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I Mlcrofmance In USAID/l\1ozamblque's Strategy

This report suggests a strategy for USAIDlMozamblque to follow In tl1c 3.r~a of rur ~I :md
ffilcrofinance As an introduction, this first section establishes a basic per<;r~ctl 'Ie from
which mlcrofinance will be viewed In the context of USAIDflv1ozamblque' s ~o I
IIlcrea[}ed rural hou[}ehold mcome In the target area of MozaIPblque Within that bread
obJectlve, mlcrofinance IS posItioned wIthin IR 1 2, expanded rural enterprt\e\ and IS
~peclfkal1y expressed as strengthened access to financIal servlC..es In order to tum this
SUCCinct fonnulatlOn Into a strategy, we begIn by defirung the target population 3.nd
Icentlfymg their need for financial servIces

The report IS structured In four parts As Just noted, Part I bnefly Identlfic-<; the baSIC

pnnclples for USAID to apply In approachIng this sector, combmmg the al TIS of
USAIDlMozamblque's Sal With the pnnclples of microfinance developr1ent Part II
re....1ews the current status of financial sefYlces In Mozambique \\;Ith an en 11aSIS Oli rJral
ffilcrofinance Part III exammes the enVIronment In whIch mlcro£nance 15 :-:;'11- 'cp Ig

Includmg the legal and regulatory enVlfonment as well as technical and fr:i.'c :ell Syr~) 11

for mlcrofinance programs In Part IVa strategtc diScuSSIon IS presented r"f':1f'::11ng \1 dv
sources of mcreased supply of servIces, endmg WIth a senes of action suggc;:,t1ons for
US AJDlMozamblque

A Re~vantPopu~uon

\1.Icrofinance IS here defined as the development of financial Sef\.1CeS - Pll r') S:1".. ..,:;, a~j

c~edlt - for the low Income population of the country Trat low mcome ;;0; _'.: on
l~dudes households that earn their hvmg from nucroenterpnses and fr011 ],: - :: ...l u r

::]

Pi oductlOn It mcludes people m both urban and rural areas, and IS broac\ -' non; .I'~"

\\Il~h the smallholder farmer populatIOn plus the mfonnal sector

A stnct appbcatlOn ofUSAIDlMozamblque's strategy would mc1ude only pe 'r1e 11V1 -= I

the rural areas and small towns of the target proVInces However, for practical reasons
finanCIal sefYlces typically begm m sIgmficant populatIOn centers e"en m cases where tl-e

~eople they serve are rural A.s expenence IS gamed, semces reach out to I ~~~ f1J 31
lucatIOns \1ozamblque, ""hlch has very few rural financIal servtces rei., ,;;:'" \JW

populatlOn denSity and poor mfrastructure, IS at the begmmng of such a "'rn..::; s
A:cordln~ IV a finanCIal servIces strategy WIll need to assume that the t:' _~ , -,.1''''. 1

11c1udes bvth rural areas and the portion of urban areas that have stror£ -... ~_1'1 ""-;,d I

US AJD's offiCIal defimtIOn of mlcroenterpnse excludes crop productIOn P J ~ e\ er

In addItIOn It IS a~"Umed that USAJD S strat~gy though It has a J-eograpluc focus I' Jj ~ ct ,':;<;

..dch as polle; dIalogue that conlnoute to the develcp,nellt of mlcro:'Pl1nce gen;;;ralh bu " 1)' _ I

~pecUic prO\1IlClal focus
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ddulltion may he Lhangl.d soon and <>hould not constralll US -\lD/\1olal11hlQUt \",hllh
rightly fOlu~es on agnculture becausl oflb Importance to Ir1Ll)I11~S 111 \107<\.llbltjUL fhll'.
In this paper agnculturahsb are considered as part of the mlcrofinancc target pt 'plJlatlon

Nevertheless most mlcrofinance services are pnmanly 8Jmed at microenterpnses
(particularly on the lendmg side), for reasons haVIng to do WIth Income streams and fisk
diversificatIOn Because many of the households that are mvolved wIth mlcroenterpn.::.es
are also farmmg households, the provision of financIal services to those households
supports both enterpnse and farm activities

The rural sector also contains a number of strategically unportant larger actors \V l-jo~e

activIties contnbute to Increased Incomes among smallholder farmers and
t"Hcroenterpnses These actors Include agroprocessmg enterpnses, smail/medium '..,ale
Plcrchants provldmg Inputs, traders/buyers, and a few other smail/medIUm enterpr.::.es
Through the efforts of PYOs such as CLUSA, the medIUm-scale actors also Include
tarmer assoclatloflS actmg as enterpnses of theIr own

B Paths to Income Growth for Rural and M/croenterpflses

Mozambique today offers strong economic prospects for growth among Its low mcome
populatIons 10 rural and urban areas The major factors contnbutmg to MozambIque's
ccononuc growth - pohtlcal and macroecononuc stability, post-war reha!'" 1 tatl':') and t\..e
transItion to a market economy - all create pOSitIve prospects for in\·es:m -nts, '- ::11 the
srlaU 10vestments that low 1Ocome people make The rebound In agncult lral pr:'':'jl.tlOn
a.::. well as growth In other sectors, appears to be broadly based In a gradual U;:PA ard
~plral the resulting mcreased mcome among the population creates demand for d-e goods
, nd serVIces pro.... Ided by the same populatIon Thus, even though current mCOffi=::. are
\ ery low, econorruc opporturuties are expandmg In response mformal markets " Cl+'es
arc burgeorung, and increasing numbers of nucroenterpnses are appeanng 10 rural areas

';'ccord1Og to Mlclugan State Uruverslty (MSU) surveys, a very large share of the Ince ~e
of rural reSidents (73 percent) comes from subSIstence agnculture (Benefica) The otrer
major Income sources are the sale of agncultural production (15 percent) and
i,ucroenterpnses (10 percent) Wage labor IS a negligIble 2 percent MSU's sun,eys
~[-0wed about one thIrd of all rural households to be mvolved 10 a microenter;:w3c
1m,0lvement 10 microenterpnse was sigruficantly correlated WIth mcreased POt 'C' :: Lj

lncome (though the dIrection of causahty could not be established)

In the future most l1come growth WIll anse from Increases 10 agncultural 51'"'' ~.,d

r'l l croenterpnse re\enues Growth 10 agncultural productIOn sold \AlIiI be m<:lG': ;:..:: ::>!h =-\
Increased access to markets, as tradmg connections develop, a'1d by Increased ~r'J.:1'Jct. \ I

through the use of productlVlty-enhancmg Inputs such as fertlhzer and lrnpro .... e j .,e,.z.d
\ 11cro and small enterpnses have an Important role to play (though th-"''' are Ccrt a. ,,1\ Pot
the only players) In pro.... ldmg mputs and marketmg products The 1'1 1.,~ges be' ,,;:cn t -11
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and non-farm entupnses art. ""ell documented sho\'"mg that 11llCrocntLrpn"e" wIll !...I '\A ,h

demand for simple goods and servIces mcreas~s and as hou'\eholds bq;1n tl..l hd\ t.. "WI l'l"c">
that they can Invest In non·farm as well as on-farm mcome·earmng upportunltle"
wherever returns are highest

C The Value of Fmanc/al SerVices

Financial services can faCIlitate these growth processes USAIDtrvlozamblque's strategy
(lod this paper approach financial servtces as a means to mcrease household InCQlT'c' and
thus \t IS Important to begm WIth a view of how financial semces contnbute to hou~~hold

\-,ell bemg

• Consumption smoothmg people save or borrow to mamtaln ~dequate

consumption through seasons or years In which Incomes are belo\\! norrn:lI
• Emergency and SOCial finance major expenses, particularly those that an..,e at

unpredictable times medical emergencies weddmgs, funerals
• Household Investments particularly education and hOUSing
• Short term busmess opporturutles working capital for purchase ('f mputs

mventory
• Busmess Investment capital equipment, premises

Importantly thIS hst mcludes both household and enterpnselfarm needs Be,=ause ~1~nev

I' fungIble, and because the finanCial needs ofhouseholds and enterpnses c r ,; In cr \'1ed
efforts by proVIders to deSignate finanCial sefYlces for particular uses often told P~oole

u~e finance for whatever proVIdes them the greatest benefits Moreover even hJu,..:-l,o'd­
vClsed uses contnbute to household mcome when they enable famIly me'1,::er s to be LJdter
prepared for thetr economIC tasks

T1e unportant pomt IS that at the househoJdJenterpnse level It IS dlfficu't 1.) trace a'l e,"ct
rath from financIal selVlces to Income growth UnlIke seeds, whtch can C-"l'y be us... J to
grow one crop financIal servIces work by increasing optIOns

For those who rely mainly on subSIstence agnculture, finanCIal needs center around rs1(
riOtectIon and consumptlOn-smoothmg These fanuhes use savmgs and credIt ~ .... "'" 2e~ to
help them mamtam consumptIon dunng the hungry season, and to store ,alJe d,.'" .3
;,,~nods of plenty Thts can only be done If ::tome portIOn of productIOn can be rr. -1",.d,=d
F:>r those mvohed m sales ofagncultural products, finanCIal serVIces S'Jj:;JO'1 b.:rh
c,)nsumptIOn smoothtng and emergency needs, as well as purchase of If;: 11s 1rd ;c..,s ~1 v'

