings instruments.

In summary, the relevant question is not so much whether there is a demand for microfinance
savings and credit products. The evidence is sufficient to conclude that there is sufficient demand. The
more relevant question is: What are the types of savings and credit products that will have substantial
demand and yet are manageable from a cost recovery and return on equity perspective?

CRITICAL TECHNICAL FACTORS IN THE MICROFINANCE
DELIVERY MODEL RECOMMENDED BY THE TEAM

Interest Rate

The imponant issues on this point are discussed below:

1. Can the project charge sufficient interest to cover overhead, inflation, cost of money, and a
return to capital?

Banks are effectively limited in the maximum interest rate they can charge, which is set every
six months by the Central Bank. However, there is apparently no limitation on the fee structure.
Therefore, banks can charge fees to cover costs, although any payments required beyond 12 percent
c:annot-be-expressed as interest. However, indications received from the Ministry of Finance are that
there would still be some limit on- such fees if levied by a bank. Therefore, a bank by itself could not
charge sufficient fees (24 percent or more in just fees, not including the 12 percent in interest) to ensure
that the interest and fees could cover all costs and generate an acceptable return.

The recommended form of administration (see administrative section) involves aprivate company
that does the day-to-day operation). It is this company that will charge fees that will most likely amount
to an effective 24 percent of the loan outstanding. Legally, there will be no problem doing this, as long
as the implementing body is a private company.
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2. What rate of interest should be charged?

As mentioned, there is a legal rate of interest, which is cunently 12 percent. However the
eftective interest rate, which includes the fee structure, will be substantially higher. It is estimated that
i1I1 effective rate of intel'est of 2t least 36 percent will have to be charged. This is described in more
detail in the financial sectiL'n. The mechanism for charging this is described in the administrative section.
To summarize, the bank wiU ~erform back office functions, including the handling of all cash. The bank
will be allowed to charge the maximum 12 percent. The front office functions, to be handled by a private
microfinance company (PMC), will charge fees (not interest), but the effective interest represented by
the fee structure will be an additional 24 percent.

Savings

As mentioned earlier, too often savings is the neglected side of microfmance. Programs around
the world have demonstrated that there is substantial savings capacity even among persons with limited
assets. This savings capacity includes longer-range savings, to replace savings in jewelry, animals, and
the like. Even persons with limited assets attempt to keep some portion of these assets as savings.
Savings are also made to provide a secure place to store temporary excess cash flows from business, for
example. There will always be times when even a small business will have excess cash if a customer
suddenly pays a large amount.

Several factors influence the fonn in which persons of smail assets save:

• If the inflation rate is high, these people will prefer to save in gold, jewelry, animals, land,
or some other form not easily eroded by inflation.

• A sh~rtage may exist of secure banks or other fmancial institutions that will accept sayings.
Or if there is a !ocaI history of bank failures, people will lose their confidence in banks.

• Even if secure banks exist, attractive savings instruments must be designed. If withdrawals
are restricted, or restrictive minimums are placed on opening or maintaining accounts,
persons with limited assets will not use banks.

In Morocco, inflation has been controlled for a substantial period. The biggest problem affecting
savings is the availability of banks in convenient locations, and the availfl,bility of properly designed
savings instruments. Properly designed instruments will attract substantially more savings than the banks
or local officials think possible. Because of this, an important part of the project will be the design of
savings instruments that will attract both the short-term cyclical need for savings, and the longer-term
need for stocks of financial savings.

Moroccan law allows only banks to collect savings. Therefore any innovations in savings
instruments must be done with banks. Although most of the innovations in microfinance to be
recommended in this project will be implemented by the PMC, the savings innovations will be
administered by the bank.

The team suggests some truly innovative functions for the bank - for example, managing small
individual saving accounts. This savings function would become even more innovative if new savings
products were created to better fit the ncclis of the smail saver. The activity ofdesigning such new types
of savings accounts should be giv;~n high priority in the project. For example, mere may be ways of



5

linking loans and savings through s::.vings accounts. When the PMC issues a check to the borrower to
disburse the ioan, the check - under one scheme - cannot be cashed, but can only be deposited in the
borrower's interest-bearing savings account. The borrower may not need the money immediately, and
may keep some amount of funds in the savings ~ccount. The bank can have an automatic right of debit
on tne account for the loan installment. .

Channeling program lending through savings accounts in this way can make the client more
conscious of the utility of interest-bearing checking savings accounts. The client may become used to
paying into the account to repay the loan, and find it easy (as well as beneficial) to continue the same
pattern even after the loan is paid off.

Development of other innovative incentives to save is possible. Successful programs in Indonesia
have used lotteries; lottery tickets are awarded on the basis of savings levels. Such lottery-based
programs should be considered for Morocco. Other approaches, such as giving free gifts (of silverware
or china, for example, if deposits reach a certain level, should also be considered.

Another innovation that could be considered would be the design and management of individual
current accounts. If such a system existed, it might help the collection process. If a borrower did not
pay, for example, the loan officer could get a commitment that he pay on a certain day, and then go to
his house on that day and collect a check. Under Moroccan law, such checks must be made good within
20 days, or else the person issuing the check is liable to UO to jail. Because there is no collateral element
in this program, this procedure might be considered a possible deterrent to nonrepayment. Of course,
the borrower still could just choose not to write a check. However, getting a check written out, if
possible, would give the loan officer one more weapon in his arsenal.

The loan officer does not have the legal right to collect money from the borrower. But the loan
officer can collect a check made out to the bank for the installment amount. It is a very different thing
to have the borrower say he will pay by going to the bank on a certain day, versus having him
immediately write a check. This entire procedure ~ould only work, however, if there were individual
current accounts. The feasibility of using this procedure should be carefully examined by project
implementors. It could be something negotiated in the beginning of the project, or could be phased in
over time. The key variable to be examined is the transaction cost to the bank by having individual
current accounts.

Credit lnstnDnents

Loans will range from DH750 to DH26,4oo (approximately $90-3,300). During the first year,
an expected SO percent of loans will not exceed DH2,640 ($300), 75 percent will not exceed DH3,520
($400), with a maximum loan size; of approximately DH4,4oo ($500). These loan sizes are substantially
below the current average loan size of commercial banks.. As the project progresses, it is estimated that
-50-peicent ofioanswill-remain at $300-(in constant dollars). This part of the portfolio will be mainly
new bon'lwers. In addition, 50 percent of the loan portfolio is estimated to increase in size over time,
beca\1JSe of Jte requirement by many borrowers for increasing loan capital as their business grows.

Loan Types

The Project Implementation Team will have to make the final decisions on which types of loan
products make most sense in the context d this microfinance project. However, the team has some
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suggestions. Loan terms should not exceed one year in the early phase of the program, .and the majority
of loans may be substantially shorter (possibly 6 months). After some experience is gained through
implementation, program implementers will detennine whether 6 or 12 month loans are suffic; ~llt, or
whether there is a need for a longer loan term for good customers.

For simplicity, the team suggests that the program have only a few types of loans in the
beginning, possibly a 6-month loan with monthly installments, a 12-month loan with monthly
installments, and a 12-month loan with a 3-month grace period.

Loans with grace period should be given only with great caution, since programs throughout the
world have demonstrated such loans to involve substantially more risk. Special precautions should be
made, such as requiring at a minimum the payment of interest during the grace period, or at least that
the borrower report to the administrative office once a month, even though installments are not due.

Loan Purpose

One of the basic principles of successful microfinance programs is that loan type should not be
targeted to any particular economic activity. Rather, loans should be available for a wide variety of
microeconomic activities. The only targets, as noted by the project parameters, are keeping the loan size
small and paying special attention to loans for women. Keeping the loans size small will not a problem,
depending on the definition of sman. Initially, having loans at $300 will minimize risk while giving
program administrators time to learn more about customers. However, over time, the loan size must
increase as the individual businesses expand and increase their capital needs. This is discussed in more
depth in the Financial Analysis section. .

Loaning to women, because of the large numbers involved, does not violate the no-targeting
principle. Based on the initial experience from the AMSED program, giving special emphasis to women
may reduce risk. The program will encourage strong participation by women by taking the following
special measures:

• Locating PMC services in medinas (closer to their places of work);
• Hiring as many women loan officers as possible; and
• Building strong linkages to local women's associations.

AMSED's experience with pilot credit programs indicates that no shortage ofcreditworthy women
entrepreneurs exists, and that the above measures can attract substantial numbers of women to the
program.

The nature of the loan program, with its small loan size, will generally attract only
microenterprises. It would be an unnecessary restriction to ask that total microenterprise asset size not
exceed DH100,OOO, or that asset ~ize fall into a range of DHSO,OOO to DHl00,OOO.

The borrower should have a permanent address, so that the loan officer can visit the borrower
at either his place of business or his residence. It is also required by Moroccan law that the borrower
have apatente. Ifduring the implementation phase it becomes clear that a substantial number of potential
borrowers do not have patentes, then the project may wish to add an additional function to facilitate the
process of securing them, so that a large number of borrowers are not unnecessarily excluded..
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THE SPECIAL DISBURSING MECHANISM THROUGH THE PMC

Given Morocco's lack of microfmance experience, the absence of NOOs.active in this field (with
the exception of AMSED), and the restrictions posed by the current laws and regulations governing the
financial sector, this project requires a special disbursing mechanism to ensure the banks' participation
in the project and rapid disbursement of funds. This special disbursing mechanism involves both the
PMC and the bank.

The procedure for disbursing loans is as follows:

• A potential borrower applies for a loan at the PMC;

• The loan officer reviews the paperwork on the applicant, makes field inspections of the
applicant's business, and approves or disapproves of the proposal.

• If the loan is agreed upon, the bookkeeper at the PMC will make a check for the amount of
the loan, payable to the borrower, drawn on the bank that is cooperating with the PMC in
the project. The PMC will write the check from its own overdraft account with the bank.
The PMC does not have initial funds in this account, so the first loans will constitute an
overdraft.

• The borrower takes the check to the bank. The bank immediately cashes the check and gives
the cash to the borrower. The bank immediately records the loan, by borrower, and also
records the amount of debit against the overdraft account of the PMC.

The bank is essentially loaning its own money under this system. Since banks will not initially
lend their own funds, it will be necessary to create either a collateral fund mechanism or a guarantee
fund. The collateral fund is preferred. This fmding is based on discussions with Moroccan banks on
difficulties with guarantee funds. With a guarantee fund, the guarantor need not commit any funds to
the lending institution. However, a clear set of procedures must be set whereby the bank can collect from
the guarantee fund in the case of nonrepayment. In many countries, including Morocco, guarantee funds
have been set up, and the results have not always been as good as originally anticipated. Some of the
problems have been slow processing of claims, and the numerous fonns required to make claims against
the guarantee fund (this complaint is often from the bank side). Other problems include slow approval
and disbursal of credit (this complaint is often from the donor side).3

To avoid these problems, the team has designed an innovative approach to guaranteed lending
which, it believes, allays bank concerns while preventing bank delays. We recommend that a collateral
fund be established, and that the fund be established in the banking institution implementing the project.
The fund ,,-,ill ~~ set u~_~_o that U1~~ank basthQrighttodebiuhe. funds, if there is proof Oil- nonpayment

----by the borrower, according to predefined criteria. This approach will solve the problem of slow claim
processing.

3ACCION International has had better results using a Bridge Fund to guarantee loans to its microfmance
programs. However, this fund guarantees large loans to ACCION affiliates, not individual loans to
microenterprises. Because Morocco has no active NGO that the team believes is capable of managing a large-scale
program that could handle a commercial bank loan, this guarantee model is not appropriate.

I
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Initially, some banks may ask for complete 100 percent backing of loans by establishing a
collateral fund equivalent in size to the loan portfolio. However, over time, the banks should be willing
t~ lend some multiple of the collateral fund, possibly 3-5 tirr.:s the value of the fund, depending on the .
su,;cess of the project in generating good repayment. At least one bank, the Banque Marocaine du
Commerce Exterieure (BMCE), indicated it would be willing to provide leverage even in the beginning
of the project.

Fund disbursement to cover collateral needs should be based on quarterly plans for loan
disbursements provided by the PMCs to the Project Implementation Team, their Board of Directors,
participating banks, and USAIDlMorocco (the Implementation Team, initially, will help in disbursement
plan preparation). Funds should be deposited well in advance, to avoid delays in loan disbursemem, and
the loss of confidence in the new finance program this would cause.

Regarding slow disbursement of funds to borrowers, this will not happen in this project because
this is handled totally by th~ PMC, which issues a check to the borrower. The borrower has simply to
Cash the check at the cooperating bank.

The team recommends that the Morocco Mission of the U.S. Agency for International
Development treat the collateral fund as an endowment to the Moroccan institution selected to host the
project. In effect, the deposit of tile collateral fund in the participating bank guarantees loan repayment
on loans issued by the PMC. We expect., as outlined in the Administ::ative Section, below, that this will
be a registered Association d'Utilitc5 Publique (AUP). Although the owner of the fund would be the
AUP, USAIDlMorocco would retain the right to recall these funds should the conditions precedent for
their use not be observed.

The issue ofconditions precedent for the provision of a collateral fund is extremely important and
needs to be carefully worked out between USAIDlMorocco and the AUP during the initial phase of the
project. These conditions should establish that th~ fund is to be used only to cover defaults, and that all
interest accrued must be reinvested in project activities (preferably in the collateral fund). A number of
fine-points about how USAID, the AUP, and the panicipating bank will handle drawdowns, reporting
on fund status, and other matters are best worked out during project implementation.
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SECTION TWO

ADMINISTRATIVE AND INSTITUTIONAL ANALYSIS

A"OMINISTRATIVE BODIES INVOLVED IN PROJECT IMPLEMENTATION

In this section we present a project structure based upon the creation of two separate
administrative units: an independent private microfinance company and a commercial bank. A
Foundation (AUP), an institutional contractor, and the Private Sector Office ofUSAIDlMorocco will also
play important roles in the project..

Private Microfinance Company

This proposal effectively splits the normal functions of a bank (or other lending institution) into
two parts, with eacn part administered by a different institution. The PMC will perfonn all the front
office functions of a commercial financial institution, appraising loans, motivating repayment, and
mobilizing savings. It should be noted tltat such a PMC, or company, cannot legally disburse credit or
accept savings. However, since the bank perfonns this function, this should be no problem.

The PMC is initially structured to contain nine employees: 1 manager, 5 loan officers, 1
accountant, 1 secret&.l-y, and 1 general purpose errand clerk. This unit size can handle 1,000 to 1500
loan accounts, and is large enough from a managerial perspective. The project should be very cautious
in expanding the PMC beyond this size. To reach new customers, a preferred strategy is to open a new
PMC, rather than adding loan officers to the existing PMC.

It is recommended that the location of the PMC be as close to the borrowers as possible. This
most likely will mean locating inside the medina. In the medir.a, the ideal location would be to rent space
(or be given space) by the cooperating bank, if the cooperat.ing bank has offices there.

Bank

The back office functions, including loan disbursal, receipt of repayments, and management
(receipt and disbursement) of savings accounts will be carried out by a commercial bank selected by the
Microenterprise Finance Project (MFP). These functions are simply cash and account management, and
entail no risk to the bank. Because existing banks are judged to be extremely conservative, it is unlikely
that the project can expect an expanded role for banks in the beginning. However, some innovations will

_he. expected from thebaDking.sector, primarily if!: creating new types of accounts (especiall)1 savings
accounts) for small borrowers. This is discussed in more depth later.

The justification for the proposed administrative structure is that banks currently will not be
interested in such microfinance techniques, because they are deemed risky and costly. In addition, the
current legal banking regulations will not permit a bank or other financial institution to charge enough
in interest to cover costs and ensure a reasonable return. Although theoretically~ l'.nd legally, the banks
could set up a fee structure (that included both interest and other fees) to cover the cost of microcredit,
the banks at,tms stage believe that other activities will be more profitable. Therefore, the banks will
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initially be asked to perform mainly back office functions, especially ',he account administration. In
addition, they will be asked to offer innovative savings instruments.

The team bas already had discussions with five banks (BMCE, WAFABANK, CNCA, Societe I
Generale Marocaine de Banque [SGMB],and BCP). They are agreeable to this proposal because initially
they would not be asked to assume any risk. BMCE's Director said that his bank might be willing to
leverage the collateral fund by 1.5:1 or 2:1, but this statement was not made in a formal negotiation, and
he may have been under the impression that the collateral fund would involve an initial deposit of several
million dollars.4

The team feels that BMCE, WAFABANK, and SOMB represent the best prospects for the
project, because they are privately held (or are privatizing), and have branch networks in medinas in Fes
and other cities of interest to the project. CNCA and BCP, while enthusiastic, and while possessing
useful branch networks, have been involved in government-sponsored ~ubsidized credit programs, which
will make the task of promoting financially viable microfinance services more difficult through them.
The team recommends that a bank choice be made during the initial phase of projer;t implementation by
USAIDlMorocco and the Project Implementation Team, and that the main criterion for bank selection
be the commitment to leveraging the collateral fund either from the outset, or as early as possible in the
development of microfinance services.

Foundation

In addition to the two administrative units, it is necessary to add a Foundation to the
administrative structure to avoid cumbersome regulatory and fiscal requirements. The Foundation would
be a registered AUP, and would serve the following functions: it owns the PMC and therefore clarifies
the question of ownership of the PMC, it provides tax benefits to the PMC, and it serves as a conduit
for USAID to transfer the collateral fund. It is extremely important that the PMC be an independent
profit center. Even if it is owned by the Foundation, or by another private company like a bank, it must
be registered as an independent company and account for its income and revenues separately.

The potential weakness of Foundation ownership is that it injects an additional unknown
administrative player into the equation. It is by no means clear that the Foundation would hav~ the same
operating philosophy as the new PMC.

Under more ideal policy and regulatory conditions, if the PMC could either stand by itself or be
owned by another private company such as a commercial bank, this might be a superior strategy.
However, it is unlikely that any business in Morocco would undertake this activity, given the absence of
any successful precedent in microfinance services. Existing tax and accounting requirements are also a
major disincentive for operating through Stich an institutional structure. To attract private investment,
USAID would have to offer clear cost subaidies during the first several years of the activity. The team
~notrecOlnnlencl this-option-now. It may be worth recoDsidering should policy reforms endfiuancial
repression and ease tax burdens for private companies.

4The team propcses that the collateral fund start out far smaller, and increase in relation to tlte growth of the
loan portfolio. Project finance requirements are detailed in the Financial Analysis section.
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Other Project IDstitutiO'A

In addition to the above permanent administrative structures, the temporary administrative units
during the active course of the technical assistance component will be a consultant group and USAID.
The consultant group will be especially important in the beginning phases of the project.

FUNCTIONS OF THE ADMINISTRATIVE. BODIES IN THE PROJECT

Private Microtin~Dce Compa1'1y

This unit will perfonn all the front office functions, and will provide all the major management
functions for the program. The critical functions are outlined below.

Loan Approval Function

Both the manager of the PMC and the loan officer must sign their approval on the loan approval
form. The loan approval function in microfmance is very different from that in normal banks. Costly
and time-consuming loan appraisals are not done. Substituting for such appraisals is a process that is
characterized by:

• An examination of the potential borrower's character by asking questions of key local
residents;

• A discussion with the potential borrower to learn the proposed uses and proposed cash flow;

• A brief visit to the borrower's place of doing business; and

• An initial small loan that, while it does not meet all the borrower's finance requirements,
meets part of these requirements, and at the same time minimizes risk to the microfmance
institutions.

This first loan becomes a test, and if the borrower pays as scheduled he is granted an additional loan
closer to the amount needed. Second and addition loans are automatic, as long as the borrower has
maintained a good borrowing record.

Loan Of11cer and Field Work

In-mierofinanceprogldillS, the job of the !:>an officer is critical. He/she must spend considerable
time outside the microfinance office following up on existing loans. The critical part of this task is to
meet with the borro\1ler on a regular basis, at least once a month. The loan officers must carefully
manage all their customers, anticipate problems before they become large, and create workable solutions.
If loan recovery rates decline, solutions must be found immediately before a critical mass of
nonperforming loans is reached, at which point the word spreads rapidly and payment becomes more
difficult.
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Loan Omcer and Savings

It is also the job of the loan officers to educate clients on the value of savings. They should
encourage savings both as an alternative to borrowing and also as the provision of additional equity
collateral, so thai future loan size can increase based on the amount of savings.

PMC Management

A unit manager will be responsible for managing the operations of this profit center, and
especially mauaging the work of the loan officers. There must also be a bookkeeper for the PMC, and
all expenditures and !'~venue must be carefully monitored. Regular reports must also be issued to the
Board of Directo~.

Board of Directors

The Board has three critical functions: to administer the endowment fund, to set long-term policy
direction, and to monitor the program to ensure that it is running smoothly.

Administration. The endowment fund consists of two elements: an initial equity grant to a
PMC, which is to cover initial operating costs, and a collateral fund deposited with a local bank, which
will be used to guarantee the loans of the PMC. The Board will have to ensure that the funds are
obtained in a timely manner. For example, the Board will have to make projections of loan activity for
the next three months and submit these projections to USAID, in order for USAID to make the necessary
advance deposit to the fund.

Set Long-Term PoHey. The Board must set general policy for the PMC. The most important
element here is the level of interest and fees to charge the borrower so that the program over time
becomes self-sufficient. The Board must alF,O set operational policy for the PMC. This includes deciding
the number of staffand number of loan officers to hire and their qualifications, designing job descriptions
for these functions, ~.nd determining pay levels and incentive schemes. The Board will hire the initial
manager for the PMC and, possibly, hire the initial loan officers. In the longer term, the manager will I
be responsible for hiring the loan officers.

Monitor Operations. The Board should meet on a regular (monthly) basis to ensure that the
program is running smoothly. PMC operations should be monitored on a regular basis, and coordinated
with the bank to ensure that the bank is providing sufficient service. I

Since the long-tenn objective of this project is to have financial institutions, and especially banks, I
~:co~~e:=;~~~:::~~~i~l~ :~r::=~~oa=~:r::~n:~v:l~;t~~~r:~i.al ~= ..
members' of the board can come from other private sector companies that express an interest in
microfinance.

It is important to fix certain policy variables in the initial stages. Therefore, the consultant group
with USAID, and not the Board of directors, will set initial policy. This will be in the fonn of Project
Agreements that cannot be altered without prior approval of USAID or the Project Implementation Team.
Although in the long term the Board will have control over the policy parameters, these initial J?arameten
must have prior agreement. The initial parameters will include:



13

• Level of interest rate and level of administrative fees;
• Loan approval process;
• Credit reqnirements;
• Initial administrative systems including numbers and remuneration for employees; and
• Importance of savings.

Because the above critical functions cannot be altered by the Board of the PMC, in the beginning
of the project the Board will have little power. In these initial stages, the PMC will operate like a pilot
project, and will be controlled largely by the Implementation Team. However, it should be the goal to
slowly shift more and more power to the Board over the life of the project.

Bank

The bank will perform all back-office functions. Some of these are to disburse loans, collect
loans, disburse savings, collect savings, perform bookkeeping on loans on a project basis, perform
bookkeeping on loans on a individual borrower basis,S manage individual savings accounts,6 and send
reports by fax on a daily basis to the PMC on payments received on that day, and a list of the names of
the persons paying.

RECOMMENDED GEOGRAPmC AREAS FOR PROJECT IMPLEMENTATION

The critical elements in choosing a project area are:

• Sufficient demand for microfinance activities;

• Presence of institutions that will support the project;

• Location consistent with one of the basic principles of microfinance, which is that the actual
units of operation should be near to the client, to provide better client access, and to lower
client transaction cost; and

• Any special local cultural or social factors should work to support project activities.

From earlier studies, and the results of this study, this team concludes that Fes will be an
excellent location to begin the project. This is based on discussions with local government officials, who
were extremely enthusiastic about the project. The institutional support base would come from the
Provincial Controller, Mr. Filali Belhaj, who has considerable influence over local AUPs and businesses.

SIt should be emphasized that the banks most likely will be hesitant to perform loan bookkeeping functions on
an individual borrower basis. The batiks will perceive this as being a high..cost activity. However, in the longer
term, the only way the bank is going to become familiar with individuals is to have individual loan records. This
will have to be a major negotiation point with the banks. It may be possible to phase in this function over time if
it is not possible in the beginning.

&Jbe banks may also be hesitant on this point. However, the project negotiators should hold firm and require
this from the bank. Otherwise it will be impossible to build a truly voluntary savings program.
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He also believes there will be a substantial demand for this type of credit. Support would also come from
the head of the Chambre d'Artisanat, Mr. Belgha, who also believes there will be significant demand;
and from the Vice President of the AUP F~-Sais, Dr. Amal Jellal, who is also the Rector of the local
university, the University of ~ohamed ben Abdellah.

Even if the project does not create a PMC within a Provincial AUP, the above persons are judged
to be critical personnel to support a variety of institutional formats. The above persons might be
considered for members of the Board of Directors, although with the caveat that they will not totally
understand or support all of the concepts of microfinance in the beginning of the project.

Within the initial geographic area of Fes, it is recommended that the actual PMC be located in
the medina. This dense area contains the majority of the microenterprises that this project will target.

If the proper institutional mechanisms can be set up in Fes, it will be a preferred strategy to locate
multiple PMC's within the Fes medina. Each PMC will have the capacity to handle 1500 loan clients.
Each PMC will also work closely with the implementing bank. It is likely that the PMC could rent space
adjoining to, or inside, one of the banks inside the medina. BMCE was agreeable to this strategy.

INSTITUTIONS BOTH QUALIFIED AND INTERESTED
IN IMPLEMENTING THE PROJECT

Banks

The project investigated the possibility ofusing the following banks: BMCE, WAFABANK, BCP,
CNCA, and SOMB. Of these banks, BMCE was most receptive to the ideas of microfinance. it is
currently the first choice of the team in choosing implementing banks. BMCE is in the process of being
privatized. BCP and CNCA are judged to be too different in operating philosophy to be helpful in
implementing this project.

Ministries

The project met with the following ministries: Ministry of Finance, Ministry of Commerce, and
Ministry of Employment. The Ministry of Employment was the most enthusiastic about the project.
However, in the longer run it is the Ministry of Finance that is going to have to change policies and make
new policies related to microfinance. Because of this, it is extremely important to win the support of the
Ministry of Finance. The.efore, the team recommends that the Ministry of Finance become the chief
coordinating agency in the project.

FOUDdatioDS

The team met with officers of the F~s-Sais, the Regional Development Foundation. It is judged
that this body would support the project. It is the only Foundation with infrastructure in Fes that has
AUP status, and, because the only option is to go with a Foundation with AUP status to stand between
USAID and the PMCs, we recommend the use of F~s-Sais.
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Bank Foundations would have the right governing philosophy, but do not presently have AUP
status. Moroccan government officials advise that bank Foundations can apply for this status, and will
either get fast-track approval or be forced to go through a long and cumbersome procedure, depending
on the actions of USAID and the Ministere de Tutelle. The USAID director should investigate this
personally, as a part of the Project Agreement negotiation. Once this issue is clarified, the
Implementation Team can encourage interested Foundations to apply for AUP status and carry out
negotiations with possible Foundation hosts.

Other Institutions and Agencies

The team met with the Groupement Professionelle des Banques du Maroc, which was supportive.
This organization should be closely involved, or at least closely informed, ofdevelopments in this project.
By such involvement, the general ideas and approaches of microfinance can be spread to other members
of the banking community. The team also met with Peace Corps and with the Caisse Fran~aise de
Developpement. In the case of the latter institution, they are very interested and may be willing to take
some role in the project.

LONGER-TERM INSTITUTIONAL ISSUES

Although the project's institutional structure is unique, it incorporates enough elements that have
proved feasible in other countries to provide it with a reasonable chance of success. In the longer run,
it is hoped that the banks will continue their involvement in microfmance and expand the PMC model,
using their own resources. Two critical factors will influence this: refonn of banking and financial
policies and regulations, and demonstrated success of the initial PMCs.

Making the counterpart ministry the Ministry of Finance will increase the chances that a
successful project can speed financial policy refonn. USAID support for study tours and other exchanges
for senior government policy makers (to Indonesia and Bolivia, for example, which have implemented
extensive financial policy and regulatory reforms) may speed the refonn process.
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SECTION THREE

FINANCIAL ANALYSIS

MAJOR FINDINGS

Major fmdings are presented below. The financial analysis is presented in the tables that follow
this section (pp. 22-31).

Two major controllable variables strongly affect the profitability of the PMC: level of effective
interest rate and size of loan. These can be readily adjusted by management, and are critical to the
success of the program. The general position of the project related to these variables should be clearly
outlined in the memorandum of agreement.

Interest Rate Level

Regarding interest, the simulations, which are explained below, demonstrate that it will be
necessary to charge a minimum of 36 percent in effective interest. However, the team recommends an
interest rate of 42 percent to cover unforeseen problems, and also to generate a more healthy return.
Table 4-A represents the current recommended "starting set of assumptions" to use in the project. This
set of assumptions will generate an annual profit in the third year, and a positive internal rate of return
(IRR) in the fifth year.

This 42 percent rate includes the 12 percent in interest charged by the bank. In effect, 12 percent
in interest is going to the commercial bank, and 30 percent is going to the PMC. The PMC is not
referring to its charges as interest, but rather administrative charges. The entire amount of interest plus
administrative charge is collected by the bank. The bank then places 12 percent in its own account and
credits the PMC account for 30 percent.

The average loan size will have to be at least $600 to have the project break even in any given
year based on a 42 percent interest rate. This is clear from Table 1. If a smaller average loan size is
used, for example $300, the required break-even interest rate increases dramatically to 67 percent, also
shown in Table 1.

It should also be noted that the average loan size should increase over time, not just because of
inflation but because of the logical evolution of individual businesses. From experience in lending
programs to small businesses throughout the world, there is a gradual increase in loan amounts to the
same business over time. This is because the business is growing and demanding morecapitah Ttlinsist
on holding the loan size to some small amount like $300 would mean the program would quickly become
of little interest to these growing enterprises. The owners would leave the program, and the program
would lose its most valuable asset - good borrowers. .

The recommendation made by the team is to assume that some percentage of the loan portfolio
will remain smaIl loans, especially because new borrowers should have small initial loans until the PMC
develops a history of that borrower. In the simulations (Tables 3 and 4), it is assumed that 50 percent
of the loans will remain at $300 (in constant dollars).

•
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Number of LoaDS per Officer

Another variable over which the PMC has some control is the number of loans per loan officer.
This is a critical number. If the number is too high, the loan officer cannot do the job, and bad debt will
increase. If it is too low, there will be a low amount of 'portfolio per loan officer, and therefore a low
revenue base that will hurt profitability.

. The recommended base for this project, seen in Table 4-A, assumes a ratio of 200 loans per loan
officer. The extent of the burden in carrying out this workload depends on !he location of the businesses.
If businesses are located primarily in the medina near one another, then loan officers should be able to
handle this number.

In other countries, loan officers have handled up to 400 loans per loan officer (for example, in
Indonesia). It is suggested that the Implementation Team carefully examine the feasibility of increasing
the number of loans per loan officer over time to 300. If this is done, then loan officers will probably
need motorbikes. This scenario is presented in Table 4-C.

The simulations ofprofitability (Tables 3 and 4) demonstrate that as loan size gradually increases
over time, the units become extremely profitable at a constant interest rate. The tables demonstrate an
increasing average loan size to $900 by Year 8. This is considered entirely feasible, for reaC!ons noted
earlier, because some portion of businesses are going to grow over time, not because of inflation, but
because of evolutionary growth. The PMC has to keep these businesses as customers to become a
successful microfinance unit.

Project Finance

The tables in this section demonstrate that $75,000 is necessary to operate a single PMC. The
Administrative section notes that it is preferable to limit the PMCs to 5 loan officers, who should be able
to serve 1,000 borrowers or 200 per loan officer, on average. After this-number ofborrowers is reached,
it is preferable to start a new PMC. This will help keep the microfmance institutions close to their
borrowers' businesses, and avoid the need to develop more complicated management structures for larger
units. Other country experience strongly suggests that smaller units, with simpler management
requirements, work better. The MFP will need 6 PMCs to reach USAIDlMorocco's target of 6,000
borrowers, which will require a total capitalization of $450,000.