Storage after harvest MIcrofinance alms to prOVIde broadly applIcable f i1~'C1al --::;-', 'c-=s
that can respond to thts vanety of needs rather than to a partIcular segmtnt oft l1e r ::.~1",.et

There may be a gap at the nud-Ievel, wluch would mclude farmer asSO{ _hry'''S (1S

aSSOCtatlOns rather than collectIons of households) and medium-sIZed as ! ~ 11> .1'"/\ -"'''bj

busmesses Such speclahztd needs are not addressed separately m thIS ::,a~~r as \. J,) ~l
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would require deeper kno\l,ledge about the aSSociatIOn::, and ru"me<;"e<; tlh.lr gmt. 1 Ill\.\.

arid their relatlon::,lllp~ to the formal banking ~y~tem

D Sustamablllty and Instltutlon-BUlldmg

Mozambique IS no longer In ItS reltef and rehabllttatlon phase but IS In a ITlarket
development phase USAIDlMozamblque places the hIghest pnonty on sustamablhty and
the development of pnvate markets and mstltutlons that work Wlthout ongoing donor
intervention It IS challengmg ItS grantees to respond to these reqUirements

Mlcrofinance IS strongly assocIated With an mstltutlOn-buddmg approach to tinaT1ce It
alms to create financial InstltutJOns (and/or financIal servIces embedded In e\btH~g

libtltutlOns) that WIll be able to serve the low mcome populatIon on a sL.~ta''1abl~ r, "5

becommg an II1tegral part of the country's financial system In Mozambque Lhe "'" ''':Ial
sector IS at such a rudImentary level that It IS often difficult to ::,ee how mt,..rvcntlO, ., ,1 :u
<-~e possIble now WIll contnbute to the creatIon of a permanent financIal Y<;lem ()~ _n
\,e mu::,t Invest In actIvItIes that do not yet meet the Ideal, or that reqUlrt;;: a ,.;al'lf ..

11
~lv\\'

t'i'iloetable However even these lrutlalm"estments must be done In hgh ofth, r
cuntnbutton to the overall evolution of the financial system ActlVltie~ t1"t ~bl:C rd hs
long run perspective (such as tradItional subSIdIzed credit schemes) have been sho\lin to
postpone the de\< e\opment of self-sufficient financial mstltutlOns
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II The Status of Mlcrofmance In Mozaplblque

A Fmanclal Sector Distance from Mlcrofmance

Before 1995 government owned all bankmg mstltutlons In Mozambique and ran them In

the socialist \\'ay as means of dlrectmg funds to state-owned enterpnses nther t~an as
allocators of nsk-based credit Two government banks, BCM and BPD "/ere pnvatlzed
m 1995 and 1997 respectively In the same penod, additIOnal banks/tinanclal institutions
v.ere created A bank supemslOn function was estabhshed at the Bank of ~1ozambl tue
and a new Bankmg Law was enacted

r-"fozamblque now has SIX commercial banks, one leasmg company and one credit
cooperative all pnvate Further entry IS expected m 1998 The new baSIS on whl~h the
f,'ianclal sector IS bemg bUilt IS positive Asset gro\\'th was sigruficant 10 1997 a'1d most
0l~the mstItutlOns showed a pOSItive return on assets However returns on equity remam
l~,w m the range of4 percent to 23 percent for the profitable institutions l' e~e ne\\ ly
e~tablished institutIOns have not been operatmg long enough to determme hew s.... cc.;ssful
they w1l1 be

Tlus lustory of recent transItion from nationalized to pnvate bankIng explams the senous
wnderdevelopment that charactenzes Mozambique's finanCial semces todav ServIces are
few and generally of poor quality In many areas of the country, there are "lrtuan} no
f,rmal financial semces At present the banks are concentratmg on 10w-n~1.c or fec· ....ased
"cIVlces, such as money transfers and short term Import/export finance T1--=) jr ~.::.t Mu.h
o,'thelr money offshore \Vhde credit to the pnvate sector IS expandmg (b\ 48 r,-r:-;nt
!'r,:lm 'March 1997 to March 1998), It remams a relatIvely low percentage of the l ..."ds of
..., .:'st banks At the level of mdlgenous busmesses very little credit IS av3. leble fr Jrn t ;:rL"s
a~,d VIrtually none IS available at the rrucro level

en the sa\imgs SIde, mInImUm balance requirements, htgh charges, and tre scarcity of
::- .mkmg outlets means that most people have no place to save money \\ hIle cOfPpeutlo'1
for time deposIts IS begmrung to appear, It IS aimed at large depOSitors and products such
(IS passbook saVIngs, sUitable for ordtnary households, do not eXIsts (possIble exceptIOn
3?D) GIVen that most banks are currently lendmg a relatively small proportIOn of ·t,elr
:::,,:,ets and are overly lIqUid, credit can contmue to expand for some tUll: L'c'fore t :I ~ ..l

f'essure on banks for greater depOSit mobilIzatIOn Currently tugh char.:;-~" cd l;)vv

Ir\<erest rates place mcentlves on formal sector savers to place money c T:;~e

~\ lvzamblque whIle lack of any servIces create the necessity for mform,J :,c,- 'or .rl;~"\

k-;;ep cash or save tn-kmd

I'-/erest rates remam faIrly lugh, despite the fact that the Bank ofMozar: <::!ue I-.1S

dropped the rediscount ra'"e below 10 percent Thls results from a eorr :: r _ on ( r __ ::,t
controls lugh adffilnIstratlve costs, and (at least for the pnvatlzed mstlh.'l, n~) a.n
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overhang ot hdd debt Commercial bank rates are In the rani:-l of H)II...'hly I~ ttl 2"
percent

Taken together these factors suggest that formal financIal tn3tltutlon~ are nl1t II~ ely to I)C

pushmg to penetrate low mcome and/or rural markets anytime soon de::,plte the tXl'p nee
of a potential market there particularly on the saYlngs side In '" anous pubhc and PrJ\ a'e
fora several banks have expressed an mterest In mlcrofU1ance, particularly In kdlTlll1g \l,lth
NGOs While such statements may reflect a deSire for a good pubhc Image rather than a
senous mtent banKS should be challenged to explore the posslblhtles

B MJcrofmance Lendmg

MozambIque IS at an mterestmg Juncture In the development of mlcrocredlt Jn~tltUl!(l"S

charactenzed by many InstitutIOns and few clients Recent attempts to Id-.:ntltv
microfinance mstltutlOns have counted as many as 39 orgamzatlons that ~entlfy

t"cmselves as provIders of microcredit (Chidzero et al) Hov.ever In cl'-::.Idenng tl-.e
[ ... ture of mIcrofinance -- In other 'Words, who IS gOIng to be pro'vldmg ere jlt to the t:l orer
s'-'6ments of the populatIOn dunng the next decade -- mo~t of these project:> (pcrh;::.p" "s
many as tv.-o tlurds) can be disregarded due to their lack of scale and sustamablhty Oi'.ly
one program World Relief has achIe'ved a slgruficant scale (4 100 active clIents) and Ie" e1
of cost recovery (75 percent, excludIng expatnate costs) It alone accounb for over half
of the natIOnWIde number ofactive chents Identified (6,000, ChIdzero et al) Exc\ ~ 19
World Rehef, the a"erage number of clIents per program IS roughly 100 truly n~e.' If, 1:-le L,
1,ternatlOnal standards and by reference to market potentIal

"' cvertheless, recent and prospective new entry IS set to change the mlcrc+ 'lal1ce sC'':i'e III

\1ozamblque rapidly A handful of programs have the prospects to gro'" ~ -=- fi.~a,)t' d
appear to be laytng the foundatIOns for sustamab1l1ty (for example, Care':> Cr;;; ...ce t-='~, ... ;~- "'1

{ram's CCCP program, SOCREMO, and ~1EDA) Most of the program::. 111 ''f1'S .':>ll":.:-r
gf0Up are run by InternatIOnal NGOs, though there are a few local mstltUTlOr::. I hat P :i',.

ccvelop These programs are generally based on good practice Fmally n?w I roJe.:l"
have Just been funded or are on the verge of receIvmg fundIng mcludmg World VISIon In
Zambezla, Care/Clusa in Nampula, and others If these programs grow as projected the
pumber of chents served nationwIde WIll increase exponentially in the nc\· C .:).; ,-::.

~ mmary assessments of .':lome of the more Impvrtant programs follow T 1 ~);.c _ - _ c
~ ograrn::., the fOIJO'Wlllg parameters are used

• level of operatIOns (number of actIve cl1ents, type of Cdcnts '1 - - 'l:i ~ I,..,

• firanclal performance (cost recovery, reportIng portfo l l0 quak\ • _ .:"
rates) and

• l'l~tltutional strength (instItutIOnal t.l pe, experience of pro\, ~ --:, r.1 l :r
In::.tItutlOnal c1'z..l1enges, fundmg)
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In v It \1, of the...e paramdLrs a general evalu 1tlOn of lutu re rro"pect-. 1" III !c!t.. ha<.ed { .1 Ih<..
author ~ Judgment

1 World Rehef (Gaza, Xal-Xal)

The World Rehef village banlang program In Gaza IS clearly the leadmg Mozambican
program at present By international standards, It would be considered a good moderate­
sized program stili In a relatively fonnatlVe stage of development It has 4 100 active
clIents and a portfolio of $220,000 The average loan balance 15 approximately SSSIt
t...rgets very poor chents, mostly women who are vendors and some who are petty
lTlanufacturers operating 10 a relatively densely populated and prosperous location (a
r....g10n In whIch local lOCOme IS supplemented by rerruttances from South Afnca) The
~ ,ogram prOVIdes health and other messages as part of Its methodology and abo has a
S:1Vmgs component (discussed 10 the next sectIOn)

Tl-je program IS making progress to\\;ard finanCial vlablhty It covers about 7~ percent of
1 :; operatmg costs excluding the costs of the expatnate director (who works part tire 011

t' ,e proJect) and internatIOnal techrucal assistance This performance IS good for a fa dy
) Jung program With such a low average loan Size, and IS due to the effective .nterest rate
of 102 percent, and to good repayment performance (97 percent on-time) It IS evidence
t).,at the program IS competently run Nevertheless, the program w111 probably have to
take some slgruficant adjustments m order to reach Its goal offull finapc al \,l3.bd Lty

T '::.tltutlonally, the program faces several slgruficant tasks The lughest Df'011ty 1~ +e
·~3.mtng oflocal seruor and nuddle managers to a pomt at which the mtenslty of C" jJ<:ti'11,c
::;:,:>Istance can dmllrnsh Because this task IS so central to the sustamablhty of the

:>tltutlOll, It IS Important that World Reheftake the tIme to concentrate on It dunng the
--=)(1 couple of years At the same time, It should be pOSSible to pursue tranSItIOn to all) ':.1

1

-stitution Although World Rehefhas stated ItS mtent to spm the program off as a 10c l
:-tttutlOll, It IS stIll at the start of such a process Tlus program was recently .1'",ad"'d a

1_ SI\ID Matchmg Grant from BHRJPVC, wluch Will bnng m $1 8 ml1hon (53::8 C~10 fr.yu
LSAID and $1,526,000 from the PVO), thus allOWing the program to operate on an
expansIOn path for the next five years The Matclung Grant proposal caUs for
~~ograplucal expanSIOn, mcludlng the opernng ofa new branch managed Sepaf3.k1v n
'- ie of USAID's target proVInces m northern Mozamblque

'\orld Rehefworldwlde IS a solId Village bank PVO, WIth good programs m C:'~j1. '~'3.

'-:Jnduras and other countnes It ras proven Its abilIty to de" elo;J Its ;lfe;T3 ~ I'1 T
.) 1_ '

:..tltutlOns and It IS strong In finanCIal reportmg Only ItS Honduras FOc-<.. "1 -ea. ... '- j

•_11 finanCial VIabilIty None of ItS programs have yet become mdep..:;l1d\:;'-lt of C''-vr
s_pport
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2 (ARE «( rescefMamca. Angoche, N.lmpuLl)

(' ARE IS moving rapIdly Into ffilcrofmance In several locatIOns uSing a vartdy of
l'1ethodologles and fundmg sources Its oldest program, Cresce In Chlmolo h1S been
lending for less than two years, and has 441 clIents, and a portfolio of$30 000 Wlth an
average loan balance of about $70 (as of 12/97) Cresce's chents, hke those of World
Rehef are largely urban and town-based vendors, though a much smaller proportIon of all
clIents (34 percent) are women Cresce uses a solldanty group methodology CARE IS
also startlOg a new program 10 Quehmane, wruch may eventually merge with Cresce a~

they expand toward each other

CARE's program 10 Angoche has not been successful It has expenenced serious
repayment problems. and Will not be expanded CARE Will mstead concentrate on
developmg a new program 10 Nampula, together With CLUSA Tlus program H,llI have
two products credIt to the farmer associations CLUSA has developed and cred't for the
Itmerant traders (ambulantes) who purchase agncultural products from local t.mners
Both of these products are speclahzed They reqUire larger loan SIzes and sor-e'vhat
dIfferent methodologIes from standard vIllage bankmg or solldanty group prO.=fa.ms Tt.,~v

will reqUIre a higher sklll1evel on the part of credit officers

Fmanclal performance mformatlon IS aVallable only on the Cresce program It IS saId to be
covenng 30 percent of Its operatmg costs (trus figure probably excludes expatrtate co~ts)

and has htgh repayments, With only 1 I percent of the portfolIo at nsk It chCirges Interbt

at 35 percent per year flat (effective rate about 60 percent) It IS expandlPg ste1-::11y eac~

P10nth

The Cresce program IS Judged to be off to a good start, applymg sound t'ractlces and
reportlOg good results It IS Just mOvmg out of what trught be consIdered the s }rt-uo
p~ase IOto an expansIOn and consobdation phase CARE plans to expand the pr ~gra n tc
Belra, and to Spin It off as a local institutIon However, It does not currently r':l've the
f..!'1dmg to do thts If the CAREICLUSA program succeeds, CARE would ha.e
developed a natIOnal network offfilcrofinance institutIOns, covenng three prOVinces It IS

also planrung to launch small saVIngs and credit actiVItIes In Inhambane and i\1aputo In
ffilcrofinance worldWide CARE IS known for methodologIcal innovatIOn partlcularlv In
work Wlth pre-eXlstmg commuruty groups It has shown creatiVIty In hn1.;:mg r~ ~Grr.<~-~

to both mformal and formal orgaruzations (e g ROSCAs and comrnercJal ba. "I

H-:>wever, there are few mstances ofCARE programs evolvmg Into freest_ic.-;
su::.tamable local mstitutlons

3 'World VISion

World VISIon has been expenrnentmg In a small way Wlth mlcrofina'1ce n \ r- IJ" t; .j

to now The real begmrung of ItS program IS marked by the recent am\- Cil 0 )

mlcrofinance speCIalists who are m the process ofmtroducmg new mdh()c_ \ ~ .;::':: j
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'>Lttlng up s'tstem~ World VIsion IS currently operating In N;>mpula and 71ll1hC711 U .... llH..

'>ohdanty group and individual methodologies Vvlth about 180 actlve ChCllb ell 11lll1~ JIl

tlTectlve mterest rate of about 65 percent It IS also ~tartlng a separate vtllag~ bdl1klns
program funded by DFlD In ZambeZJa

World VISIon IS not known worldwIde as a leadmg nucrofinance pva W111e It does
support mlcrofinance programs In vanous countnes, most of these are small arId not selt­
sufficient Recently however, World VIsIon has been making a specIfic effort to develop
Its expertIse and programmIng 10 nucrofinance

4 MEDA (Maputo)

\IEDA IS operating one program In Maputo, usmg soltjanty group loans to reach rrarket
vendors In Chlquelene market ThIS program began lending In October 1997 al1d has
been movmg slowly In part due to a lack of substantIal fundmg As of July 1998 It has
r )ughJy 250 active chents In February 1998, Its average loan sIze was reportt:d to be
585 There was little or no dehnquency, and the 45 percent flat mterest rate wltl-) fees
tr.inslates mto an 85 percent effective rate (Ctudzero et al) As a new prognm finanCl31
performance data IS not yet available rvtEDA has Just been awarded a USAID \1atchl ~g
Grant whIch WIll allow It to expand the Maputo program

Tlus program IS run as a project ofMEDA, but mtends to become a 10callf',~tl,tlOn As
Gderent from most of the other lOternatlOnal NGOs, MEDA IS consldo;;:nng :::>t;t-lf'g u;:> 'j-e
k1<.;al mstItution as a for-profit financIal mstItutlOn The challenges MEDA 1~ct:~ m he
f,-ar and nud term 1Ovolve establIshing an effective operatIOn of slgmficant "cat,~ \\I1.h
.::mpetent staff and effiCient systems The operatIOn IS still 10 Its cntlcallmttal phase In
, llch management IS all-Important WorldWlde, MEDA sponsors some very strong
~ crofinance programs partIcularly ItS programs 10 Haiti and Nicaragua It is known for
~ busmessltke approach to nucrofinance, wluch mcludes a comnutment to mo'v I ng be; (" j

d_nor dependence at an early stage However, MEDA's recent entry mto At1-''': l has ~ _n
p'agued WIth problems It has had sigruficant dIfficultIes In Zimbabwe and Tanzama Mil

the program 10 MozambIque started offWlth a management that MEDA had to replace
The current manager IS one of the most knowledgeable and creatIve people wo r k''1g 10

lTllcrofinance 10 Mozambique However, he IS only aVailable to the prog-am t'1_ ;-. "'le

:: Tchuma (Maputo)

Tchuma IS a local organization WIth strong backers (Graca Machel and '\ <:;1':: (> _~- _0)