The collateral fund capital requirements are presented in Table 4(a). Each PMC would require
$300,000 for $1:$1 coverage of loans outstanding during its first four years of operation. Six PMCs will
require $1,800,000 for this period. USAID should get participating banks to commit to reducing the
coverage of the collateral fund to 2S percent or less of outstanding loans as soon as possible, or 4: 1
leverage. Under no circumstances should the banks be allowed to hold these funds for more than 4 years
withoutleYeragjng~ ...

The agreement with the banks should require specific reductions in collateral fund coverage once
the project meets predefined portfolio performance criteria. For example, it could be agreed that the r~\tio

of collateral to outstanding loans should decline to 1:2 after 2 years of less than 5 percent delinquency,
1:3 after 3 years at this performance, and 1:4 after 4 years. Alternatively, collateral coverage could be
tied to profitability levels (1:2 after 5 percent operating profit, 1:3 at 10 percent, and so forth).

"~' 1 ., "., •••• '
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•

The Implementation Team should include an expert project manager and two financial assistance
specialists, plus office support staff.

DESCRlPI'ION OF THE TABLES

General Description

Only the loan size and the number of loans per loan officer are allowed to vary within any single
simulation in the tables. All other figures are assumed ,fixed. The models are in constant dollars so there
is no inflation adjustment. The return on equity is set at 20 percent, which ensures that the current return
is well above the current Moroccan inflation rate.

Labor. cost structures are assumed fixed. There is no adjustment for increased salaries because
this will no::: have a major effect on the model. The labor structure for each unit is estimated to cost
$36,000 per year. This structure is as follows:

• One manager at $SOO/month;
• Five loan officers at $SOO/month each;
• One accountant at $2S0/month;
• One Secretary at $200/month;
• One Errand boy at $IS0/month; and
• Fringe benefits on salaries at approximately 15 percent of salary.

It is assumed that there is no addition of employees. The model carefully holds the number of
loans to the maximum, given the five loan officers. Since the loan officer is the critical person at the
PMC, this is a logical assumption. The PMC also has general bookkeeping functions, but these are all
related to the number of loans outstanding and this remains constant (after reaching the maximum number
of loans per loan officer).

The operational costs are also assumed fixed and are estimated at $12,000 per year; they consists
of building rental ($SOO/month); telephone ($1SO/mo); electricity ($I00/month); insurance and other
services ($150/month); and office supplies ($I00/month).

Transportation costs are estimated at $200/month. If the project decides to buy motorbikes, this
will increase the cost both of equipment and of transportation, since there would also have to be a budget
for gasoline and repair. Tables 3-D, 3-E, 4-B, and 4-C assume this additional equipment cost and
transportation/repair cost.

The total equipment budget is estimated at $25,200, which includes very bMic. furniture. four
computers, tWo printers, two· tYPewriters, one fax machine, one telephone, software, and other
miscellaneous items. For simplicity, these items are depreciated on a straight line method over 36
months. In Tables 3-D, 3-E, 4-B, and 4-C, the equipment budget increases to $42,480 to enable
purchase of six motorbikes.
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Description of Individual Tables

Table 1 demonstrates the effect of differing l('lan sizes on the interest rate, assuming 200 loans
per loan officer. This demonstrates the significant effect that loan ,size ~ :.'5 on the level of interest
required at the break-even point (including a return to equity). The recol11ll'~~nded interest rate for this
project, 42 percent, demonstrates that the average loan size must be $600.

Table 2 demonstrates the effect of changing the number of loans per loan of.ticer on the interest
rate. This project has assumed a minimum of 200 loans per loan officer. However, Table 2
demonstrates that the interest rate could be dropped by 5 percent if the loan officers could handle 250
loans (all other factors stayiJl.~ constant).

Table 3-A analyzes one unit over eight years assuming 36 percent interest rate; loans p'~r loan
officer stabilize at 200 in the second year; the loan size distri"ution allows for 50 percent of the loans
to increase in size, such that by Year 8 the average loan size reaches $900 (in constant dollars); and an
expense for loan loss reserve of 3 percent. This scenario reaches break-even by Year 4, but a positive
IRR is not achieved until the seventh year.

Table 3-B is the same as Table 3-8, but the loan loss reserve is increased to 5 percent. In this
scenario, the PMC reaches break-even by Year 5, but does not achieve a positive IRR within the first
eight years. It is recommended that this project, because of the uncertaintie&, allow for a loan loss ratio
of 5 pctccnt, at a minimum.

Table 3-C is the same as Table 3-A, but the loan loss reserve is increased to 10 percent. In this
scenario, the PMC reaches break-even in Year 8, but is still far from attaining a positive IRR.

Table 3-D is the same as Table 3-8, only $17,280 is added to the equipment budget to purchase
six motorbikes for the manager and loan officers. In addition, the transportation allowance is increased
to $500 per month (in this scenario, it is called the "Transportat ion/repair" allowance). In this scenario,
the PMC breaks even in the sixth year, but cannot achbve a positive IRR after eight years.

Table 3-E is the same as Table 3-D, but the number of loans per loan officer is increased to 300
over time. The assumption is that possibly with the motorbikes, the loan officers can handle more
accounts. In this scenario, the PMC breaks even in Year 4, and a positive IRR is achieved in Year 7.

None of the scenarios in the series of Table 3 generate an IRR that would be acceptable to a
business. Therefore, the series of Table 4 is described below.

Table 4-A is the same as Table 3-B, except that the interest rate has been increased to 42 percent.
In this scenario, the PMC breaks even in the third year, and a positive IRR is achieved in the fifth year.
The IRR reaches 18.6 percent in the sixth year.

Table 4-B is the same as Table 4-A, except that $17, 280 is added to the equipment budget to
purchase six motorbikes for the manager and each loan officer. The transportation/repair budget is
increased to $SOO/month. In this scenario, the PMC breaks even in the fourth year, and a positive IRR
is achieved in the sixth year.
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Table 4-C is the same as Table 4-8, except that the number of loans per loan officer is increased
to 300 over time. In this scenario, the PMC breaks even in the third year, and an IRR of 23 percent is
achieved in the fifth year.



TABLE 1
EFFECT OF DIFFERING LOAN SIZES ON INTEREST RATE

BASE DATA (ASSUItE 200 LOANS PeR LOAN OfFICER)

EQUiTY INVESTMENT $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $75,000 $15,000 $75,000 $75,000 $15,000
EST&CATED NO.!..OAN OFFICERS 5 5 5 5 5 5 5 5 5 5 5
MAXM N L0N4S PeR LW.N OFfICER 200 200 200 200 200 200 200 200 200 200 200
MAXMNLOANSOUTST~ $1,000 $1.000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1.000
ESTNATEO LOAN SIZE PER CUENT $300 $400 $500 $600 $100 $800 $900 $1,000 $1,100 $1,200 $1,300
ESDMTED lNDMDtIAL LOAN QUTSTAHDfNG $150 $200 $250 $300 $350 $400 $450 $500 $550 S600 $650
ESTNATEO AVG.TOTAL LOANS OUTSTANDING $150,000 $200,000 $250,000 $300,000 $350,000 $400,000 $450,000 $500,000 $550,000 $600,000 $650,000- rna I . r ___--== ..----------~------- ___. ____

INCOIoE
YEARLYlNCOME FROM INTEREST ON LOANS $100,500 $109,000 $117.soo $126,000 $134.soo $143,000 $151.soo $160.000 $168.soo $1n.ooo $185.soo
ASStAED INTEREST RATE 61% 55.. 47.. 42'16 38.. 36% 34% 32% 31% 30% 29%-- =---zc=a -======_____

INTERESTEXP~e
12% 12% 12% 12%BANK INTEREST CHARGES TO eoRROWER (%) 12.. 12% 12% 12% 12" 12% 12%

BANK TOTAL CHARGES $18.000 $24,000 $30,000 $36,000 $42,000 $48,000 $54,000 $60,000 $66,000 $72,000 $18,000
..- ~~z:===a'-== en- =====:::::::::=

ADMIH.EXPeNSES OF NEW PROFITCENTERS
lABOR COST (SALARIES.FR~. COINSSIONS) $36.000 $36.000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.RENT~UTIL,SUPPLY) $12,000 $12,000 $12,000 $12,000 $12,1100 $12,000 $12,000 $12,000 $12,000 .12,000 $12,000
TRANSPORTATION ($200&t0) $2,400 $2.400 $2,400 $2,400 S2,4OO $2,400 $2,400 $2,400 $2,400 $2,400 $2,400
MSCeUN4EOUS ($10GM0) $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200

DePREe.Of EQUIP. ($25,200 :~MOS X 12 MOS) $8.400 18.400 $8,400 $8.100 $8.400 $8.400 $8,400 $8.400 $8,400 $8,400 $8,400

EXPENSE-LOAN LOSS RESERVe (5% X Ioana ouIs.) $l.soo $10.000 $12,500 $15,000 $11,500 $20,000 $22,500 $25,000 $21,500 $30,000 $32.500
-=-aT ; ---en = = =

TOTAL INCOME $100.soo $109.000 $111.500 $126,000 $134.soo $143,000 $151.500 $160,000 $168,500 $177,000 $185,500
TOTAL EXPeNSES $67,500 $10,000 $12,500 $75,000 $77,500 $80,000 $82,500 $85,000 $81,500 $90,000 $92,5O!J- == - ======--== - - -========== =- ==

RETURN ON EQUITY (%) 20'1f0 20% 20'1f0 20% 20% 20'1f0 20'1f0 20% 20% 20'1f0 1'"""
RETURN ON EQUITY ($) $15.000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 '".5,000..... -- -- a===:· :: - --- -

TOTAL PROfITIlOSS 0 0 0 0 0 0 0 0 0 0 0
-=== = == ==~=====-== ::::::::::;=



BASE DATA

TABLE 2
EFFECT OF CHANGING THE NUMBER OF. LOANS PER LOAN OFFICER
ON THE INTEREST RATE

(ASSUME AVG LOAN SIZE OF $600)

EQUITY INVESTMENT $75,000 $75,000 $75,000 $75,OOll $75.000 $75,000
ESTIMATED NO. LOAN OFFICERS 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 150 200 250 300 350
MAXIMUM NO. OF LOANS C!)UTSTANDING 500 750 1000 1250 1500 1750
ESTIMATED AVG.LOAN SI2iE PER CLIENT $600 $600 $600 $600 $600 $600
ESTIMATED INDIVIDUAL LOAN OUTSTANDING $300 $300 $300 $300 $300 $300
ESTIMATED AV'3.TOTAL U~ANSOUTSTANDING $150,000 $225,000 $300,000 $375,000 $450,000 $525,000

====================~===================================================----==========================--====
INCOME

YEARLY INCOME FROM INTEREST ON LOANS $100,500 $113,250 $126,000 $138,750 $151,500 $164,250
ASSUMED INTEREST RATE 67% 50% 42% 37% 34% 31%
==========================--== ============ =====--=== ========= =-======== ====--==

INTERESTIEXPENSE
BANK INTEREST CHARGE~TO BORROWER (%) 12% 12% 12% 12% 12% 12%
BANK TOTAL CHARGES $18,000 $27,000 $36,000 $45,000 $54,000 $63,000
---- ---- - -- -- - -- - ======--=

ADMIN.EXPENSES OF NEW PROFIT CENTERS
LABOR COST (SAlARIES, IfRINGE, COMMISSIONS) $36,000 $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.I~ENTAL,UTIL,SUPPLY) $12,000 $12,000 $12,000 $12,000 $12,000 $12.000
TRANSPORTATION ($200JP40) $2,400 $2,400 $2,400 $2,400 $2.400 $2,400
MISCELLANEOUS ($100JMO) $1,200 $1,200 $1,200 $1,200 $1.200 $1,200

DEPREe.OF EQUIP. ($25,2QO : 36 MOS X 12 MOS) $8,400 $8,400 $8,400. $8,400 $8,400 $8,400

$75,000
5

400
2000
$600
$300

$600,000

$177,000
30%

12%
$72,000

$36,000
$12,000

$2,400
$1,200

$8,400

$30,000EXPENSE-LOAN LOSS RESERVE (5% x loans outs.) $7,500 $11,250 $15,000 $18,750 $22,500 $26,250
======================================= =========== ======== ============ ======--==========--========
TOTAL INCOME
TOTAL EXPENSES

$100,500
$67,500

$113,250
$71,250

$126,000
$75,000

$138,750
$78,750

$151,500
$82,500

$164,250
$86,250

$177,000
$90,000

====--====:=--==========--=====--============--=====---

==================================== ============ =========== ============= ====================== =========

RETURN ON EQUITY ~%)

RETURN ON EQUITY ($)

TOTAL PROFITILOSS

20%
$15,000

o

20%
$15,000

o

20%
$15,000

o

20%
$15,000

o

20%
$15,000

o

20%
$15,000

o

20%
$15,000

o
============--=====:============= ======--=== ==--==--===--= ========== ==;-====



TABLE3-A
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT CENTER- MOROCCO MFP

intelest 36% •
loans per loan officer: 1~ year one" 200 second and s'lCceeding years
loan size: 5m6 of Ioan6 stable at $300

25% of loans start at $400 and increase $1001yr.
25% of lclan~ start at $500 and increase $2OOIyr.

loan loss reseMJ =3%

YEAR YEAR YEAR YEAR YEAR YEAR YEAR
BASE DATA 1 2 3 4 5 6 7

EQUITY INVESTMENT $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000
ESTIMATED NO. LOAN OFFICERS 5 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 200 200 200 200 200 200
MAXIMUM LOANS OUTSTANDING (NO.) 500 1000 1000 1000 1000 1000 1000
ESTIMATED LOAN SIZE PE~ CLIENT (5m6) $300 $300 $300 $300 $300 $300 $300
ESTIMATED LOAN SIZE PE~ CLIENT (25%) $400 $500 $600 $700 $800 $900 $1,000
ESTIMATED LOAN SIZE PER CUENT (25%) $500 $700 $900 $1,.100 $1,300 $1,500 $1,700
AVERAGE LOAN SIZE $375 $450 $525 $600 $675 $750 $825
ESTIMATED INDMDUAlLO~ OUTSTANDING $188 $225 $263 $300 $336 $375 $413
ESTIMATED AVG.TOTAlLOANS OUTSTANDING $93,750 $225,000 $262,500 $300,000 $337,500 $375,000 $412,500
=========== ====== =======--= ======== ========= ========= ======--=== =======--= ==--======

YEAR
8

$75,"

1
~

$
$

$45(J

12.0%
$54,000

INCOME
YEARLY INCOME FROM INTi=REST ON LOANS $33,750 $81,000 $94,500 $108,000 $121,500 $135,000 $148,500 $162,000
ASSUMED INTEREST RATE 36% 36% 36% 36% 36% 36% 36% 36% N

=========== ======= ;:======== ============ ============ =========== ========== ====== =====--===== ===== - ~
INTEREST EXPENSE

BANK INTEREST CHARGES TO BORROWER 12.0% 12.0% 12.0% 12.0% 12.0% 12.0% 12.0%
BANK TOTAl CHARGES ($) $11,250 $27,000 $31,500 $36,000 $40,500 $45,000 $49,500
=============== ;:======= ======= =========== ============ ============== =========== ========= ======== ====== ==-====

ADMIN.EXPENSES OF NEW PROFIT CENTERS
lABOR COST (5A1.ARIES, F$INGE, COMMISSIONS) $36,000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.R~NTAL, UTIL,SUPPLY) $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $12,000
TRANSPORTATION ($2QOIMO) $2,400 $2,400 $2,400 $2,400 $2,400 . $2,400 $2,400
MISCELLANEOUS ($1001MO) $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200

DEPREC.OF EQUIP. ($25,200 : 36 MOS x 12 MOS) $8,400 $8,400 $8,400 $8,400 $8,400 $8,400 $8,400

$36,
$12,
$2,
$1,

$8,

$13,500EXPENSE-LOAN LOSS RESERVE (3% x loans outs.) $2,813 $6,750 $7,875 $9,000 $10,125 $11,250 $12,375
= ====================== =========== ============ ============== =========== ========== ========== ======--== =====

$34,50

46.M
9.3'

35.5%
0.5%

25.0%
-13.1%

14.5%
-34.9%

4.0%-6.5%-17.0%-53.8%ANNUAl RETURN ON EQUITY
IRR

ANNUAl PROFITIlOSS ($40,313) ($12,750) ($4,875) $3,000 $10,875 $18,750 $26,625
============= ========= ========= ============= ============ ============ ============ ========= ========= =========== =-====



.. ~lIIi

interest 36% .
loans per loan officer. 10q year one.. 200 second and succeeding years
loan size: soon of Ioanslstable at $300

25% of loans .start at $400 and increase $1001yr.
25% of loans [start at $500 and increase $2OOJyr.

loan loss r8SElfV8 =5'"

TABLE 3-B
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT GENTER- MOROCCO MFP
I[SAME AS TABLE 3-A, BUT INCREASE LOAN LOSS RESERVE TO 5~)

YEAR YEAR YEAR YEAR YEAR YEAR YEAR YEAR
BASE DATA 1 2 3 4 5 6 7 8

EQUITY INVESTMENT $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000
ESTIMATED NO. LOAN OFFICERS 5 5 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 200 200 200 200 200 200 200
MAXIMUM LOANS OUTSTAN~ING (NO.) 500 1000. 1000 1000 1000 1000 1000 1000
ESTIMATED LOAN SIZE PER: CLIENT (50%) $300 $300 $300 $300 $300 $300 $300 $300
ESTIMATED LOAN SIZE PER: CLIENT (25%) $400 $500 $600 $700 $800 $900 $1,000 $1,100
ESTIMATED LOAN SIZE PER! CLIENT (25%) $500 $700 $900 $1,100 $1,300 $1.500 $1,700 $1,900
AVERAGE LOAN SIZE $375 $450 $525 $600 $675 $750 $825 $900
ESTIMATED INDMDUAL LOAN OUTSTANDING $188 $225 $263 $300 $338 $375 $413 $450
ESTIMATED AVG.TOTAL LOANS OUTSTANDING $93,750 $225,000 5262,sre 5300,000 $337,500 $375,000 $412,500 $450,000
===--===:=.-===========--====--- ------- .========= ======== ========= ======= ==--====== ====

INCOME
YEARLY INCOME FROM INTEREST ON LOANS
ASSUMED INTEREST RATE

$33,750
36~

$81,000
36%

$94,500
36OJ.