,,,l--..1ch IS organizIng Itself as a credIt cooperative and plannIng to begm l~nd ng ~ ':: e
1098 It IS essentially start10g from scratch, after a faded pilot t:ffort A P~'\t k_;11 ... .:s
teen brought In to develop new systems and methodologle1\, takIpg tnto a.:::c'_. l~ ~0-,>

from the ongInal pilot GIven that the new team IS untested and oper~tl II 5 1-... ~ not; Cl

bo;;gun, It is too early to say anythmg about the prospects that Tchuma \-\Ill! ~IIC~cl d
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However It appears to be the only local orga.nlzatlOn ba ....mg It.... operat1\ln .... dl<trly on hl ~t

practice pnnclple~

C Savmgs Mobilization

The demand for saVings services among low income people in Mozambique IS Widely
thought to equal or exceed the demand for credit Incomes are nsmg and households are
bulldmg up assets Currently, however, there IS virtually no supply of savIngs services
other than traditional mformal mecharusms Xltlques, moneykeepers and in-kind savings
(particularly hvestock) It IS believed that some families resort to burymg cash as a v,ay to
save money safely Formal deposit semces are not aval1able to the poor because of
e....cessive bank charges and the lack of converuent bank outlets

SaVIngs mobilizatIOn IS m some ways more straightforward than credIt the institutIOn
accepts funds depositors bnng It, havIng no need for detailed mformatlOn about the chent
or complex systems for trackmg and followmg up late payments Sa\-lngs moblhzaLlon IS

l;1stead a matter ofensunng that the mstltutlon offenng the sef\lces IS safe and
tmstworthy No matter how great the demand for savmgs, It IS cruCial to prohIbit
l~StJtutlons that cannot meet safety and soundness standards from bemg savmgs
mobIlizers NGOs should not be allowed to mobIlIze savmgs trom the publIc (I e from
non-borrowers), while banks and credIt uruons should be allowed to mobl1Ize savIngs or1y
under stnct finanCial management and performance gUldelInes and WIth adequate
supelV1slon Tlus section now turns to the current and future prospects of :-,a\ logs
mobIlIzatIOn from these three sources -- NGOs, credit uruons, and banks

1 Banks

~ormal finanCIal mstitutlOns -- banks and the one credit cooperatlVe Cred.coop -- ::t;c It,~

r ost obYloUS place to look for saYlngs semces These mstitutlOns currently offer j T' 1:1
~'1d time depOSIts but most have not developed saVIngs deposit products that can ~ef\.e

poor and mformal sector clients Demand accounts reqUIre prolubitively large nurumum
blances, pay no returns, and may mclude costly fees for WIthdrawals Time deposits also
[::qUlre large nurumum balances and restnct access to funds OutSide Maputo tre c_,J...5
!- ..ve very few outlets The one bank WIth many outlets, BPD, IS reported to be If't<;~t on
c10smg many of those outlets and not to be mterested m servmg the bottom end ol~ihe

rurket Nevertheless there are some sIgns that Interest IS awakerung In c0rnpe~lf1s ..- r
c::POSltS Credlcoop, for example, IS negotlatmg WIth the Post Office TD"\1 and -bt:'ral
?'-GOs regardmg cooperalmg m usmg the outlets of these orgaruzatlons as posts tor
q Y1ngs mobIlization It has opened an office m a rural locatIOn Identified "S a pIIJ'1e

10catlon for agnculture-related depOSIts and South Afrtcan renuttances Oth~r ba"".~ ;:>re
also opernng new branches GIVen the rapid entry of banks m the Mozan~bi~Je I ~1 -.:t 1

total of9 institutIOns expected to be operatmg by year end), It IS lIkely thlt n,1e or ~I-le

banks WIll Identify low-end depOSit moblhzatlOn as an attractive market p';:;he
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2 ~GOs

~everal of the NGOs In Mozambique offenng mlcrocredlt have a compulsory saVings
reqUIrement In whIch borrowers must save a specified amount In order to be el151ble for
loans of vanous sizes Of the orgaOlzatlOns re.. lewed above. only World Rellef currently
uses such a reqUirement though others (CARE, World VIsion) are establishing programs
In whIch savmgs reqUIrements wlll probably feature In these cases. all sa.. ers are
corrowers. and are In a net borrowmg position VIS a VlS the NGO most ot tl)e time (eXCt~t

2! the end of their repayment schedules and before they have receIved a fallow-on loan)
f rom the borrower's pomt of View, such funds do not fill the role of ordmary savmgs
services they cannot be accessed on demand or used to meet emergencies In some ca<;r..s
cl.ents never see the funds again -- they are slInply a contnbutlOn to the orgamzatlOn -- a
c,::.gUlsed fee or a guarantee fund In other programs partIcularly VIllage bankmg
programs additIOnal savmgs are mobilized beyond the reqUIrements and these may be rc:­
k~t by or to VIllage bank members ThIS does not jet appear to be happemng In

\ {ozamblque but IS an Important future element of the !RAM program and ,,-,f a small
C -\RE project to be launched In Inhambane There may be creatIve wayS to l'1\olve"' GO:>
In saVIngs moblhzatlon through links Wlth banks MEDA and Credlcoop arc COl slden~g

operung a Credlcoop deposlt-tak1Og WIndow In the ~DA office 10 Chlquelene Market to
serve ~DA borrowers and others 10 the market

3 CredIt Umons

Iredlt uruons appear to be an attractive way to get started \.vlth saVIngs rr:::-,l 7'lt'0n ,0
fozamblque credit umons can be started small and led by saVIngs contn:- 'l.rs • '~e

2. -e major bamers to the development of credIt umons, however Mozarr':.- ;l.1e IS ot~ c t'

, -e few countnes 10 the world -- and the only country 10 the regIon -- that :<:k::. a fc" \ :;-1,;

I savmgs and credit SOCIetIes In one sense tlus IS good Mozambique do~;) '1ot ha~t; .J

~,~ntend Wlth the accumulated baggage that weighs down most credit umon syst~m5 -. a
hIstory of pohtlcal mterference, mappropnate supefV1Slon by nurustnes of cooperative
development mterest rate poltcles unfavorable to savers, etc On the other hand It mears
, l.1t the task oflaundung credlt umons In Mozambique IS much the same? ") -h<: tr.sk cf
,llrtmg a new NGO program It Will be slow and nsky Moreover It C'-- C.;) l-e
c ~(htlOnal complIcatIOn of the need to develop a legal and regulatory fran~ I. erk su!- c _.J

t' c uruque charactenstlcs of credit umons Development of credit umo.... ;, 'ldd ft"" re
, .... e entry of one of the mternatlOnal orgaruzatlOns promotIng saVIngs ad c ~ It ,c ,_ c'''

~.lch as WOCCU or des lardms The local !RAM program, willIe It "ha.res '.)IT'c L 1 .II c;S

~ lth credit umons IS a credlt-Ied approach, wluch differs Importantly fr,: 'j 'lle '..', :"t
UflJons Savmgs w111 not be Introduced In IRAM's groups for two or the.... yeafS

It IS cruCial to recogruze that savmgs moblhzatlon programs must be ::ie' .=', ~c.~ l,,: } n
hnd '.'11th capacity to supervIse the institutIOns that offer savmgs The 1:.1" ;: - '~l( - ... ,0
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gUIde action are dL"cnhed In more detail In Section III but they are <.,urnmdlilcd lllrc In
T.\ble I A.. L'SAID con~lders the P0:>Slblhty ofsupPol1tng Sa\lngs illohIIJ.ltl\Hl It ..hould
ensure that It works within thiS framework

T bl 1 D B th' G d t S f Sa e r e s UI e 0 a e avmgs
Grassroots Groups • Grassroots groups, vdlage banks small credit umons and

the hke should not be restncted from accepting sa\- ,1g5
from their members or subject to government regul~tlOn as
long as they are of a sIZe m whIch members know each
other personally and Jom the group voluntanly

NGOs • Only extraordmanly successful and expenenced NGOs
Ishould be allowed to accept deposits and use for lendlr.g

and only under stnct COndltlOns and supervl:>lon Not an
option for Mozambique 10 current level ofNGO
development

I
• Lendmg NGOs WIth cOl11pulsory saVIngs requirements are I

generally safe These should not be regarded as true I
I

saVIngs Smularly, VIllage bank programs In which 011JV I
I

members handle saVIngs do not reqUire l11terventIO'1 I
• NGOs may be able to collect saVIngs safely m par!..er:.!.-. p

with banks under agent relatIOnships
Credit l..Jmons • Credit uruons need clear regulatory frame',.\. ork for I

o;JeratlOg, covenng acceptable finanCial struc r ,re (e 6 I
I

capital adequacy), IOformatIon disclosure ?P 1 30 _l ~l"'('e I
• Development ofa credit umon system reqUIreS a c:;:'2.'::;le I

::-upefYlsory structure SupefYlsors can be Od::'lde ~egll'ar
I

Ibank SUpefYlSlOn, but must be competent author ~ ltl' -:: _-d
mere mterested m safety than m promotIOn I

< I

l3~S • If banks are to be supported to mobllize sa. mgs It s I

n~cessary to ensure that they are safe mst r 1tIOns reec to I
I

know the financial status of each bank ar;d tl u; I

competence/effectiveness of bank super. ,~0rs 1

I
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111 The Environment for Mlcrofmance and ~'i'echanlsms for
Support

A Legal and Regulatory Policies Affectmg Mlcrofmance

In most countnes with well.developed nucrofinance, financial semces for the poor have
ansen outside the maInstream financial system, through NGOs credit umoT'S and other
::.peclahzed instItutions In most countnes, the legal and regulatory frame ,\lark gO'vr...f11 ng
the financial sector has allowed these operations to develop, and senous l~sues cone :rnmg
the regulation of mlcrofinance operatIons have only been met after the instItutIOns have
rcached sIgmficant scale and matunty