$108,000
36%

$121,500
36~

$135,000
36~

$148,500
36~

$162,000
36%

===-== - = - ===--== ======--======== ========= ========= ======== ======== ========== =====

120%
$54,000

120~

$45,000
12.0~

$40,500
12.0~

$36,000
120%

$49,500
-; ======--= ====== ====== =- ----

12.0%
$31,500

12.0%
$27,000

12.0%
$11,250

-=== ===============--==-

INTEREST EXPENSE
BANK INTEREST CHARGES TO BORROWER
BANK TOTAL CHARGES ($)
========-r---

=-- -- - --= - -

ADMIN.EXPENSES OF NEW PROFIT CENTERS
LABOR COST (SALARIES, FRINGE, COMMISSIONS) $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.R~TAL, UTlL,SUPPLy) $12,000 $12,000 $12,000 $12,000 $12,000
TRANSPORTATION (52OO1M0) $2,400 $2,400 $2,400 $2,400 $2,400
MISCElLANEOUS ($1001MO) $1,200 $1,200 $1,200 $1,200 $1,200

DEPREC.OF EQUIP. ($25,200: 36 MOS x 12 MOS) $8,400 $8,400 $8,400 $8,400 $8,400

EXPENSE-lOAN LOSS RESERVE (5% X \oansouts.) $4,688 $11,250 $13,125 $15,000 $16,875
=========== ======== ======== ======= ======= ====== =======--== ====--=== =====--== =

$36,000
$12,000
$2,400
$1,200

$8,400

$18,750

$36,000 $36,000
$12,000 $12,000
$2,400 $2,400
$1,200 .$1,200

$8,400 $8,400

$20,625 $22,500

ANNUALPROFITILOSS ($42,168) ($17,250) ($10,125) ($3,000) $4,125 $11,250 $18,375 $25,500
=============== =======---== ========--========== ========== ----------:-- ========== ======== ======
ANNUAL RETURN ON EaUITY
IRR

-56.3% -23.0% -13.5% -4.0% 5.5% 15.0%
-324%

24.5%
-14.9%

34.0%
-3.6%



TABLE3-C
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT CENTER- MOROCCO MFP
(SAME AS TABLE 3-A, BUT INCREASE LOAN LOSS RESERVE'TO 10%)

interest 36%
loans per loan officer: 1~ year one.. 200 second and succeeding years
loan size: 5016 of~ stable.at $300

25% of~ start at $400 and increase $1001yr.
25% of Ioan8 start at $500 and increase $2OOIyr.

loan Joss resetV8 = 10%

BASE DATA
YEAR

1
YEAR

2
YEAR

3
YEAR

4
YEAR

5
YEAR

6
YEAR

7
YEAR

8

EQUITY INVESTMENT $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,
ESTIMATED NO. LOAN OFFICERS 5 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 200 200 200 200 200 200
MAXIMUM LOANS OUTST~OING(NO.) 500 1000 1000 1000 1000 1000 1000 1·
ESTIMATED LOAN SIZE PER CLIENT (50%) $300 $300 $300 . $300 $300 $300 $300 t
ESTIMATED LOAN SIZE PE~ CLIENT (25%) $400 $500 $600 $700 $800 $900 $1,000 $
ESTIMATED LOAN SIZE PER CLIENT (25%) $500 $700 $900 $1.100 $1.300 $1.500 $1,700 $
AVERAGE LOAN SIZE $375 $450 $525 $600 $675 $750 $825
ESTIMATED INDMDUAL LOAN OUTSTANDING $188 $225 $263 $300 $338 $375 $413
ESTIMATED AVG.TOTAL LOANS OUTSTANDING $93,750 $225,000 $262.500 $300.000 $337.500 $375.000 $412,500 u-
= - - ----== f'=== ==--======= =========== ========== ============== ============ ============ =========== ========= ==="'- .

INCOME
YEARLY INCOME FROM INTEREST ON LOANS $33,750 $81.000 $94.500 $108.000 $121.500 $135.000 $148.500 $162,000
ASSUMED INTEREST RATE 36% 36% 36% 36% 36% 36% 36% 36% N

================= ======= ======= ============= ============ =========== ============ ============ ========= 0\

INTEREST EXPENSE
BANK INTEREST CHARGES TO BORROWER
BANK TOTAL CHARGES ($)

12.0%
$11,250

12.0%
$27.000

12.0%
$31.500

120%
$36.000

12.0%
$40,500

12.0%
$45,000

12.0%
$49,500

120%
$54.000

======--=====--== =========== ============ ========= =========== =========== ========== ==========

ADMIN.EXPENSES OF NEW PROFIT CENTERS
LABOR COST (SALARIES. F~INGE, COMMISSIONS) $36,000 $36.000 $36.000 $36.000 $36,000 $36,000 $36,000 $36.OC
OPERATION COST (BLDG.RENTAL. UilL.SUPPLy) $12.000 $12,000 $12,000 $12.000 $12,000 $12,000 $12,000 $12.OC
TRANSPORTATION (52OO1M(!) $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2.4«
MISCELLANEOUS (51001MO) 51.200 $1.200 $1,200 $1.200 $1,200 $1.200 $1,200 $1.2C

-
DEPREC.OF EQUIP. ($25.200 : 36 MOS x12 MOS) $8,400 $8.400 $8.400 $8,400 $8,400 $8,400 $8,400 $8.

EXPENSE-LOAN LOSS RESERVE (10% x loans outs.) $9.375 $22,500 $26.250 $30.000 $33,750 $37,500 $41,250 $45.000
=====--================ ===--===--== =--====== ====--===== ======= ========== ========= ====== ========

ANNUAL PROFITILOSS ($46.875) ($28,500) ($23,250) ($18.000) ($12.750) ($7.500) ($2,250) $3.000
====-=============== ======== ========== ========== ============ ============ ============ ============ =========

ANNUAL RETURN ON EQUITY
IRR

-62.5% -38.0% -31.0% -24.0% -17.0% -100% -3.0% 4.0%
-63.6%



TABLE 3-D
PROFITABILITY PROJECTIONIS FOR EACH I IICROFINIANICE I ROFIT CI ~EIR-I :OIROCCO I ~

(SAME AS TABLE 3-B, BUT ADD $17,280 TO EQUIPMENT BUDGET TO
PURCHASE 6 MOTORBIKES FOR THE MANAGER AND LOAN OFFICERS
AND ALSO INCREASE THE TRANSPORTATIONIREPAJR BUDGET)

interest 36%
loans per loan officer: 11lq year one.. 200 second and succeeding years
loan size: 5016 of IoaIW stalJ(e at $300

25% of~ start at $400 and increase $1001yr.
25% of Joan$ start at $500 and increase $2OOIyr.

loan loss r8S8fV8 =5%

YEAR YEAR YEAR YEAR YEAR YEAR . YEAR YEAR
BASE DATA 1 2 3 4 5 6 7 8

EQUITY INVESTMENT $75,000 $75,000 . $75,000 $75,000 $75,000 $75,000 $75,000 $75,
ESTIMATED NO. LOAN OFFICERS 5 5 5 5 5 5 5
MAXIMUM LOANS PER LO~ OFFiCER 100 200 200 200 2CO 200 200
MAXIMUM LOANS OUTSTANplNG (NO.) 500 1000 1000 1000 1000 1000 1000 1
ESTIMATED LOAN SIZE PER CUENT (50%) $300 $300 $300 $300 $300 $300 $300 4:

ESTIMATED LOAN SIZE PER CUENT (25"') $400 $500 $600 $700 $800 $900 $1,000 $
ESTIMATED LOAN SIZE PER CUENT (25%) $500 $700 $900 $1,100 $1,300 $1,500 $1,700 $
AVERAGE LOAN SIZE $375 $450 $525 $600 $675 $750 $825
ESTIMAtED INDMDUAL LOAN OUTSTANDING $188 $225 $263 $300 $338 $375 $413 :
ESTIMATED AVG.TOTAL LOANS OUTSTANDING $93,750 $225,000 $262,500 $300,000 $337,500 $375,000 $412,500 $45(]

--=========== ======= ======= =========== ============ ============ =========== =====--====

======--=--=============--==== ======== ========= ============ ========== =====--==== =========--== ======= -

INCOME
YEARLY INCOME FROM INTEREST ON LOANS
ASSUMED INTEREST RATE

INTEREST EXPENSE
BANK INTEREST CHARGES TO BORROWER
BANK TOTAL CHARGES ($) 1

$33,750
36%

12.0%
$11,250

$81,000
36%

12.0%
$27,000

$94,500

36'"

12.0'"
$31,500

$108,000

36'"

12.0'"
$36,000

$121,500
36%

12.0%
$40,500

$135,000
36%

12.0'"
$45,000

$148,500
36%

12.0'"
$49,500

$162,000

36'"
_:====

12.0%
$54,000

======--============ ======= ========= ======= ========== =======--======

ADMIN.EXPENSES OF r,tEW PROFIT CENTERS
LABOR COST (SALARIES, F~INGE, COMMISSIONS) $36,000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.RENTAL, UTll,SUPPLY) $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $12,000
TRANSPORTATIONJREPAJR ($5OOIMO) $6,000 $6,000 $6,000 $6,000 $6,000 $6,000 $6,000
MISCELLANEOUS ($1001MO) $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200

DEPREC.OF EQUIP. ($42,480:36 MOS X 12 MOS) $14,160 $14,160 $14,160 $14,160 $14,160 $14,160 $14,160

EXPENSE-LOAN LOSS RESERVE (5% x loans outs.) $4,688 $11,250 $13,125 $15,000 $16,875 $18,750 $20,625
=========== ============= ======--= ============ ========== ============= ========== ========== --- -- - =--===--==

$36,'- -­
$12,

$6,
$1,

$14,.
$22,500
--

ANNUAL PROFITILOSS ($51,548) ($26,610) ($19,485) ($12,360) ($5,235) $1,890 $16,140
==============--=== ======--=== ========== =========== ============ ============ ============ ============ --_-.....-.-
ANNUAL RETURN ON EQUITY
IRR

-68.7% -35.5% -26.0% -16.5% -7.0% 2.5% 12.0%
-42.0%

21.5%
-24.0%



TABLE 3-E
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT CENTER- MOROCCO MFP

(SAME AS TABLE 3-D BUT INCREASE THE NUMBER OF LOANS PER LOAN OFFICER TO 300 OVER TIME)
merest 36~

loans per loan officer: 1pcJ year one" 200 secaod , 250 third, 300 succeeding years.
loan size: 50% of IoaIIs stable at $300

25% of~ start at $400 and increase $1001yr.
25% of IoaIIs start at $500 and increase $2OOIyr.

loan loss reserve = 5%

BASE DATA

EQUITY INVESTMENT
ESTIMATED NO. LOAN OFFICERS
MAXIMUM LOANS PER LOAN OFFICER
MAXIMUM LOANS OUTSTANDING (NO.)
ESTIMATED LOAN SIZE PER CLIENT (50%)
ESTIMATED LOAN SIZE PER CLIENT (25%)
ESTIMATED LOAN SIZE P~R CLIENT (25%)
AVERAGE LOAN SIZE
ESTIMATED INDMDUAlLOAN OUTSTANDING
ESTIMATED AVG.TOTAlLOANS OUTSTANDING

INCOME
YEARLY INCOME FROM INTEREST ON LOANS
ASSUMED INTEREST RATE
==--=======:---

YEAR YEAR YEAR YEAR YEAR YEAR YEAR yE
1 2 3 4 5 6 7

$75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,
5 5 5 5 5 5 5

100 200 250 300 300 300 300
500 1000 1250 1500 1500 1500 1500 1

$300 $300 $300 $300 $300 $300 $300 4:

$400 $500 $600 $700 $800 $900 $1,000 $
$500 $700 $900 $1,100 $1.300 $1,500 $1,700 $
$375 $450 $525 $600 $675 $750 $825
$188 $225 $263 $300 $338 $375 $413

$93.750 $225,000 $328.125 $450,000 $506,250 $562,500 $61B,750 c:~--

---- =========== ========== ============ =========== ============ =========== ======== ===-

$33,750 $81,000 $118,125 $162,000 $182,250 $202,500 $222,750 $243,000
36% 36% 36% 36% 36% 36% 36% 36% N

__~ ======= ======== =========== =--======= =========== =========== ======= ======= 00
INTEREST EXPENSE

BANK INTEREST CHARGES,TO BORROWER
BANK TOTAl CHARGES ($)

12.0%
$11,250

12.0%
$27,000

12.0%
$39,375

12.0%
$54,000

12.0%
$60,750

12.0%
$67,500

12.0%
$74,250

12.0%
$81,000

- -- -- --- ----------- --- - ---- -------- ======== ========= ========= ====

ADMIN.EXPENSES OF'NEW PROFIT CENTERS
lABOR COST (SALARIES, FRINGE, COMMISSIONS) $36,000 $36,000 $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.RENTAl. UTlL,SUPPlY) $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $12,000
TRANSPORTATION /REPAI~ ($5OOIMO) $6,000 $6,000 $6,000 $6,000 $6,000 $6,000 $6,000
MISCELLANEOUS ($1001MQ) $1,200 $1,200 $1,200 $1,200 $1.200 $1,200 $1,200

DEPREC.OF EQUIP. ($42,48> : 36 MOS x12 MOS) $14,160 $14,160 $14,160 $14,160 $14,160 $14,160 $14,160

EXPENSE-LOAN LOSS RESERVE (5% x loans outs.) $4,688 $11.250 $16,406 $22,500 $25,313 $28,125 $30,938
=========== =================== ======= =====--=== ====--==== ======== ======== ====== =====---== ----

$36,
$12.

$6,
$1,

$14.

$33,750

ANNUALPROFITILOSS ($51.548) ($26,610) ($7,016) $16.140 $26,828 $37,515 $48,203 $58,890
-= =========== ========== ======== ============== =========== ============ ============ =========== =====--===--=

ANNUAL RETURN ON EQUITY
IRR

-68.7% -35.5% -9.4% 21.5%
-50.6%

35.8%
-19.7%

50.0%
-1.5%

64.3%
9.8%

78.5%
17.2%



......

interest 420JI
loans per loan officer: 100 year 008" 200 second and SlICC8eding years
loan size: 5Qq(i of Ioan~ stable at $300

25% of~ start at $400 and increase $1001yr.
250Aa of loan,. start at $500 and increase $2OOIyr.

loan loss resafW =5%

I

TABLE4-A
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT CENTER- MOROCCO MFP
~:SAMEAS TABLE 3-B, BUT INCREASE INTEREST RATE TO 42%)

YEAR YEAR YEAR YEAR YEAR YEAR YEAR YEAR
BASEIJATA 1 2 3 4 5 6 7 8

EQUITY INVESTMENT $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,000 $75,
ESTIMATED NO. LO~ OFFICERS 5 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 200 200 200 200 200 200
MAXIMUM LOANS OUTSTANDING (NO.) 500 1000 1000 1000 1000 1000 1000 1
ESTIMATED LOAN SIZE PER CLIENT (50%) $300 $300 $300 $300 $300 $300 $300 ~

ESTIMATED LOAN SIZE PE~ CLIENT (250Aa) $400 $500 $600 $700 $800 $900 $1,000 $
ESTIMATED LOAN SIZE PER CLIENT (25%) $500 $700 $900 $1,100 $1,300 $1,500 $1,700 $
AVERAGE LOAN SIZE $375 $450 $525 $600 $675 $750 $825
ESTIMATED INDMDUALLO~OUTSTANDING $188 $225 $263 $300 $338 $375 $413
ESTIMATED AVG.TOTAL LOANS OUTSTANDING $93,750 $225,000 $262,500 $300,000 $337,500 $375,000 $412,500 $45(]
======== ====--== ================= ==- - =======--=== - - ====--====

INCOME
YEARLY INCOME FROM INTFREST ON LOANS $39,375 $94,500 $110,250 $126,000 ~141,750 $157,500 $173,250 $189.000
ASSUMED INTEREST RATE 42% 42% 42% 42% 42% 42% 42% 42% t
============ ======= ========= ======== ========== =========== ============ ====--== ========== \

INTEREST EXPENSE
BANK INTEREST CHARGES rro BORROWER 12.0'l6 12.0'l6 • 12.0% 12.0% 12.0% 12.0% 12.0% 12.0%
BANK TOTAL CHARGES ($) $11,250 $27.000 $31,500 $36,000 $40,500 $45,000 $49,500 $54,000
=========--= ======== ======= ========== ============ =========== ============= =========== ======= ====== -

ADMIN.EXPENSES OF NEW PROFIT CENTERS
LABOR COST (SALARIES. FRINGE. COMMiSSiONS) $36,000 $36,000 $36,000 $36,000 $25,000 $36,000 $36,000
OPERATION COST (BLDG.R~NTAL,UTIL,SUPPLy) $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $12,000
TRANSPORTATION ($2OOIMO) $2,400 $2,400 $2,400 $2,400 $2,400 $2,400 $2,400
MISCELlANEOUS ($1OO1MO) $1,200 $1,200 $1,200 $1,200 $1,200 $1,200 $1,200

DEPREC.OF EQUIP. ($25,2OQ : 36 MOS x 12 MOS) $8,400 $8,400 $8,400 $8,400 $8,400 $8,400 $8,400

EXPENSE-LOAN LOSS RESERVE (5% x loans out5.) $4,688 $11,250 $13,125 $15,000 $16,875 $18,750 $20,625
=========== ======== ========= ============ ========== ============ ============= =========== =========== ======= ===--===--=

$36,
$12,

$2,
$1,

$8,

m,500

============= ======== ======= ============= ========== ============ ============== ========== =========== =---======== ====
ANNUAL PROFITILOSS

ANNUAL RETURN ON EQUITY
IRR

($36,563)

-48.8%

($3,750)

-5.0%

$5,625

7.5% .

$15,000

20.0%
-22.4%

$24,375

32.5%
3.4%

$33,750

45.0%
18.6%

$43,125

57.5%
27.9%

$52,500
----

70.0%
33.7%



TABlE4-B
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT CENTER- MOROCCO MFP

(SAME AS TABLE 4-A, BUT ADD $17,280 TO EQUIPMENT BUDGET TO PURCHASE 6 MOTORBIKES
interest 4~ FOR THE MANAGER & EACH LOAN OFFICER. AlSO INCREASE TRANSPORTATION

REPAIR BUDGET TO $5OOIP.10NTH).
loans per loan officer: ~100 year one" 200 second and succeeding years
loan size: sew. of Iqms stable at $300

25YJ of kBns start at $400 and increase $1001yr.
25'" of Io!ms start at $500 and increase $2OOIyr.

loan loss resenre =5%

YEAR YEAR YEAR YEAR YEAR YEAR YEAR YEAR
BASE DATA 1 2 3 4 5 6 7 8

EQUITY INVESTMENT $75,000 $75.000 $75,000 $75,000 $75.000 $75,000 $75.000 $75.
ESTIMATED NO. LOAN OfFICERS 5 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 200 200 200 200 200 200
MAXIMUM LOANS OUTS'JIANDING (NO.) 500 1000 1000 1000 1000 1000 1000
ESTIMATED LOAN SIZE IfER CLIENT (50%) $300 $300 $300 $300 $300 $300 $300
ESTIMATED LOAN SIZE PER CLIENT (25"') $400 $500 $600 $700 $800 $900 $1.000 $
ESTIMATED LOAN SIZE PER CLIENT (25%) $500 $700 $900 $1,100 $1,300 $1.500 $1,700 $
AVERAGE LOAN SIZE $375 $450 $525 $600 $675 $750 $825
ESTIMATED INDMDUAL ,"OAN OUTSTANDING $188 $225 $263 $300 $338 $375 $413
ESTIMATED AVG.TOTAlL.OANS OUTSTANDING $93,750 $225,000 $262,500 $300.000 $337,500 $375,000 $412,500 U""

========== ====== ------ ------ ----== ======== - - - ========= ==--=--== ===--== =--- - ---
INCOME

YEARLY INCOME FROM INTEREST ON LOANS $39,375 $94.500 $110,250 $126,000 $141,750 $157,500 $173.250 $189,000 (
ASSUMED INTEREST RATE 42% 42% 42% 42'" 42% 42% 42% 42%
=========== ======== ======== ========== =========== ======= =========== ======.=== ===--=--= --- -

========= ========= =;:====== ============ ============ ============ ============= =========== =========--= ====--== -

INTEREST EXPENSE;
BANK INTEREST CHARG~STO BORROWER
BANK TOTAl CHARGES ($)

12.0'"
$11,250

12.0'!6
$27.000

12.0'!6
$31,500

12.0%
$36.000

12.0%
$40,500

12.00i6
$45,000

12.0%
$49,500

12.00i6
$54,000

-----------------

============= ======= ========= ============= ============ ============ ============== =========== ===--======

ADMIN.EXPENSES OF NEW PROFIT CENTERS
l..ABOR COST (SALARIES. FRINGE, COMMISSIONS) $36,000 $36,000 $36.000 $36.000 $36.000
OPERATION COST (BLDGlRENTAL, UTlL,SUPPLY) $12,000 $12.000 $12,000 $12.000 $12.000
TRANSPORTATlON($~O) $2,400 $2,400 $2,400 $2,400 $2.400
MISCELlANEOUS (51001M0) $1.200 $1,200 $1,200 $1,200 $1.200

DEPREe.OF EQUIP. ($42,~ : 36 MaS x12 MaS) $14,160 $14.160 $14,160 $14.160 $14.160

EXPENSE-lOAN LOSS RESERVE (5% x loans outs.) $4.688 $11,250 $13,125 $15,000 $16,875

ANNUAl PROFITILOSS ($42,323) ($9,510) ($135) $9,240 $18.615

$36,000 $36.000
512,000 $12,000

$2,400 $2,400
$1,200 $1,200

$14.160 $14,160

$18,750 $20,625
-

$27,990 $37,365

$36,
$12,

$2,
$1,

$14.

$22,500

$46,74
============= ========= ========= ============= ============ =========== ======== ====== ============ =====--=::::= ------
ANNUAL RETURN ON EQUITY
IRR

-56.4% -12.7% -0.2% 12.3% 24.8%
-16.4%

37.3%
1.8%

49.8%
13.1%

62.3~

20.



lrABI E4-e
PROFITABILITY PROJECTIONS FOR EACH MICROFINANCE PROFIT CENTER- MOROCCO MFP

(SAME AS TABLE 4-B BUT INCREASE THE NUMBER OF LOANS PER LOAN OFFICER TO 300 OVER TIME.
inwest 42% .
loans per loan officer: 100 year one.. 200 second , 250 thUd, 300 succeeding yeaIS.
loan size: sew. of Ioan$ stable at $300

25%of~ start at $400 and increase $1001yr.
25% of loanS start at $500 and increase $2OOIyr.

loan loss resatVe =~~ .

====--====== ======= ===--=== ========= =========== ======= ===--=--==== -- - - ===

============~=========== ============= =========== ======== ======== ========== ========= ==='---

YEAR YEAR YEAR YEAR YEAR '{EAR
BASE DATA 1 2 3 4 5 6

EQUITY INVESTMENT $75,000 $75,000 $75,000 $75,000 $75,000 $75,000
ESTIMATED NO. LOAN OFFI~ERS 5 5 5 5 5 5
MAXIMUM LOANS PER LOAN OFFICER 100 200 250 300 300 300
MAXIMUM LOANS OUTSTANDING (NO.) 500 1000 1250 1500 1500 1500
ESTIMATED LOAN SIZE PER CUENT (50%) $300 $300 $300 $300 $300 $300
ESTIMATED LOAN SIZE PER CLIENT (25%) $400 $500 $600 $700 $800 $900
ESTIMATED LOAN SIZE PER CLIENT (25%) $500 $700 $900 $1,100 $1,300 $1,500
AVERAGE LOAN SIZ~ $375 $450 $525 $600 $675 $750
ESTIMATED INDMDUAL LOAN OUTSTANDING $188 $225 $263 $300 $338 $375
ESTIMATED AVG.TOTAL LOANS OUTSTANDING $93,750 $225.000 $328.125 $450,000 $506,250 $562,500

INCOME
YEARLY INCOME FROM INTeREST ON LOANS
ASSUMED INTEREST RATE

INTEREST EXPENSE
BANK INTEREST CHARGES TO BORROWER
BANK TOTAL CHARGES ($)

$39,375
42%

12.0%
$11,250

$94,500
42%

12.0%
$27,000

$137,813
42%

12.0%
$39,375

$189,000
42%

12.0%
$54,000

$212,625
42%

12.0%
$60,750

$236,250
42%

12.0%
$67,500

YEAR YEAR
7 8

$75,000 $75,
5

300
1500 1
$300 $

$1,000 $1,
$1,700 $1,

$825 'C

$413
$618,750 $6T

-

$259.875 .$283,500
42% 42% ~

= ....
12.0% 12.0%

$74,250 $81.000
============= ========= ======== ===--========= ============ =========== ============= ======== ====--==== =--=--==== - - ====

$36,000 $36,---

$12,000 $12,
$6,000 $6,
$1,200 $1,

-
$14,160 $14, ___

$30,938 $33.750
--

$85,327 $99,390
=

113.8ll6 132.5% .
43.9ll6 48.5%

95.0ll6
36.3ll6

$71.265

76.3ll6
23.0%

$57.203

57.5ll6
-2.2%

$43,140

16.9%

$12,671

-17.5%

($13,110)

-61.2%

($45,923)

ADM/N.EXPENSES OF NEW PROFIT CENTERS
LABOR COST (SALARIES, FRINGE. COMMISSIONS) $36,000 $36,000 $36,000 $36,000 $36,000 $36,000
OPERATION COST (BLDG.RJ;NTAL, UTIL,SUPPLy) $12,000 $12,000 • $12,000 $12,000 $12,000 $12,000
TRANSPORTATION IREP..\IR ($5OOIMO) $6.000 $6.000 $6,000 $6.000 $6,000 $6,000
MISCElLANEOUS ($1OO1MO) $1,200 $1,200 $1,200 $1,200 $1,200 $1,200

DEPREC.OF EQUIP. ($42.4S0: 36 MOS x 12 MOS) $14.160 $14,160 $14,160 $14,160 $14.160 $14,160

EXPENSE-LOAN LOSS RESERVE (5ll6 x loans outs.) $4,688 $11,250 $16,406 $22,500 $25,313 $28,125

ANNUAL PROFIT/LOSS

ANNUAL RETURN ON EQUITY
IRR

============= ========= ======== ============= ========== ========= ============ ========--== ===== ======--== -====

============= ======== ======== ============= ============ =========== ============== ============ ====--======= ======== -
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SECTION FOUR

ECONOMIC ANALYSIS

Calculating the project's economic feasibility involves comparing the benefits to firms that use
its new financial services with the costs to USAID and Morocco of supporting project operations.

The project's economic benefits arise principally from increased revenue generated by firms that
obtain access to the new financial services. Whether through borrowing, or through being able to manage
their cash resources better by operating savings accounts, MFP clients should demonstrate higher gross
incomes. The USAID/Egypt program claims a 36 percent average increase in total sales by borrower
firms.' Using the Direction de la Statistique enterprise survey figure for 1988 of $1,600 average annual
income for nonstructured firms, this would mean an increase of $480 per borrower firm per year. 8 More
detailed information on borrower firm income in the project target area may be acquired through a
baseline survey (see Social Analysis section, below), and through the cashflow information collected by
loan officers as a part of initial client appraisal.

The project's economic costs consist primarily of USAID's outlays for the capitalization and
collateral funds for the PMCs. These funds are essential to initiate project operations. However, it is
unclear how much funding must be given at project outset to provide participating banks with enough
security and incentive to commit their own funds to the project. The more funds USAID must provide
during the project's early years, the greater the opportunity cost of this capital. The Financial Analysis
section provides data on how much capital is necessary to assure continuously positive cash flow in PMC
operations, and to maintain sufficient collateral to support lending at projected rates: This mayor may
not prove sufficient for the Moroccan banks.

The consultants have not estimated project technical assistance costs. These costs, too, will figure
in project cost-benefit calculations.

Some mock economic analyses arc presented below to demonstrate how USAID should analyze
the project's costs and benefits as and when more accurate data become available (see Tables 5-9 that
follow this section). The first analysis assumes that borrower firms can achieve the same income gains
as Egyptian firms under USAIC/Egypt's finance program. It also assumes that the capitalization and
collat.eral funds are funded in increments, based on the estimated requirements from the fmancial analysis.
The second assumes the same gains for borrower firms, but requires USAID to provide the life-of-project
funds for the collateral fund in the first year of the project. This entails the highest possible opportunity
cost for project funds. Under no circumstances should USAID be obliged to commit the capitalization
funds for the PMCs in advance of their actual capitalization requirements.

'See Linda Oldham et al., :Measuring Socioeconomic Impact of Credit on SMI: Assessment of the Monitoring
System Used by the Alexandria Businessmen's Associatipn, Egypt," GEMINI Technical Report No. 76, Bethesda,
Maryland, May 1994.

'Minist~re du Plan, Direction de la Statistique, Enquete Nationale sure les Entreprises Non Structurees
Localisees, 1988, p. 51. This figure is not necessarily a good measure of microenterprise income in the project
target area. New surveys should be undenaken, as recommended in the Social Analysis section, to obtain better

baseline data for firm income... P ge Dian'·
':)~ rious .a 1tf"
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In both cases the model uses a ballpark figure of $600,OOO/year for four years for technical
assistance services to the project. This figure is not the product of detailed project cost analysis, and
needs to be refined before a more accurate economic cost-benefit analysis can be prepared.

These mock analyses show a strong positive rate of return for the project, even when all USAID
collateral funds are injected during the first year. However, they are extremely sensitive to changes in
both income gain per borrower finn and clients per loan officer. For example, borrower firms must
generate a 17.5 percent gross revenue increase to ensure a positive rate of return in the case where
USAID collateral funds are committed at project outset.' If loan officers can achieve only an average
caseload of 100 clients, instead of the 200 projected, the project shows a negative rate of return over its
lifetime even if borrower firms increase their gross revenue by the projected 30 percent.