\10zamblque IS different The legal framework governmg financIal operatIon::. already
p.Jses bamers even at thIs early stage Three elements of the eXisting fraIT' _vorl< po~e

near-term barrIers

• T}1\? process for estabhshmg non-profit, non-governmental o"~')n zatlons IS

tlme-consummg and a source of confuSIon among both apphcants and officials
(Gaf\.ey Furno)

• Current law hrruts the extenSIOn of credit (and saVIngs) to for' 1\ fin:>nc al
m:::.tltutions, rendenng non-governmental orgaruzatIOn progn"j s tecru-ilc:.l1y
"Illegal"

• Current law offers a framework that IS less than adequate for t' e dey ....l ~ ~ rr ent
of small saVIngs-based orgaruzatIOns, such as saYlngs and cre .Lt ~ocletl~s

In the longer ru~ It may also be necessary to exarrune the general frame' ~.-1< go -:-rr ~ 3
:::.aVIngs mobilIzation the e\tolutlOn of non-profit nucrofinance operatlO'" r,.o f.., '~~I

l"stttutlOOS and the treatment ofnucrofinance WIthm banks The Banco J c ,ro: '_ ':':'Je
ra::. recogruzed the need to take some achon to pemut rrucrofi'lance to __ \ e' ....o 2. : b

planrung to enact changes m regulatIon and law

1 RegIstratlon of NGOs

\1ost of the mlcrofinance programs USAID IS supportmg are projects n" ~..,., r ~1

",[GOs If the)' are to emerge as ::.ustamable rrucrofinance InstItutions t' ~ :: )[1 ~ , 111
have to become locally re;31stered orgaruzatlons They will need to bee - ,- "i~_ - 1 'It

paVlng the \'yay for the eventual eXJt of the mternatIOnal sponsors In ac ,t.:-n lrl~ _'::' ':ll~

NGOs are IncreasIngly spon~onng rrucrofinance programs

The process for reglstent1g such orgamzatlons IS currently not well un :c..-t ....nd
\ccordmg to Furno mo~t local NOGs operate WIth no legal recogmtlci" '- ~ tl,: ~ • ·J1
seek such regulation find that It takes years rather than months to complek lh~ pre .:'::::.s
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1 hl ...teps required are complicated and subject to confusion and the dl<;crt t tUn !...l \ l., In

~~o\ernment In the process means that approval cannot be assured Addltll1111Iunl\.lt,ul1t.<,

d 1d red tape are required to obtain ta;\ exempt status Many organIzatIOn" ope r,lte
\, Ithout regIstratIOn but they are vulnerable, government could challenge thur or~ratlOn

they have no legal nghts, mdlvldual members are liable for the finances oft~e

nrgamzatlon, and the orgamzatlon usually cannot even open a bank account In Its name
In thIs environment, It can be expected that lOternatlOnal NGOs will move only SIO\\ly to
establish local orgamzatlons

\10reover questions anse about the sUltablhty for ITUcrocredlt of the mam legal form of
n n-profit orgamzatlon used In MozambIque, the aSSOCiation ASSOCiations are
I I,;mbershlp-based orgamzatlons, wIth a presumed Identity between asSOCiatIOn members
c. 1d the beneficlanes of the aSSOCiation's activities Tllis may effectIvely mean client
\.ontrol In mternational expenence, such an orgaruzatlOna) structure has not proved
etTectlve for credit-based microfinance programs clients have tended to value short-Ie'"."
pyout over long term mamtenance of the orgamzatlon's capital Under such cone' L1V''t

'0nors are reluctant to provide additional capital IfMozambican aSSOCiatIons car c;:,er ~ e
r lore hke traditIOnal non-profit orgamzatlons, wluch are more corporate th:m colb... l. ~

~Ach problems can be aVOIded The orgaruzatiOnal form offoundation wPlch IS a' ,-,l-'}'~

r~re, though rarely used may be SUItable Foundations are mtended to be -esLb'isl cd I\. r
the management of a sum of money devoted to SOCIal purposes Mlcrocredlt would seem
'0 fit that defirutlOn

- or mtematlonal NGOs, although current operations are covered by agrec- ~l ::, ;,' i "e
\ urustry ofForeign Affairs, pohtlcal sensltlVltles surroundmg them mean I,a.+ t Ie
..,tematlOnal NGOs cannot regard theIr pOSItions as fully stable

; LegalIty of NGO CredIt OperatIOns

T-1 most countnes, the government does not conSider Itself to have a regul ,:r I.te ~ • ..,
-garuzatlOns that proVIde credit as long as those orgaruzatlOns do not ra ,e t'Jnj, ~~

l- .rtlclpants 10 the finanCIal system (I e on the Interbank market) or as depC'~It-t3.kcr,

They conSIder theIr regulatory mterest to be confined to protectmg depOSitors and the
;;0undness of the Interbank system Mozambique's BankIng Law, however hnuts the
'- \1enSlOn ofloans to lIcensed finanCIal mstltutlOns AccordIngly, the GO\CriTlo;;r'lt :l

rozamblque offiCIally conSIders mlcrocredlt programs Illegal Wlule It has r =~T. --= ~ L. 1

_ ograms to operate, It IS IncreaSIngly uncomfortable WIth tlus SituatIOn ard \ ,1::" J

::gulanze It The Bank ofMozamb'que IS m the process of developmg 1:0 !-} Co 1.... ~ j c::: ;:. 1

lcrofinance (a regulation requmng approval of the Counctl ofMlrusters) ..,~ j I ~\ _,)

lhe Bankmg Law (requmng actIOn by the NatIOnal Assembly) PrOViSion If d ':s:: ,15

tor ITUcrocredlt wdllay a slgmficant part of the foundatIOn for nucrofinan =

11. craftmg these regulatIons one of the pnncipalissues IS whether the BaJ'l.. (If

;'- lozamblque should require 311 credIt-extendIng mstItutions to regIster '·W' it • J- =- ~-r

t Ie Bank the abIlIty to deCide on a case-by-case baSIS whether any given I-I :-n"" ..l,

16



program \';ould be allo\';ed to operate In most countnes central bank<; do /lot tlke on
~uch d role Thl~ approval would add step~ to the approval ... currently np~lkd to obt,iIrl
legal registratIOn as a local aSSociation or permission to operate as an tnkrnatlonal 1\( 10

A related Issue IS whether to reqUire that alllT11crofinance programs submit financial
performance reports on a regular baSIS to the Bank ofMozambique The ratIOnale behmd
such a reqUirement IS that It wIll contnbute to Improved financial standards It should
directly Increase the quality of financIal mformatlon produced and should have an mdlrect
effect In causing programs to scrutlruze their finanCIal performance and Improve It A
qllestlon about such systems, however, concerns the plans of the receiVing orga'1lzatlon In
t~IS case the Bank of MozambIque, for analyzmg the mformatlOn and usmg or publlshmg It
m a way that WIll contnbute to the objective of Improved standards Only If the
informatIon can be used constructively IS It worth collectmg

3 Legaht} of Sa" lOgs OperatIOns

On the savmgs mobilizatIOn Side, nearly everyone agrees that government has a re5ulatol'v
Irterest In consldenng the foundations for mIcrofinance, It IS necessary to determme
exactly where the boundanes of that mterest he There are several levels and kmds of
actiVIty to consIder (a) small voluntary, grassroots operations (b) mIcrocredit programs
WIth compulsory saVIngs features, (c) mobdlzatlOn of savmgs from the public by non-prot~t

InstitutIons (d) savmgs-based orgaruzatlOns lIke credit uruons and (e) hcensed fim'1clal
m~tltutlOns including banks

(a) It IS generally agreed that small grassroots orgaruzatIOns mobllizmg <'1.\dfi3S

fr Jm their members should be allowed to operate wtthout regulatlOn and
supemslon The amounts of funds they handle are small enough not to T"'atter to
t'le broader finanCial system Moreover, as a voluntary associatlOn small cT"\l:)ugh
that most members know each other, mformal mecharusms of accountability are
c0'1sldered suffiCient The questIon IS defirung the threshold beneath \\ hell there
Vvlll be no regulatlOn/supervlSlon Under current Mozambican law no pro\lSI0n~

allow such grassroots orgaruzatlOns to operate, although as no one attempts to
regulate them, they do eXIst mformally Moreover, several programs such as
IR..AM, World Rehef, and a new project by CARE, are In the buslre;;;s of c..-=~tljlg
a;1d adVlsmg such groups Through these proJects, small groups are be"'CI~ -g all

Important part of the overall mlcrofinance picture

(c) \1any nucrocredlt programs mvolve compulsory sav1ngs as a re~'l - _'~-:;'lI for
oJtammg a loan TypIcally, the borrov.-er IS reqUIred to keep fractIon o:>I'e tOial
lo:m amount (usually 10-20 percent) on depOSit for at least the duratkn o.:"tre
loan In general, such reqUIrements are better regarded as features ot t, e I::an
tt:fffiS rather than true savmgs, and therefore, not subject to regl...1£.. lv'1./SL-r-';f"\ ,;, ('11
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aimed at depo~ltor protection 2 MozambIcan hw mdkt's no l \pllCll pr/)\ hion tnr

~lIch prdLtlCeS and It IS not clear whcth~r authOtltles \';ould colbldt.r thull gU1UII1l

<;avmgs

(c) Non-profit orgamzatlons, such as NGOs and aSsociations are rarely
appropriate institutions to mobilize saVIngs from the public The} lack. proper
accountability structures needed to ensure that equity IS safeguarded notably
owners who have put their own capital at nsk to protect depositors Moreover If
they are not protitable, their capital IS eroded each year, so that depositors are only
protected If donors contmue to Inject fresh capital It may be possible to construct
I ules under which non-profits could accept deposits from the publtc ~ul.-h as
r~qulnng very high capital asset ratios and several years of a strong trad, record
Even then, supervIsors would have to be VIgIlant In their mOlUtonng ,\t pre:::.ent 1'1

'lozamblque, no mlcrocredlt programs are profitable, and the sUpeIVISL,r"'J capacity
of the Bank of Mozambique IS already stretched thm In overseemg the l' ?l'1;:,tream
'2ank.s Thus It would not be prudent for the Bank of Mozambique to open th~

'>Yay for saVIngs moblltzatlOn from NGOs at present

(d) However, one form ofassoclatton, a true credit umon, can be structured In a
'Yay that IS more appropnate for savmgs moblltzatIOn True credit umo'1S are for­
profit membership orgamzatlOns, In which sa\-1ngs are mobilized from members
loans are proVIded to members uSing those saVIngs, and members collectl" ely
c.Jntrol the orgaruzatlon CredIt uruons have generally been estab)l~"'cj '1 h tEle
~dp of promotIonal orgaruzatlons, such as WOCCU or des Jard10s ~"-l;h C.)t,-J:I~1

self-regulatory structures (federatIOns) supplemented by state reciu:c',) 1 rrli"'::.t
o'Ten through mlrustnes ofcooperatives ConfuSion anses 10 MOZal'12 lUC o\er
·'te differences and stnulantles between the Mozambican category (It ~ !tt.V"n
,-edit cooperatIve, and true credit uruons In Mozambique credIt l~OC ~<::-.1~ ,e:::.
rr,ust be structured as public stock comparues (corporatIOns) but Lh~" 2,-':' also
~embershlp orgaruzatlOns The key questIOn is whether all members :,'1. ~ :n ~~~:!

5~y 10 the orgaruzatlOn as opposed to control by the founding
r lember/shareholders In practice, the one actIve credIt cooperative ,n
Mozambique Credlcoop, operates more like a bank than a credit umon ~10re

work is needed to establIsh whether current law is condUCIve to the creatIOn of
credit uruons

e) LIcensed banks are cle1rIy set Up for the purpose of captuf.ng ':-::~\.- -) £' r t'-e
public However theIr mterest In collectmg depOSits t1-om the ~cur l-:='-~:l t::' _c:

nummal

!, SUf",11ary, for the promotIOn of safe saVIngs, regulatory actIOn IS neec =.: .,." ,;:: ..
t1'at grassroots sa\-mgs groups and compulsory saVIngs oflendmg operu or co _, - _ '..J

Tn certam cases compulsol) sanngs reqJ1remenlS may need SUperviSIon pnl'1anl," 1_ I ~ ,

keeps the amounts across severaJ loan cycles and uses them to expand lendmg
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\.-\Ithollt supervlsion and further e'ploratlon IS needed conClflll 19 thL Ir,ll1 ,t. worL. lor
ckvelopment ot credit unIOns

4 Supenlsory Capacity

In consldenng what changes should be made to laws and regulations a paramo"nt opcern
IS the capacity of the Bank of Mozambique to supervIse the InstltutlOns It authonzes
Bank supervIsion IS a post-reform function In the finanCial sector, and has therefore only
been developmg for a few years The number of banks and their rapId grO\.\th '1leans that
bdnk supemsors have theIr hands full They cannot afford to place a hIgh pnonty on
fYllcrofinance Thus, the follOWing events are qUIte likely even If the Bank operates with
t'le best of mtentlons

• It may not be acle to process apphcatlons qUlckly prolongmg the appro\. at
process for types of organIzatIOns requmng their approval and llmltmg 'he
number approved

• It may not spend much time analyzmg the f.nancla1 reports that Lkey reqUIre
losmg the chance to use the reports for Improvmg standards

• It may not be able to supervIse mstltutlOns closely creatmg VUlneraJlhtles

These Issues are not confined to MozambIque They appear 10 nearly ever;, c0un t ry ,\lJ,ere
the regulatlOn and supefV1S10n of rmcrofinance IS conternphted SolutlOr~ f"'G _Ire:; I ,:r
regulatIOns wrItten to aVOid taxIng supefV1sory capaclt j, or a program to ,,'Ci case t'1at

o::apacIty -- and to set some capacIty asIde speCIfically fGf jT>Jcr0fip:?nce I~ IS ~ot c!e?r t1-2.t

the Bank of Mozambique IS ready to embark on a capaCIty bUlldmg preg.-am 111 thE -, ea
gIven Its other pnontles

B Trammg for Mlcrofmance OperatIons

1'1 Mozambique the lack of direct exposure to strong ITucrofina!1ce progr2 5 - J, es
tralfilng more Important than It nught be In other countnes Trammg need::-. can be
Identified at three broad levels

Pohcy makers and others m pOSItIOns of authonty need to be mf,),med _::- :''..Jt

mlcrofinance generally -- the pnnclples that make It work mtefflatlural
e"\penence and the difference between good and bad practice At th '5 'e_c1 It
is also Important to understand the value of the mformal sector ard the relf ct
financIal servIces Such people make resource aIlocatlOn deCISions '.md ffi2.y
make poltcy deCISIons WIth dIrect effects on nucrofinance If they lack
exposure to best practice, theIr decIslOns may undernune the eVoh..+lon of
sustamable mstItutlOns ThiS level also mcludes the key back ers of
Pllcrofinance InstItutIOns, such as board members EstImatec pot--'l:J.l -l r""'""'c - i
over three years Government 50, pnvate sector 25 board me "r\te~<; :.::;
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"t.nlor managers of mIcrofinance programs need to learn mort. ahollt mcln(l\ Ill\.!

a -.uccesstul mlcrofinance instItutIOn ThIs level at tralnll1g cover~ tOPIL.., <'111... 11
a' are pro.... lded through the CGAP trammg delmquency control lnkre~t rale,>
accountmg and finanCIal management It also 10cludes 1OstltutlOnal
development tOpiCS, such as manag10g personnel, workmg with boards of
directors, etc, and tOPiCS relat10g to dehvery of services to the target market
Clients for such courses may also 10clude auditors of mlcrofinance institutIOn.:;
or provIders of computer support who need to be able to understand the
specifics of mlcrofinance operatIOns Estimated potentIal three-year demand
3-5 per InstitutIOn times 25 mstltutlOns 75-100
Middle and JUnior level staffof nucrofinance organizatIOns need more baSIC
traIn10g 10 how to perform their Jobs -- how to form chent groups how to
assess borrower repayment capacity, how to ma10taIn records and use MIS
reports what to do when a chent ffilsses a payment Estimated 3 year demand
10 loan officers per instItutIOn times 15 mstltutlons 1SO

';t present only the second level oftrammg IS bemg addressed through the CGAP
tnlnmg program \ihcrofinance programs are of necessIty also provldmg the tmrd le\e1 vt
tra10mg to theIr own staff However, gIven the generally weak capacIty of the
mlcrofinance operatIOns m Mozambique today, there IS probably greater JustIficatIOn for
developmg an outsIde source of such trammg than would usually be the case

Development oftrammg capacity reqUires trammg matenals, traIners capable of appl)"ng
the matenals, and an 1OstltutlOnal home Each of these poses challenges for i\Iozambl({Lle

Dunng the next year the CGAP tra1010g efforts wdl fonn a base from ""hlch adjltlOnal
tra10mg can be developed Courses wIll be proVlded regularly dunng the cour:>e of the
next year and a half, funded Jomtly by CGAP and DFID ThJs project alm~ to la\e as
outputs (10 addItIon to tramed partiCIpants) a small cadre of traIners capable ofglVlflg h.~n

11lahty finanCIal management tra10mg 10 ffilcrofinance, and matenals 10 Portugue~e that
1ave been adapted to fit the MozambIcan scene These efforts w111 constItute a s'.;ruf .<::-,t
begmrung 10 addressmg the need for matenals and tramers, but WIll not Imolve much
progress 10 developmg an InstItutIOnal home Moreover, It wIll only serve one of the three
levels of tramees managers of1OstttutlOns The next step would be to develop addItIonal
tra10mg armed at tramee levels one and three above and to 1OstltutlOnalize the iJrl ,ISh- J1 ;;f

tra10mg The aIm would be to develop a company and/or mstltutlOn(s) ",,'r)o l~.slJla~l\' :: -_­
tra10mg servIces, so that the availabIlIty of semces IS not dependent on the c,,;.....~lOn o~ "1

particular donor to fund a course now and agam

C Support SerVices MIS, Audit, and Accountmg

As ffilcrofinance mstltutlOns grow 10 size and become more profeSSIOnal, t"'=~ - ~ulre

semces that support their operation as finanCIal 1Ostitutions These mclude (' - l.:'uter
support for management mformation systems (~llS), accountIng servlce~ :11 ~ Idlt l'
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ll1o..,t countnes profLsslonal companies such as computer and accounting t1rm" rrn\. IdL
" Ich services However the mtLrofinance busmess IS sufficl<.. r.tly dlll~rl.lh trom otht.r
t%lnClal busmesse~ that professIOnals In these firms need to under:>tand h~)1,\> '111crofli1an.. e
\vorks In order to assist institutions effectively Because mJcrofinance I" n~1t yd a
profitable market, however, It may be appropnate for donors to support the d~' ,..lopment
of professIOnal services aimed at mlcrofinance institutIons