Given the sensitivity ofproject economic feasibility to benefits to borrower finns, USAID should
ensure that the MFP contains a monitoring and evaluation system that can track and quantify such benefits
on a periodic basis. At the same time, although loan officers can assist in the determination of baseline
income levels, the project should not seek to burden them with any subsequent data collection
responsibilities not required for the efficient performance of their duties. It is going to be tempting,
because of the proximity of loan officers to useful data, to tum them into impact monitors. This
temptation must be avoided at all costs. If loan procedures enable prompt re-payers to receive a
subsequent loan on a virtually no-questions-asked basis, then no income questions should be asked of
these borrowers when they come for subsequent loans. Instead, the consultants recommend that a local
market research finn be hired to carry out selective surveys, using the baseline group of finns, to assess
finn and household level impacts (income, employment, and so forth) Alternatively, the MFP could
create a separate Monitoring and Evaluation Unit, consisting of, at most, two social scientists, who could
carry out this task at all microfinance service sites.

The precise strategy for collecting this economic impact data should be developed as a part of the
baseline survey of project areas. Information on suitable direct and proxy measures of impact, obtained
from this survey, should be llsed to design the surveys for ongoing impact monitoring. The baseline
survey is described in more detail in the So~ia! Analysis section, which follows the tables below.



L _

BEST CAS

COSTS

LYSIS
:RPRISE FINANCE PROJECT

._, ..}, 30% BENEFIT
YEAR 1 2 3 4 £."

v

,I.

COlLATERAUEQUITY FUND

TECHNICAL ASSISTANCE

SUBTOTAL

BENEFITS

BORROWERS
INCREASED INCOME

SUBTOTAL

NET CASH FLOW

IRR

337500 750000 1237500 375000 225000

600000 600000 600000 600000

937500 1350000 1837500 975000 225000

480 PER BORROWER

500 2000 4500 6000 6000
240000 960000 2160000 2880000 2880000

240000 960000 2160000 2880000 2880000

-697500 -390000 322500 1905000 2655000

0.63



TA"lE 6

MOCK ECONOMIC ANALYSIS
MOROCCO MICROENTERPR!S~FINANCE PROJECT
BEST CASE- incremental funding, 30% BENEFIT, only 100 clientsRoan officer

YEAR 1 2 3 4 5

COSTS

COLLATERAUEQUITY FUND

TECHNICAL ASSISTANCE

SUBTOTAL

BENEFITS

BORROWERS
INCREASED INCOME

SUBTOTAL

NET CASH FLOW

IRR

337500 750000 1237500 375000 225000

600000 600000 600000 600000

937500 1350000 1837500 975000 225000

480 PER BORROWER

250 1000 2250 3000 3000
120000 480000 1080000 1440000 1440000

120000 480000 1080000 1440000 1440000

-817500 -870000 -757500 465000 1215000

-0.13



Tf\BlE 7

MOCK EC~NOMICANALYSIS
MOROCCQ MICROENTERPRISE FINANCE PROJECT
WORST CASE - endowment funds up front, 30% benefit

YEAR 1 2 3

COSTS

4 5

COlLATERAUEQUITY FUND

TECHNICAL ASSISTANCE

SUBTOTAL

2550000 150000 225000

600000 600000 600000 600000

3150000 750000 825000 600000 o

BENEFITS

BORROWERS
INCREASED INCOME

SUBTOTAL

NET CASH FLOW

IRR

480 PER BORROWER

500 2000 4500 6000 6000
240000 960000 2160000 2880000 2880000

240500 962000 2164500 2886000 2886000
----------------- ------ ------

-2909500 212000 1339500 2286000 2886000

0.315



TABLE 8

MOCK EC<pNOMIC ANALYSIS
MOROCCQ MICROENTERPRISE FINANCE PROJECT
WORST CASE - endowment funds up front, 30% benefit, only 100clienislloan officer

YEAR 1 2 ° 3 4 5

COSTS

COLLATERAUEQUITY FUND

TECHNICAL ASSISTANCE

SUBTOTAL

BENEFITS

2550000 150000 225000

600000 600000 600000 600000

3150000 750000 825000 600000

480 PER BORROWER

o

BORROWERS
INCREASED INCOME

SUBTOTAL

NET CASH FLOW

IRR

..

250 1000 2250 3000 3000
120000 480000 1080000 1440000 1440000

120000 480000 1080000 1440000 1440000

-3030000 -270000 255000 840000 1440000

-0.07



TABLE 9

MOCK ECONOMIC ANALYSIS
MOROCC() MICROENTERPRISE FINANCE PROJECT
WORST CASE - endowment funds up front, only 17.5% benefit

YEAR 1 2 3

COSTS

4

•

5

COLLATERAUEQUITY FUND

TECHNICAL ASSISTANCE

SUBTOTAL

BENEFITS

2550000 150000 225000

600000 600000 600000 600000

3150000 750000 825000 600000

280 PER BORROWER

o

BORROWERS
INCREASED INCOME

SUBTOTAL

NET CASH FLOW

IRR

500 2000 4500 6000 6000
140000 560000 1260000 1680000 1680000

140500 562000 1264500 1686000 1686000

-3009500 -188000 439500 1086000 1686000

0.001



41

SECTION FIVE

SOCIAL ANALYSIS

BASELINE SURVEY

The consultants agree with the premise outlined in the Microenterprise Development Office's "A
Framework for the Study of Impact of Microenterprise Interventions at the Level of the Household, the
Enterprise, and the Individual" that enterprise and household economies are closely intertWined. This
suggests that data collection at the household level will be necessary to understand the socioeconomic
impact of project interventions.

Given the necessarily high costs of household-level data collection and analysis, USAID should
focus all survey activities, to the maximum extent possible, on information that will assist in the design
and marketing of microfinance products while providing infonnation on key socioeconomic parameters.
A full baseline survey of microenterprise activity, such as that conducted under the GEMINI project in
Kenya, need not be undertaken. Instead, using stratified random sampling techniques, USAID should
collect data on household income (actual or proxy), quality of life, and expenditures in the towns served
by the microtinance institutions. The surveys, in addition, should explore how the households manage
their finances: if and how they obtain credit, if and how they save, and, most important, what sorts of
savings products they would like to use. GEMINI's survey work in Bolivia could be used as a model
for the latter data collection.

The team proposes that remaining resources in the GEMINI buy-in for Morocco be used to design
an impact evaluation strategy for the project, in cooperation with the impact evaluation specialist from
USAID's Global Bureau, Economic Growth Division, Microenterprise Office. A Moroccan social
scientist could be hired to work with the impact evaluation specialist to:

• Review national household and other survey data (such as the recent World Bank Poverty,
Adjustment and Growth study);

• review USAIDlMorocco's Country Strategy Statement to identify which strategic objectives
will be addressed by the microfinance project;

• Assess the extent to which available data can provide a baseline for impact measurement for
the microfmance project against key Mission objectives, and to what extent new data
collection is required;

• Conduct interviews with a sample of households in the medina area of Fes and among
Part~cipatiIlg ho~eholc:l$ in th" AMSED microcredit programs in Beni-Mallal and Khenifra
on household income and quality of life, and (in the latter sample only) on perceived impacts
of fmancial services on households;

• In the same interviews, using GEMINI's Bolivia surveys as a guide, collect information on
savings behavior and preferences of these households;

Previous Page Blank

I
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• Based on these interviews, develop a strategy for measuring household income that specifies
which indicators or proxy indicators should be monitored, and how this monitoring could take
place at .the least cost possible; and

• Also based on these interviews, make recommendations concerning the types of savings
products (such as passbook account, semi-liquid account, or time deposit account) most
suitable for these households

Given the absence of well-established microfinance programs in Morocco, and the poor
performance of the heavily subsidized, targeted small credit programs, the team does not recommend that
wider analysis of the impact of financial assistance be undertaken at this time. Because the AMSED
program is in a very early stage of operation, information obtained on client-level impact cannot be
considered very reliable, and more emphasis should be placed on data from new baseline surveys.

WOMEN BENEFICIARIES

AMSED's pilot projects in microfinance demonstrate that no shortage of creditworthy women
entrepreneurs exists in Morocco. The majority of AMSED borrower enterprises are involved in some
fonn of commerce, with a number of rural borrowers taking up animal rearing activities. The team
believes that many women entrepreneurs in Fes will work in commerce. It is difficult to determine what
other areas of economic activity would be popular.

In any case, identifying major areas of women's economic activity will not be a critical factor
in ensuring strong women's participation in the microtinance project. Far more important will be locating
project activities close to where women work, hiring women loan officers to minimize sociocultural
barriers in making financial transactions, and creating alliances with local women's organizations to assist
in the promotion of the new services. AMSED's partnership with local women's associations, its
program director feels, is the reason it has had no difficulty attracting women entrepreneurs to its two
pilot programs.

DEBT REPAYMENT BEBAVIOR

AMSED's initial experience shows that group guarantees and solidarity can work most effectively
to motivate repayment in Morocco, whether done in small (3-6 person) groups, as in its Beni Mallal
program, or in larger (20-30 person) groups, as in its village banking operation in Khenifra. AMSED's
program director felt that individual credit, without collateral, would be more difficult to implement. She
did not think that local government officials could be trusted to act as individual referees or guarantors,
as occurs in Indonesia's provincial banking program. The microfinance project should be encouraged
t&experiment-witb-vanoustechniques-forappraisingloansand-motivatmg repayment. Tndiviatiilleriding
may well prove preferable in dense urban areas where loan officers, selected because of their strong local
knowledge, can accurately appraise borrower character (as is the case with ADEM! in the Dominican
Republic).

To work with groups or with individuals is not a country-specific issue; it is a local matter.
International experience suggests that solidarity groups work more effectively in some communities than
in others. The project implementers will have to find the optimum fonnula for each region of Morocco
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they explore. Groups will have no effect on interest rates, nor on borrower acceptance of the project's
proposed rates. Prospective borrowers who balk at taking loans at these rates should not receive loans.
Loan officers should clearly explain repayment tenns for both individual or group loans to all applicants.

The team is confident that there will be no shortage of customers for financial services at the rates
proposed. .

The major sociocultural constraint to debt repayment in Morocco is the widespread knowledge
of the existence of heavily subsidized, targeted credit programs (such as those for new university
graduates, small and medium industries, and members of the Chamber of Artisans). The microfinance
project should avoid, as much as possible, prospective clients from such target groups. This should not
prove difficult, because few members of these groups will be interested in $300 loans at market
(effective) interest rates. Based on experience from other countries, the project should give priority to
clients who, whether their enterprises have fixed abodes, have lived in the area for a long time.

INTEREST RATE LEVEL

The consultants feel that there will be little resistance to annualized effective interest rates far in
excess of the 12 percent now offered by the commercial banking sector, per a ceiling imposed by the
Ministry of Finance. AMSED is charging 8 percent for 3-month loans, and has no problem finding
applicants and maintaining a 100 percent repayment rate. It is worth noting that, although the local
government authorities support its work, its charges, and the way it makes through a Foundation,
AMSED is violating Moroccan law.

Legal restrictions make it important that interest charges under the program are limited to 12
percent, with other administrative charges added to bring the total fees for service to a level
commensurate with operating costs. Discussions with the Ministry of Finance confirmed that they will
have no objection to such pricing structures for financial products offered under the microfinance project.
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SECTION SIX

CONCLUSION: CRITICAL FACTORS IN THE RECOMMENDED
MICROFINANCE DELIVERY MODEL

PRICE FINANCIAL PRODUCTS FOR PROFITABILITY

Can the project charge sufficient interest to cover overhead, inflation, cost ofmoney, and a return
to capital? Banks are effectively limited in the maximum interest rate they can charge, which is set
every six months by the Central Bank. However, there is apparently no limitation on the fee structure.
Therefore it is totally allowable to charge fees to cover costs. It is just that they cannot be expressed as
interest.

Because the recommended form of administration involves a private company (that does the day­
to-day operation), this company will be required to charge fees. Leg~l1y. there will be no problem doing
this, as long as the implementing body is a private company.

What rate of interest should be charged? As mentioned, there is a legal rate of interest, which
is currently 12 percent. However the effective interest rate, which includes the fee structure, will be
substantially higher. It is estimated that an effective rate of interest of at least 24 percent will have to
be charged.

The mechanism for charging this is described in the AdminisLi'ative section. To summarize, the
bank, which will perform back office functions, will be allowed to charge the maximum 12 percent. The
front office functions, to be handled by a PMC, will charge fees (not interest), but the effective interest
represented by the fee structure will be an additional 12 percent.

ENSURE FINANCIAL PRODUCTS FIT THE DEMANDS OF MICROENTERPRISES

Savings

The guidelines for savings accounts are that they should be voluntary, liquid, provide positive
real interest rates, and be convenient and easily accessible to clients.

As mentioned earlier, savings is too often the neglected side of microfmance. Programs around
the world have demonstrated that substantial savings capacity exists even among persons with limited
assets. This savings capacity includes longer-range savings, to replace savings in jewelry, animals, and

- -the.-like.--Even--pemms--with-limited-assetsattempt -to-keep- some-portion of these assets as savings.
Savings are also made to provide a secure place to store temporary excess cash flows from business, for
example. There will always be times when even a small business will have excess cash - for example,
when a customer suddenly pays a large amount.

Several factors influence the form in which persons of small assets save:

PrevioUS Page BlaDk
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• If the inflation rate is high, these persons will prefer to save in gold, jewelry, animals, land,
or some other fonn that is not easily eroded by inflation.

• Availability of banks that are secure. It may be that there is a shortage of secure banks or
other fmancial institutions that will accept savings. For eJtample, if there is a local history
of bank failures, people will lose their confidence in banks.

• Availability of savings instruments. Even if secure banks exist, there must be attractive
savings instruments designed. If withdrawals are restricted, or restrictive minimums are
placed on opening or maintaining accounts, persons with limited assets will not use banks.

In Morocco, inflation has been controlled for a substantial period. The biggest problem affecting
savings is the availability of banks in convenient locations, and the availability of properly designed
savings instruments. Properly designed instruments wiIl attract substantially more savings than the banks
or local officials think possible. Because of this, an important part of the project will be the design of
savings instruments that will attract both the short-tenn cyclical need for savings, and the longer-tenn
need for stocks of financial savings.

Moroccan law allows only banks to collect savings. Therefore any innovations in savings
instruments must be done with banks. Although most of the innovations in microfinance recommended
in this project will be implemented by the PMC, the savings innovations wiIl be administered by the
bank.

Credit

Loan Size

Loans will range from DH750 to DH26,4oo (approximately $90-3,300). During the first year,
the expectation is that 50 percent of loans will not exceed OH2,640 ($300), 75 percent will not exceed
DH3,520 ($400), and the maximum loan size will be approximately DH4,4oo ($500). These loan sizes
are substantially below the current average loan size of commercial banks.

Loan Term

Loan terms should not exceed one year. In fact, the majority of loans may be substantially
shorter (possibly 6 months) in the early phase of the program. For simplicity, it is recommended that
the program have only a few types of loans in the beginning {possibly a 6-month loan with monthly
installments, a 12-month loan with monthly installments, and a 12-month loan with a 3-month grace
period. Loans with grace period should be given only with great caution, since programs throughout the
woddbave demonstrated that such-loans involvesubstantiaJly more risk. Special precautlonsshourcr tie
made, such as requiring, at a minimum, the payment of interest during the grace period, or at least the
requirement that the borrower report to the administrative office once a month, even though an
installment is not due.

I : ',;.. ,
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MEET OTHER REQUIREMENTS FOR A SUCCESSFUL MFP

• Insist on strong participation from banks at outset.

• Support critical front office role of the PMC through technical assistance.

• Carefully defme role of Board of Directors of PMC.

• Carefully define role of AUP (how in particular it handles the collateral fund).

• Select clients carefully.

• Do not target the type of loan to be made. Loans should be available for a wide variety of
microeconomic activity. The only targets, as laid down by the project parameters, are to
keep the loan size small and pay special attention to loans for women. Keeping the loan size
small is not a problem, and will minimize risk (especially initially), although it will also
increase costs. Regarding loaning to women, because of the large nwnbers involved, this
does not violate the no-targeting principle. In fact, based on the initial experience from the
AMSED program, giving special emphasis to women may reduce risk.

• Encourage strong participation of women by locating PMC services in medinas (closer to
their places of work), hiring as many women loan officers as possible, and building strong
linkages to local women's associations. AMSED's experience with pilot credit programs
indicates that no shortage of creditworthy women entrepreneurs exists, and that the above
measures can attract substantial numbers of women to the program.

,. Do not restrict microenterprise asset size. The nature of the loan program, with its small
loan size, will generally attract only microenterprises. It is an unnecessary restriction to ask
that total microenterprise asse~ size not exceed DHloo,OOO, or that asset size fall into a range
of DHSO,OOO to 100,000.

• Identify a permanent address for the bonower, so that the loan officer can visit the borrower
at either his place of business or his residence.

• Secure patentes, if necessary. Moroccan law requires that the bonower have a patente. If
during the implementation phase it becomes clear that a substantial number of potential
bonowers do not have patentes, then the project should add an additional function to facilitate
the process of securing one, so that a large number of borrowers are not unnecessarily
excluded.

• Select an influential, committed counterpart ministry to increase probability ofpolicy refunn.
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LIST OF PERSONS CONTACTED
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UST OF PERSONS CONTACTED BY THE GEMINI
MISSION OF JANUARY 9.1995 TO FEBRUARY 4.1995

BANOUE CENTRALE POPULAJRE
101, BD Zerktouni - CASABLANCA
Tel : 902) - 20-25-33 - Fax: (02) 20-08-89

M Faycal ZEMMAMA
Directeur General de I' Exploitation

MIne Aicha SKALLI MANJRA
Directeur des Credits aux PME

M Said LEFOUILI
Directeur des Comptes Speciaux

M Abdelhamid ROUINI
Chef de Service Cautionnement Mutuel

MAGHREBAIL - Societe Maghrebine de Credit-bail (Leasing)
43, rue Othman Bnou Affane (Ex. A. Lafuente) - CASABLANCA
Tel: (02)20-33-04 - Fax: (02)27-44-18

M Chakib BENNANI
Directeur delegue

WAFABANK
163, Avenue Hassan IT - CASABLANCA
Tel: (02)20-00-00 - 26-51-51 - Fax: (02)26·62-<>2

M Abdellah FATH
Directeur de la Direction de reseau

BMeE - Bangue Marocaine du COmmerce Exterieur
140, Avenue Hassan IT - CASABLANCA
Tel: (02)20-04-20 - 20-04-56 - 20-04-67

M EadelLAHLAISSI
Chief Officer (Director)

SOCIETE GENERALE MAROCAINE DE BANOUE - SGMB

M Mohamed BARGACH
President Directeur General
Tel :(02)27-54-85 - Fax:(02)20-09-61 - CASABLANCA

L
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MIne Souad ZEBDI
178, BD Yacoub EI Mansour - CASABLANCA
Tel :(02)23-25-56 Fax: (02)23-25-58

GROupEMENT PRQFESSIONNEL DES BANOUES DU MAROC
71, Avenue de l' Annee Royale - CASABLANCA
Tel: (02)31-16-24 - Fax: (02)31-49-03

MIne Badia BAKKALI
Directeur Centrnl Adjoint

CAISSE NA11QNALE DE CREDIT AGRICOLE - CNCA
RABAT

Ms Attou Zedgui
contact: Rector, University of Fes, AmaI Jalil

M1NISTERE DU COMMERCE ET DE L' INDUSTRIE
RABAT - Tel :(07)76-02-33 - Fax: (07)76-89-33

M Abderazzak EI MOSSADEQ
Secretaire General

M Abdelaziz EI Caidi
Chef de la cellule d' orientation des investisseurs

MINlSTERE DES FINANCES
RABAT - Tel: (07)76-27-17 Fax: (07)76-08-25

Thami EL-BARKI
Directeur du Tresor et des Finances Exterieures

MJNISIEBE DE L' EMPLOr ET DES AFFAIRES SOCIALES
RABAT - 28, rue d' OUJDA - Tel :(07)72-71-14 Fax: (07)72-72-28

M Ahmed BENRIDA
Directeur de I' Emploi

M Essaid soiJKRATI
INSPECTEUR DU tRAVAIL

M Samir AJARAAM
Formation professionnelle

6(J
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PANOYE AkMAGHRIB
RABAT - Tel: (07)70·66-45

M Abdelmalek OUENNICHE
Directeur Central du Departement Etranger

AMSED - ASSOCIATION MAROCAINE DE SOLIDARITE ET DE DEVELOPPEMENT
32, B. Rue Oujda Appt. 4 - RABAT
Tel : (07)20-02-47 -Fax: (07)75-77-82

MIne Ben Chekroun

MIne Badiaa Bachar - Responsable de Projets

CENTRE DE PERFECTIONNEMENT DES ARTISANS - CPA
FES - Ain K:1,I,lUS - Tel: (05)64-69-14

M Lahcen ELASFARI
Directeur P.I.

M Sifedidine AMEZIANE
Directeur

UNIVERSITE DE FES

M Fejjal Ali Tel: (05)60-87-51

M Ie Recteur de l' Universite

M Ahmed PILALI BELHAJ - Mohtassib de Fes - Tel: (05)62-43-40

OTHER PERSONS CONTACTED

WEBPATA.CQMMUNTCAlJQNS

M Hassan Ritki
53, rue Jabal Tazekka - Agdal-Rabat
Tel: (07)67-25-76 Fax: (07)67-39-64
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ESPOD - Esgaee - Point - Depart
Association Marocaine pour la promotion de I' entreprise feminine

MIne Fattowna BENABDENDI
Presidente
19, Bd du 9 avril CASABLANCA
Tel-Fax: (02)98-97-90

INTERNATIONAL AND DOMESTIC SERVICES

M Mohamed Fouzi MOURn
Professeur d' econometrie
208, Bd Mohammed V - CASABLANCA
Tel : (02)22-66-43 Fax: (02)49-04-78

CAISSE FRANCAISE DE DEVELOPPEMENT
4, rue Jaafar Essadiq - RABAT
Tel : (07)67-36-80 Fax: (07)67-36-37

M Ludovic JAFFROT

IMCC - THE INTER AMERIUCAN MANAGEMENT CONSULTING GROup CORP.
Romandie n - Tour Laayoune Appt 103
Bd Bir Anzarane - CASABLANCA
Tel: (02)36-78-45 Fax: (02)36-65-19

M Alain de Maynadier

CHEMONICS - International Consulting Division
Dyna-PME PROJECT - RABAT
rue Misk Allail 22 9B- Hay Riad
Tel: (07)71-12-24 Fax: (07)71-15-85

PEACE CORPS

Mm.e Ellen Paquette, Directrice
1, Rue Benzerte - RABAT
Tel: (07')- 70.60.20- Fax: (07) 70.8-7.01



MADI • MAGRHEB DEVELOPPEMENT INYESTISSEMENT

M. Fouad Abdeimoumni
Directeur
12, rue Tindouf - RABAT
Tel: (07) 72.23.~1 - Fax: (07) 20.10.65

CRS - CATHOLIC RELIEF SERVICES

Mme K.athleen A. Zieg
Directrice
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NEW I

MICBOENTERPRISE FINANCE

PROJECT NO. 608-0218

Summary: USAID/Morocco plans to start a new Microenterpris8
Finance project in FY 1995. As presented in this New Activity
Description, the project will address a key part of the Mission'.
economic growth strateqy for Morocco. The project as currently
envisage~ will have an a-year implementation period and an
estimated cost of $15 million in grant funds (USAID cost only).

strategig'Qhjgctiye: The project will b& USAID/Morocco's first
concerted effort aimed specifi~dlly at microenterprise development.
It will contribute directly, and particularly at the poorest end of
the economy, to the achievement of the Mission's current strategic
Objective No.2, which is "to expand the base of sta~eholderB in
the economy."

proj,ct; pyrpoge: The specific purpose of the project (see attached
preliminary logframe), will be to facilitate microenterprise growth
through ,access to a program of formal, institutionalized and
financially self-sustainable microcredit. USAIO's experience
worldwide supports conclusions reached in the early design of the
Morocco project that a reliable, repeat source of reasonably priced
credit, principally short-term working capital, is the most
critical requirement for microenterprise growth. The impact of the
project will be measured in terms of increased jobs and family
incomes of microentrepreneurs benefitting directly from access to
microcredit, resulting in an expanded and strengthened group of
stakeholders in the larger economy.

While focusing on credit, the project also will have an important
parallel component addressing the policy environment as it affects
microenterprises and the informal sector. On the other hand, the
projec~ will not include training or technical assistance programs
for microenterprises, reinforcing the primary attention on buil~ing

one or more viable microcredit institutions which are financially
viable and reaching intended numbers of beneficiaries.

Projgct Components: Two components are planned: microcredit
institution building; and microenterprise policy analysis.

Migro9r ,dit institution building: Based on considerable analysis
already completed, including a November 1992 GEMINI report entitled
"Morocco: Assessment of Programming Options for Microenterprise
Development," as well as fiQld visits to Egypt to s~udy details of
the successful (and in parts transferrable) experience of
USA:to-/alro-1nna-l-l and micret cred-iupr:OCJ~aJI., ~b.·~O-i.c:twill
foster the creation of one or two microcredit institutions in
Morocco. Estimates of potential demand for microcredit, as well as
field investigations of potential urban areas to be served by the

BEST AVAILABLE DOCUMENT



Me:~nes. represen1: :lree ... .
project. As has been the case in Egypt, and if funding permita,
two institutions will be fostered, providing for some regional
difterentiation in methodology and potentially healthy competition
in performance and impact terms. The institution(s) will be
independent, private entities, legally established to provide
credit to microenterpreneur clients, and -linked to one or more
commercial banks following models pioneered in Egypt and elsewhere
(e.g., Latin America). When capitalized at a planned equivalent ot
$5 million (see Project Interventions, below), a minimu~ of 5,000
microentreprises should be receiving support at any given time. 8y
the end ot the project, the objective (while admittedly a difficult
one) is that the institution(s) will ~e financially via~le, with
revenues exceeding all costs including cost of funds, operating
costs, provision for loan lo~ses, and an adequate reserve (profit).

Micrgenterprise Policy Analysis: The microenterprise sector, and
by extension the informal sector, is not well understood in
Mor~cco. Some ground-breaking studies have been produced,
providing some indications of its size and complexity, but much
more analytical work is needed. ThUS, the second component of'the
project will support a broad program of research, analysis,
seminars, and policy recommendations related to the sector. The
information· produced will be potentially valuable for the
microcredit institution(s). More generally, policy reforms
undertaken based on better knowledge of the sector can be expected
to have very positive indirect effects on microenterprise growth.
Three broad areas requiring continuing investigation include
detailed microenterprise sub-sector analysis (e.g., .
garments/textiles, construction, transport, ~andicrafts, wood
products, street vendors), analysis of regulations that affect the
operation ot microenterprises (e.g., business licenses, tax
treatment, access to urban services), and tinancial sector reforms
which will have the effect ct increasing the amount of credit
available for small-scale and microenterprise (e.g., interest rate
structures, access to savings instruments for microentrepreneur8,
measures which increase competition among' ban~s for new client
groups, other measures Which enhance access by government and more
established private sect~r companies to sources of finance other
than bank credit). .

Prgjgct. Intervent.ions: The project will be carried out pursuant to
a Project Grant Agreement signed with the GOM. Implementation will
be divided into three phases with an LOP of eight. years. An
initial minimum of 6 months will be needed to issue the RFP and
select t.he inst::,tutional contractor for the project (see next
paragraph). In Phase 1, lasting 12-18 mont!;., the organizational
work will be completed necessary to create the microcredit
in~1;.j.t~t~()ll(~lt~~r. 811d traininitial staft, . and prepare for
start-up of lending operations. In Phase 2, la~'tiftCJ:f-4 years, the
microcredit institution(s) will be capitalized and lending
operations will begin, including specific roles for the

BEST AVAILABLE DOCUMENT
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partie:. I • In Phase 3, 1-2
microcredit institution(s) will have reached a financial breakeven
point and no longer require outside funding support; they will
cease to operate under subcontract to the project's institutional
contractor but will continue to receive technical support until the
end ot the project. Over time, as the program continues to
demonstrate its profitability, a preferred outcome for long-term
sustainability is 'the absorption of the program(s) by one or more
participating banks, .with the banks providing any expanded capital
requirements and assuming all risks ot lending.
An institutional contract signed by USAID with'a long-term
contractor will be the vehicle for all three phases of project
implementation. A competitive RFP will be issued shortly after the
ProAg is signed, with the contract signed approximately six months
later. It is anticipated that the successful contractor will be
some form of consortium between consulting firms and u.s. PVOs with
expertise in microenterprise development.. The contractor will be
responsible for both the microcredit and policy analysis components·
of the project. 'The polley work will be performed both directly
and through a substantial sub-contract with a local research or
consulting company.

A separate subcontract with the microcredit institution(s), manaqed
by the contractor, will be signed during Phase 1 and continue
through Phase 2, to supervise the institution(s) and cover
operating costs on a declining scale until a breakeven point is
reached on costs and revenues.

Project pesian Schedule and Resource Requirements: The GEMINI
project will be retained through central funds to assist
USAID/Morocco in the final analytical work in order for the Mission
to produce the Project Paper. The scope of work has already been
prepared, and a GEMINI team is expected to complete its work in
Morocco no later than the end of 1994. principal tasks relate to
economic (benefit/cost) and social (participation, impacts on poor)
analyses, legal issues related to interest rate structures and the
status of the proposed microcredit institutions(s), further
refinements of potential size of.target popUlations and demand tor
microcredit by geographic area, and outlining of requirements for
baseline studies and surveys. USAID will prepare and approve the
Project Paper by the end of February 1995, the ProAg will be signed
by the end of April 1995, and the RFP will be issued by the end of
June 1995. Regarding the ProAg, the likely cooperating ministry
will be the Ministry of Finance and/or the Ministry of Economy.

Project Management Requirements: A USDR private enterprise officer
will be charged with managincj the project (to be 50' of the
officer's workload). other Mission staff will have critical roles
to play. at different junct~res, particularly the Regional
Contracting Officer and Mission Controller. At this time it is not
~ori8eejr~Jfae a ··c-eparate- USPSC wirl -be- requ-i!"ed t.opJ:'ov1de further
technical support.

Basgline pata. Mgnitor!n? and Eyaluation: In Morocco, available
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, . data and that may
account for at least 60' of urban employment; and that the
estimated value added by these enterprises, currently not reflected
in GOP figures, may represent at least another 20' in actual GDP.
However, the database needs much work to be considered reliable.
The best source at present (4 re~ort issued in 1992 by the GaM's
statistics Directorate) describes th=.sector as "localized, non­
structured" enterprises, covering micro business entities whic~
have an official address but little or no formal records. It
should be noted that the line between "formal" and "informal"
activity in Morocco is blurred. Probably a majority of
microenterprises in Morocco have a recorded address, are known to
the authorities, and have a legal status through payments of very
small ($10-50 equivalent) annual business license. fees. However,
at the very least the existing statistics do not capture businesses
without fixed premises, such as travelling vendors and, more
important, women entrepreneurs working out of their homes.

An early task in the project will therefore be the establishing of
more accurate baseline data, to be.accomplished as part of Phase 1
and/or during the timetrame prior to the arrival of the cont~act

team. Later, appropriate household surveys in project target
areas, as well as control groups in other areas, will be performed
as an additional baseline against which project impacts can be
measured. Key impact indicators will focus on enterprise growth,
job creation, family income, and gender-differentiated data.

other donors activities: At present, the only donor orqanization
engaged in microcredit is Catholic Relief Services (CRS). CRS
began a program in 1992 to pioneer the delivery of microcredit in
rural areas through a network of local Moroccan NGOs (three so
far). While there was no direct USAID involvement at the start,
expansion ot the program is being supported by USAID. eRS is
structuring its program at market rates and is usinq a formula of
interest rates plus fees acceptable to the GOM. It is too early to
comment on program success. The new Microenterprise Finance
project will not: exclude CRS's work; on the contrary, it is
envisaged that the CRS work wil'! be further supported in rural
areas, and aspects of its methodology now being tested will be
relevant: to the new, much larger and urban focused project.

other bilateral donors, notably the German programs, have been
involved in building local NGOs, but none have been enqaqed in
microcredit. The World Bank is exploring means to support
microent:erprise in the context of overall financial sector reforms
and USAID will coordinate closely on opportunities for joint
efrorts.