Mlcrofinance institutIOns must have effective MIS systems (manual or computenzed) If
they are to process a high volume of transactions wlule malntammg hIgh POrttO!IO quahty
" et MIS systems have probably created more headaches for managers of nllcrotinance
hl:.tltutlons than any other aspect of management Up to now most mIcrofinance
11~tltutlOns have found It necessary to create their own systems Off-the·shelf packages
hve not been available More recently a few such packages have been de"eloped
I \hcrobanker, DBS systems, IPC, and the systems of several mterl1atlonal NGOs) \105t
crgamzatlons that have expenmented wIth off·the-shelfpackages have found It "erv
cdticult to customize the systems to fit the particular needs of their orgamzatlcn They
1- -Id that the cost of the package Itself IS the lowest part of the overall cost C 1~tO'lllzat ,))1

t-rd system ma10tenance are much more expensive

-\ number ofmIcrofinance 1Ostltutlons 10 Mozambique have been work1Og together to trv
to share the costs of purchas10g MIS systems and havmg them translated Into Portugue;)e
They are bettmg that recent progress 10 software development WIll mean that the le~~ons

.:f past expenence no longer apply While It 1S true that the day of off-the-:::.r. :1' .: -C$~ a. T;)

ray be COmIng, It does not yet appear to be here Based on bnef dISCUSS"JI'1S \\ ,-h t1c"e

"' GOs, they have senously under-budgeted the cost ofobtam1Og a geod \lIS ) ~'c"'1

t. c:cause they have not 10cluded the cost ofcustonuzatlOn and ma10tenarce Tl-e 1.Jc,t way
c,) help such orgaruzatlons develop well-fimctlOrung MIS systems IS to 1'1\1est In a fcw
computer support people who can learn the baSICS of nucrofinance and ",an get to ',~o v
~e programs well One such professlOnal could support several NGOs Ttjcre are ,:,.;::\ -;:-::ll

c.Jmputer systems firms In Maputo that could prOVide ~uch support

lhe area ofaudIt and accounting bears some sIllulant1es to the MIS situation S+a!'1.::_~d

audits (and USAID A·133 audits) are des1gned for purposes far removed from
nucrofinance Standard audits venfy that books are be10g kept accurately ""hIle A-133
_LJdlts venfy that U S government funds are bemg properly used Neither tyDe of <! • _ t
'_\:.'ks m depth at the malO vulnerability ofnucrofinance programs, the Iciln j:..Jrtfc 10

~ ...cordmgly, a clean audit cannot Insure that a program has a healthy Ie 1[ .':"Jlfc',:: :. "1 ,:,

~-ce of employee fraud The process of dealmg WIth trus problem IS JlIst t ; ,llr;"t 'c
! ItematlOnal le\ el The first step has been the development by CC e\? L -!- j ~

j.,tdltors (not yet 10 pnnt) In Mozambique, It would be worthwhIle to c.~ - "1"1
'..1dltJaccount1Og firm With an mterest 10 mIcrofinance and support tre '- ,r-' It 1

,;w professionals who understand mIcrofinance well enough to pro\old..: -c' - ,;
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D Donor Involvement In MJcrofmance

Most of the major donors workmg In Mozambique are either already SlJpportlrg
microfinance activities or have well-developed plans to do so (Det lded Il1forTlla tl r,1'1 lln
donor activIties IS available In Chidzero et a! and 10 Branks) We consider donur<; he" e
from three pOints of vIew as funders of nucrofinance operations, as funders at oeperal
techmcal support/capacity bUlldmg, and as partIcIpants 10 polley dialogue

I Fundmg of Mlcrofinance OperatIons

It IS most relevant for our purposes to focus on new fundmg and planned fil'1dl'lg eYr~\..f:r\

to come on stream wlthm a year

• The EU has funded a new CARE sohdanty group program In ZaP1\.)ezIa
• Tre UK has funded a new World VIsIon VIllage bankmg project abo m

Z~'T1bezla

• l SAID/W has Just approved fundmg for expanSIon of the World Rd dand
MEDA projects

• Canadian Mlcrofinance Fund Canada WIll put In place a USS3 ~ million fund
by late 1998 It WIll be admInIstered by a CanadIan orgamzatIOn and WIll
IT'ake grants and loans to estabhshed nucrofinance programs throu;"0ut
\.fozambique that demonstrate best practIces A portIon of thIs fiJrc '.,I11:e -t
a~lde for techrucal support and capaCIty buIld10g Thus, It IS hkely. .' _t ~.;, 1 ~

5 orgaruzatlOns could receIve substantIa! asSIstance (If each rece,ve~ S5()O IX
thlough trus fund There IS some chance Sweden WIll JOIn th,s fund ..... ~r a
contnbutlon of equal SIze

• The Netherlands has recently approved a project for Nampula pro~ ce 10
'I"hlch CARE \li111 work WIth the farmer aSSOCiatIons begun by Cll SA...
yroVId1Og credIt to the associatIOns as well as dIrect nucrocredlt to tf" .J ers
E~tlmated size US$2 nullIon

• L'"NCDF IS on the verge oflssu1Og an RFP to fund a VIllage ban1(mg ;."lwgralT' ,il

Nampula The proposed amount IS $1 8 nullIon
• lJ~P IS dlscuss10g launclung Microstart 10 Mozambique which \\ ~ ',.l be

another fund thIS one proVId1Og small amounts of money to -:;., ~ '_ _.....,~

• The ED IS plann10g additIonal fund1Og, pOSSibly for SOCRE\'O
• Tr...s lIst IS probably Incomplete

Given the short supply of1Ostltutlonal c3.paclty In Mozambique at present .: e - -IL';; ~ ...

reore~ent an overabundance offijnds and are the malO reason tills report C(~, - t

recof"..rnend that USAIDl1vlozamblque pro'v1de fundmg for nucrocredlt Fe.; _) ~ T, ~

be 1110St Important to ensure quahty 10 the programs Sl.1pported
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2 Fundmg for Techlllcal Support for \1 H. rolinance Dev{'\opmrnt

At present virtually no techmcal support for mlcrofinance eXIsts The SW1 ...... tl.lndt.d
Action Research Program managed by CARE and the CGAP trammg progra m dre tIll.

only ongoing initiatives

A number of new posslblhtles are under diScussion
• The proposed Canadian fund will mclude a sigruficant techmcal support

component The design of that component IS bemg left to the bidders
• The UNCDF project Will have a very small portlOn of lUnds de51~1' lted f\.1r

capacity bUlldmg for local NGOs 10 Nampula
• The World Bank's new pnvate sector development project m<l\ 1l1dude a m'>l1

fund to support capacity bUlldmg m nucrofinance, although th,.... prosi'el.t 's
lookmg less lIkely as time goes on The project IS scheduled for apprasJ.1 tit
the end of 1998

• Ift.JNDP's Mlcrostart project begms In Mozambique It wlll mI.-I Jde a t::cfll cal
5' 'jJport component aimed at its own grantees

• CGAP IS expected to expand ItS support fortra101Og, as a J01'1t CG-\P;8~-'u
program for Eastern and Southern Afnca comes on hne 10 1S:;9 (a:) de,,_ - J:d
above)

• ExtenSion of the CARE-managed ActiOn Research Program IS now bemg
explored

-\.S most of these efforts are small or are only speculative at present there· .... ",'",11' ~ ;e
scope for techrucal support This IS an area where USAID could be heIr- .....11

3 DfJnor Invohement m Pohcy Dialogue

As c·tTerent from major e~tabhshed sectors, such as agnculture formal p" -:1- 1 I:~<' In· vC

- )t evol\ ed through v. htch the donors coordmate with each other and .....•~ ;;;'::,,:;;T ~ - ,.