LinkAS. to other USAID projects: The new project will be developed
in a context or ongoing financial sector reforms involving
l1bara-lization of interest- rates-,ca5t!ta-lma-rketdev&1epmeft~/and
more competition among banks and other financial institutions.
USAID's current Economic Policy Analysis project is playinq an
active role in this process. In addition, USAID's current New
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Enterprise Development project, focused on small and
enterprises, contains several elements which are relevant to the
new project, including the establishing a new and financially selt­
sustaining business services center and the provision of small
working capital loans to client companies. .
Init.ial EnvironmentAl Examination (IEEl: As a PID will not be
submitted for this project, an lEE is attached.

Review and ApprOVAl Authority: After approval of the New Activity
Description, the Mission requests that it receive redelegated
authority to approve the project. Paper, authorize the project. and
sign t.he ProAg.

Attachment #1: Preliminary Loqframe
Attachment. #2: Initial Environmental Examinat.ion
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THE MICROENTERPRISE SECTOR AND CREDIT DEMAND
Extract from Memorandum on Site Visit to DeDi-Malia!

by Housni El Ghazi for USAID
November 1993
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.23. "Peru: Small Business and Employment Expansion Project Paper." GEMINI Technical Report
No. 23. November 1991. [not for general circulation] ,

24. "A Country-wide Study of Small-Scale Enterprises in Swaziland." Yacob Fisseha and Michael A.
McPherson. GEMINI Technical Report No. 24. December 1991. $5.40
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*25. "Micro and Small-Scale Enterprises in Zimbabwe: Results of a Country-wide Survey." Michael
A. McPherson. GEMINI Technical Report No. 25. December 1991. $5.00

26. "The Development Impact of Financing the Sm.allest Enterprises in Indonesia." GEMINI Technical
Report No. 26. January 1992. [not for general circulation]

27. "Midtenn Evaluation of the ASEPADE Component of the Small Business II Project, Honduras."
Aretis Gomez Alfonso, Wesley Boles, and Donald L. Richardson. GEMINI Technical Report No. 27.
February 1992. $5.80. Also available in Spanish.

28. "Midtenn Evaluation of the ANDIIPYME Component of the Small Business nProject, Honduras. "
Aretis Gomez Alfonso, Wesley Boles, and Donald L. Richardson. GEMINI Technical Report No. 28.
February 1992. $6.60. Also ayailable in Spanish.

29. "The Role of Financial Institutions in the Promotion of Micro and Small Enterprises in Burkina
Faso." John McKenzie. GEMINI Technical Report No. 29. February 1992. $10.40

30. "Small and Micro Enterprise Development Project No. 262-0212, Egypt. Midtenn Evaluation."
Katherine Steams. GEMINI Technical Report No. 30. March 1992. $7.60

31. "A Review of the Prospects for Rural Financial Development in Bolivia." James J. Boomgard,
James Kern, Calvin Miller, and Richard H. Patten. GEMINI Technical Report No. 31. March 1992.
$4.60

32. "The Role of Private Sector Advocacy Groups in the Sahel." William Grant. GEMINI Technical
Report No. 32. March 1992. $2.40

*33. "Access to Credit for Poor Women: A Scale-up Study of Projects Carried Out by Freedom from
Hunger in Mali and Ghana." Jeffrey Ashe, Madeline Hirschland, Jill Burnett, Kathleen Stack, Marcy
Eiland, and Mark Gizzi. GEMINI Technical Report No. 33. March 1992. $11.80

*34. "Egyptian Women and Microenterprise: the Invisible Entrepreneurs." C. Jean Weidemann.
GEMINI Technical Report No. 34. March 1992. $11.20

*35. "A Pre-Project Identification Document Analysis of the Lesotho Agricultural Enterprise Initiatives
Proj-=ct." Mike Bess, Don Henry, Donald Mead, and Eugene Miller. GEMINI Technical Report No. 35.
April 1992. $20.00

36. "~pex Study of the Small Enterprise Development Program of Catholic Relief Services, Senegal."
Arelis Gomez Alfonso. GEMINI Technical Report No. 36. May 1992. $3.00

37. "The Private Operators' Perspective on an Agenda for Action," Dakar, Senegal, November 22-25,
1991. A Seminar on the Private Sector in West Africa. Organized by the Senegalese National Employers'
tJnimr(eNPJ;the-Clulnilr8ahet;-CILSs-mrUSJ\IJX -GEMINTTeCliiiicarReport N(f.-3;:--MiYl~·-­
$7.00

38. "Background Documents to the Seminar on the Private Sector in West Africa," Dakar, Senegal.
November 22-25, 1991. GEMINI Technical Report No. 38. May 1992. $5.00

39. "Apex Study of the Small Enterprisr ~Jevelopment Program ofCatholic Relief Services, Thailand."
Aretis Gomez Alfonso. GEMINI Technical Report No. 39. May 1992. $3.20
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40. "Study of Infonnal Cross-border Trade, Poland." SMG-KRClPoland. GEMINI Technical Report
No. 40.. May 1992. $3.20

41. "Study of the Infonnal Commercial Sector, Poland." SMGIKRC Poland. GEMINI Technical
Report No. 41. May 1992. $4.20

42. "Evaluation of the Micro and Small Enterprise Development Project (MSED) in Bolivia." William
Fisher, Jeffrey Poyo, and Ann Beasley. GEMINI Technical Report No. 42. June 1992. $10.60. Also
available in Spanish.

43. "Analysis of Funding Mechanisms for the ,Small and Micro Enterprise Development Project,
Egypt." Kenneth J. Angell and John M. Porges. GEMINI Technical Report No. 43. June 1992. $3.80

44. "Get Ahead Foundation Credit Programs in South Africa: The Effects of Loans on Client
Enterprises." Jennefer Sebstad. GEMINI Technical Report No. 44. June 1992. $3.00

45. "Get Ahead Foundation in South Africa: Final Evaluation." Robert Christen, Elisabeth Rhyne,
Doug SalloUID, and Jennefer Sebstad. GEMINI Technical Report No. 45. June 1992. [not for general
circulation]

46. "Micro- and Small-Scale Enterprises in Botswana: Results of a Nationwide Survey." Lisa Daniels
and Yacob Fisseha. GEMINI Technical Report No. 46. August 1992. $9.40

*47. "The Growth and Dynamics of Women Entrepreneurs in Southern Africa. " Jeanne Downing and
Lisa Daniels. GEMINI Technical Report No. 47. August 1992. $3.10

48. "Small Business Development Programming Trip: Peace Corps/Albania and the Office ofTraining
and Program Support, Small Business Development Sector." Lauren Spurrier and Wesley Weidemann.
GEMINI Technical Report No. 48. October 1992. $6.00
. .
49a. "Small Enterprise Development in the Russian Far East." Martha Blaxall, Yasuo Konishi, Virginia
Lambert, Jennifer Santer, and Timothy Smith. GEMINI Technical Report No. 49a. October 1992.
$12.00 .

49b. "Supporting Private Enterprises in Uzbekistari: Challenges and Opportunities." Nan Borton, John
Magill, Neal Nathanson, and Jim Packard Winkler; GEMINI Technical Report No. 49b. November 1992.
$5.60

49c. "Assessing the Prospects for Small Enterprise Development in Kazakhstan." 'Kenneth Angell,
James J. Boomgard, Mohini Malhotra, and Robert A. Rodriguez. GEMINI Technical Report No. 49c.
December 1992. $3.90

49d. "Small Enterprise Development in Ukraine." Dennis De Santis, Jean Gilson, Max Goldensohn,
Jennifer Santer, and Timothy Smith. GEMINI Technical Report No. 49d. December 1992. $8.10
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*50. "Skins and Hides in Four Countries in Africa: The Potential Role for Micro- and Small-Scale
. Enterprise Development." William Grant. GEMINI Technical Report No. SO. November 1992. $3.00.
Also available in French.

Sla. "Morocco: Assessment of Programming Options for Microenterprise Development." Housni EI
Ghazi, Sheila Reines, Steve Silcox, Katherine Stearns, and Matthew Gamser. GEMINI Technical Report
No.Sla. November 1992. [not for general circulation]



SIb. "{J,SAIDlMorocco: Assessment of Programming Options for Microenterprise Development.
Report on Workshop and Field Investigations." Matt Gamser, Housni EI Ghazi. Sheila Reines, Steve
Silcox. and Katherine Steams. GEMINI Technical Report No. 51b. December 1992. Also in French.
[not for gen,,~ral circulation]

52. "Small Enterprise Development in Annenia: Programming Recommendations for Peace Corps
Volunteers." Timothy J. Smith. GEMINI Technical Report No. 52. July 1992. $2.20

53. "Results of a Nationwide Survey on Micro. Small, and Medium Enterprises in Malawi." Lisa
Daniels and Austin Ngwira. GEMINI Technical Report No. 53. January 1993. $11.80

"'54a. "A Review of Donor-Punded Projects in Support of Micro- and Small-Scale Enterprises in West
Africa." William Grant. GEMINI Technical Report No. 54il. February 1993. $18.80

"'54b. "A Review of Donor-Punded Projects in Support of Micro- and Small-Scale Enterprises in West
Africa: Case Studies." William Grant. GEMINI Technical Report No. 54b. March 1993. $15.60

55. "Business Linkages and Enterprise Development in Zimbabwe." Donald C. Mead and Peter
Kunjeku. GEMINI Technical Report No. 55. April 1993. $3.40

56. "End ofProject Evaluation. Enterprise Development Project, Bangladesh." Mohini Malhotra, John
Magill. and James Packard-Winkler. with the assistance of M.M. Numl Haque. GEMINI Technical
Report No. 56. April 1993. $19.20

57. "Small Business Development Support Project in South Africa: Concept Paper." Richard Betz.
Ian Clark. Matthew Gamser, Juneas Lekgetha. Jacob Levitsky, Neal Nathanson. Sango Ntsaluba, and
Barney Tsita. GEMINI Technical Report No. 57. June 1993. [not for generai circulation]

58. "Attitudes and Practices of Credit Union Members and Non-Members in Malawi and Grenada:
Synthesis Report." John Magill. GEMINI Technical Report No. 58. November 1993. $5.00

59. "Midterm Evaluation of the Microenterprise Development Project in Jamaica." Surendra K. Gupta
and Mario D. Davalos, with assistance from Marcia HextalI. GEMINI Technical Report No. 59.
September 1993. $13.80

60. "Investing in the Future: Report of the Task Force for Small and Medium Enterprise in Poland. "
GEMINI Technical Report No. 60. May 1993. $13.00

61. "New Competitiveness and New Enterprises in Peru: Small Businesses in an Internationalized
Economy." Fidel Castro Zambrano and Emesto Kritz. GEMINI Technical Report No. 61. August 1993.
$11.80. Also available in Spanish ($13.20).

62. "Principles for Effective Design and Management of Small Business Development Centers." .
Jennifer Santer. Neal Nathanson. Steve Thalheimer. and Anita Campion. GEMINI Technical Report No.
62. October 19~3.__ $13.§Q..

63. "Mongolia: Options and Strategies for Small- and Medium-Scale Enterprise Development." John
Magill, Clara Lipson, and Michael McKone. GEMINI Technical Report No. 63. November 1993. [not
for general circulatiop]

64. "Credit Unions and Microenterprises: The WOCCU Perspective." World Council of Credit
Unions. GEMINI Technical Report No. 64. December 1993. $4.00
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65. "Strategic Option Paper for Malawi Small Enterprise Support Institutions." Stephen C. Silcox,
Anicca Jansen, and Mark Baughan. GEMINI Technical Report No. 65. ja-'l.:Uy 1994. $9.20

66. "Integration of Gender into GEMINI." Catherine R. Neill and Olaf Kula. GEMINI Technical
Report No. 66. January 1994. $9.80

67. "A Training Program for Microenterprise Lending Agencies in Jamaica." Mohini Malhotra, with
assistance from David Logan and Valerie Tate. GEMINI Technical Report No. 67. January 1994. $3.60

68. "Study of the Financial Sector and SME Development in Poland." Bruce Heatly, Cynthia Lynn
Chrzan-Lanigan, and Cathy Silverstein. GEMINI Technical Report No. 68. February 1994. Volume
One: Main Report $5.00; Vohune Two: Appendices $25.20

69. "Private Sector Business Associations in South Africa and Zambia: Advocacy for SMEs."
Kenneth Angell. GEMINI Technical Report No. 69. March 1994. $4.80

70. "A Dynamic Study of Jamaican Micro- and Small-Scale Enterprises." Yacob Fisseha. GEMINI
Technical Report No. 70. March 1994. $3.40

71. "Changes in the Small-scale Enterprise Sector from 1991 to 1993: Results of a Second Nationwide
Survey in Zimbabwe." Lisa Daniels. GEMINI Technical Report No.7!. March 1994. $11.80
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Mead. GEMINI Technical Report No. 72. March 1994. $2.80

73. "Small Enterprise Development in Poland: Does Gender Matter?" C. Jean Weidemann and Carol
Finnegan. GEMINI Technical Report No. 73. March 1994. $6.80

74. "Slovakia Small Business Assessment." Tony Barclay and Bruce Heatly. GEMINI Technical
Report No. 74. March 1994. $6.60

75. "Micro- and Small-Scale Enterprises in Kenya: Results of the 1993 National Baseline Survey."
Joan C. Parker with Tanya R. Torres. G~MINI Technical Report No. 75. March 1994. $12.00

76. "Measuring Socioeconomic Impact of Credit on SMI: Assessment of the Monitoring System Used
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77. "The Kenya Rural Enterprise ProgllJIllIle under Cooperative Agreement No. AID-615-Q238-A-DO­
7026-00: A Final Evaluation." Catherine Neill, Mario Davalos, Washington Kiiru, M. Manundu, and
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*81. "The USAID Microenterprise Initiative in Sri Lanka. fI David A. Lucock, Wesley J. Weidemann,
J. Charitha Ratwatte, 1Ild Mahinda Gunasekera. GEMINI Technical Report No. 81. April 1995. $9.60

Technical Notes:

Financial Assistance to Microenterprise Section:

"'I. Series Notebook: Tools for Microenterprise Programs (a three-ring binder, 1 and 1/2 inches in
diameter, for organizing technical notes and training materials) and "Methods for Managing Delinquencyfl
by Katherine Stearns. April 1991. $7.50. Also available in Spanish and in French.

, *2. "Interest Rates and Self-Sufficiency." Katherine Ste.arns. December 1991. $6.50. Also available
in Spanish and in French.

*3. "Financial Services for Women." C. Jean Weidemann. March 1992. $5.00. Also available in
Spanish and in French.

*4. "Designing for Financial Viability of Microenterprise Programs." Charles Waterfield. March
1993. $10.00 with diskette. Also available in Spanish and in French.

*5. "Monetary Incentive Schemes for Staff." Katherine Stearns, ACCION International. April 1993.
$3.80. Also available in Spanish and in French.

Nonfinancial Assistance to Microenterprise Section:

*1. "A Field Manual for Subsector Practitioners." Steven J. Haggblade and Matthew Gamser.
November 1991. $4.65. Also available in Spanish and in French.

*2. "Facilitator's Guide for Training in Subsector f.nalysis." Marshall A. Bear, Cathy Gibbons,
Steven J. Haggblade, and Nick Ritchie. December 1992. $35.00. Also available in Spanish and in
French.

. *3. "Management Infonnation Systems for Microenterprise Development Programs." Mark King and
Charles Waterfield. January 1995. $6.50.

Field' Research Section:

*1. "A Manual for Conducting BaSeline Surveys of Micro- and Small-scale Enterprises. " Michael A.
McPherson and Joan C. Parker. February 1993. $13.60. Also available in Spanish and in French.

Special Publications:

*1. "GEMINI in a Nutshell: Abstracts of Selected Publications." Compiled by Eugenia Carey and .
Michael McCord. Special Publication No.1. 1993. $10.00
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Copies of publications available for circulation can be obtained from PACT Publications, 777 United
Nations Plaza, Sixth Floor, New York, NY 10017, U.S.A.
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