The mformal workmg group wluch has been meetmg for about a year CGn~b>5 Jal"gd} of
donor and practitioners though one or two government representatives particularly from
ThTIER, usually attend This group IS effective as a forum for exchangIng rc'\ S ai j

cnruon and It IS plaYIng a vital role 10 ralSlng the level of dialogue aboL. J~r,. _ '" - j

In developmg £reater understand10g among the partiCipants However Ie, (' ..~ - ')

IS not a fonnal means of commurucatmg posItIOns on key Issues Nelth~i!..... -- - \ I.. I"

practitiOners nor donors can use It as a mech:mism for official exchanges

A 'TIore formal mecharusm would chIefly be useful as a way to promote \.J 1 ='e - - "1

movement toward consensus on t\\o Issues

• Pnnclples for the development of nucrofinance 10 Mozamb.::;
st.1ndards best practices and the roles of" anous actors



• Th~ legal and regulatory frameworl.- for micro finance who can ulgllge In

lendmg and savIngs moblllzatlOn and under v. hat conditIons

In the short run It IS Important for donors to talk among themselves to est~bh"h common
pnnclples for their fundmg decIsions It IS m the mterests of donors and pr:lctltlOr"e~s a!l!...e
tor donors to agree on such pnnclples Donors want practitIOners to take their "l:;;i1(1IS

about best practices senously, so that they w111 have attractive proposals to suPj:'ort and
so that the value of their Investments In nucrofinance are maxtmlzed PractitIOners want to
be sure that their programs are not undermmed by the entry of operations that do not
a~ply good practices (I e prOVIde subsidized loans or tolerate high delm':!'Jc.1CY) Steps tn
this directIOn are bemg initiated by USAID and other donors now



IV Fmdlngs and Recommendations

A Strategic Considerations In Mlcroflnance for MozambIque

ThIs section seeks to Identify strategIc entry pomts for USAID based on a vIew of how
de... elopment of financial servIces for the poor IS likely to occur In Mozambique Key
pomts are hlghhghted tn bullet form

Up to now, In the realm of rural and nucrofinance, the donunant rehef and ret,al"lIlit2+10n
onentation led to a chent-based approach Under the chent-based appri"11ch donors
Identify groups bemg served by Its projects who face financial constratnb _'nr th~n cr~ate

mecharusms to finance them However, Mozambique IS now clearly tn a IT'-i''1...~t

development phase The startmg pomt for thIS phase IS a VISion of how the mar\...et " I '. el!
to evolve 10 the country and what mterventiOns can hasten that evolutlOP or .,;""'s'Jre •....at .t
c~o"'es m an effective way Such a strategy mayor may not pomt tov.ard ~;-;,c,tic -=rv_;~

of clients, and may have benefits that are more general than the geographic t.1-~et Q'c3 or
than e'Cpanded rural enterpnses The recommendatIons that follow come frem a n'ar~-=t

de... elopment perspective They assume that USAID's ultimate obJectl'" e b the sustal' .ible
prOVIsIon of financial Sef\.lCeS on a large scale baSIS to poor households and mfonnal
enterpnses

If there IS to be a slgruficant mcrease m supply, where IS It likely to come ~rc il aM!., v
C1n It be enhanced? The reahty of rural and nucrofinance m Mozambique at ;:r :Sc"t ~ t~,;It

It must begm where the country IS, at a SImple level Table 2 summanzes ":>011c vftlle

a..i\antages and dIsadvantages of different potentIal supphers

The formal bankIng system offers mefficlent semces and alms at fonnal ,e':+0r bL.S '1es~=s

located m major urban areas It plays a role m finanCing major Import ar d -......~ort
bUSinesses, but offers little to smaller traders Its depOSit semces are nct ~ Jl+ _~.,le f)r 1::- v
mcome clIents In countnes where both mlcrofinance and the financial sy"tem aie ,,,,,ell
developed such as BohVla, ChIle, and Colombia, nucrofinance IS rapidly movmg Into the
formal system and NGOs are recedmg mto secondary roles Ultimately t" SIS wb ... t \ e
can expect to happen here as well It IS already begInrung m South AfnC? -~ :1t' ~ ~ J
LTganda, and may begm rere m a few years However, m the Mozamblqu.: or 19~~ 1..~

f "'anclal sector IS not mature or competltl\e enough to be greatly concer -:=::i \.,+1,
jrcreasmg Ib outreach to the poorer segments of SOCiety, and the NGO 3- _., ~ j :~ ~ 00· l.)

:Jf Jduce a profitable nucrofinance or small enterpnse finance program St.. - ~ :1 1y

C:mvmcmg to attract pnvate sector attention

• Ifbanks eVIdence Interest m m1crofinance, It would be appropr ~+~ r)f 1-,5 llJ
to support techmcal ass,,,tance and start-up costs fOf them P '_ cr t s
.... amed agamst trymg to "bnbe" them mto the market If a S<:"1":'~~ - :=r- :. ~

lackmg
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1\11crofinance programs run by local and internatIOnal NGOs are many but n<'i:'ll~ thlc In

krms of level of service provIsion Only one has any scale In other counln<.-s .l lhl"
stage mternatlOnal organizations have played a cntical role, bnngmg In e9~rt'<;e and
buIldIng Instttutions Unfortunately, with only a few exception.), the International
organizatIOns that have been operatIng m Mozambique to date have nc,t brou~ht top
quality expertise mto the country

One of the basIc questions for the development ofrrucrofinance In MozaPlblque IS vvhether
to concentrate on bulldmg the outreach and sustamabihty of eXlstmg NGOs or v..1,C~ 1.::r to

bnng In new expertIse Expenence over many years In many countnes (much of It lIS \ID
expenence) has shown that tnstltutlOns wruch begm WIthout the fundamentals nec~ssary to
become large sustamable operatIOns are very difficult to tum around Many proJeds I ~ \ e
otfered fundtng and technIcal assistance to NGOs on the assumptIon that s,rh InpUl~ .-';1 C

all that was lacktng Most of these projects have faIled The hard lesson IS 1<1t the .::n:"
In;)tltutlons that become sustamable and to reach slgruficant numbers of cllt:nts are thC''-e
founded Vtlth a strong VISion of scale and sustamablhty and with the techmcal v Perc ~ It 11
to Implement that VISion

Table 2 LIkely ContrIbutIOn of VarIous Types ofInstitutIOns to Rural Fmancl.ll
Services In Mozambique

-~
I

I___I

I

I',.,r I

I

Local NGOs

Credit Uruons

InternatIOnal
ITIlcrofinance 1\GOs
(start-up)

-local ownersrup from the begInrung
- very weak orgaruzatJonally
-lack kno\vledge ofm1crofinance or financial Irr ~_ ~::.!..._
...... savmgs and credit
++ uses o\Vn funds, not donor funds
- would have to start network from scratch slow:: ,J -,::,~ < (=
to mternatIOnal NGO start-up)
- lack ofclear legal framework, ,

'-- -L.--....;g""-lo_v_e_ffi_m_e_nt_la_c_k_s_c_ap"'-.a_c_It-"--Yt_o_r_e__g1.J_!la_te_l_s.........,p"'-le_r"Y_'_ls_e --.----J

J--So_u_r_c_e --t_L_I_ke_I"--yC_o_n_tn_b_u_tl_o_n -------- -- ---~
International ++ lIkely to grow reach slgruficant numbers of C:1~llh c r c'" 'v
mIcrofinance NGOs largest source of servtces
(eXIstmg) + moderate sustamabdlty (some lugh, some low)

+ ongomg comnutment to cltents
+ can access know-how and resources
- do not (and should not) address saVlngs
- lackmg m spm-off strategIes
- m some cases started on wrong track reonenta' r--=.::..~'".: 5} _
++ can begm wIth clear conceptIOn of becommg l a~.= ~ n j

sustaInable, spm-off planned from the start
+ access to expertise and resources
+ hkely strategy for reachmg poorest segments/worrj~n

- start-up always nsky
- do not (and should not) address saVlngs
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Bank" and FinancIal
I n~tltutlon::.

.----------~---------------- -----------
+ more hkely to contribute In sa\mgs than In l redll
t-savlngs-funded -- doesn't reqUire donor loan l-dpillil
+ most banks have outlets outside Maputo
+ likely strategy for reachmg nuddle level
-- lack of1Oterest 10 servmg ffilcrofinance can't force genuIne
Interest
- new institutIOns, still develop1O~ competence

The InternatIOnal commumty uses the Jargon of"best practices" to refer to the mstltLtlons
founded on such a basIs but It Important to note that there IS a significant dltTert:nce
b~tween orgamzatIons that follow basIc rules of good practice and those that are mo'v lng
strongly toward becom1Og slgruficant, 10dependent InstitutIOns

• The VISion and techrucal know-how of a few top-notch mternatlOnal
orgamzatlOns Will be needed to demonstrate the potential of mlcrotmance to
achieve scale and sustamablhty

On the other hand thIS IS an awkward time for USAID to fund the entry of flew
orgamzatlOns The newly-started operations Just mentioned need to be glvt::n SO"'1e tl - e to
demonstrate their potential and several donors are on the bnnk of new funding fur se \ I
other orgamzatlons USAIDlMozamblque IS adVised to add to thiS proliferation only If It

has strong confidence that a new entrant It funds would achieve greater scale :lnd
su~talOabd]ty than eXlstlOg operations and would proVIde a substantial dencn;:,tratlCn
effect Such confidence ffilght be generated by exammmg the acluevements of ;;ro~;~~ •e
orgaruzatlOns In other countnes, particularly m Afnca

lfthe international expenence IS played out m Mozambique, donor funds p01Jred l'1tO ,t,e
IT'Jjonty of the institutIOns here today wIll spark margmallmprovements at h~,t T-e
exceptions to trus statement are the few institutions that have been founded ." Ith a • _r, 1

of scale and sustalOablhty but wruch are stillm the early stages of operatIon -\,-co~ j __ 1.

thls report does not recommend a strategy based on proVldmg additional fund 1'1g or
mtenSlYe technIcal assistance for eXlstmg nucrofinance operatIOns

• Efforts should be made wltlun eXlstmg fundIng relatlOnsrups to ensure tbat
current programs apply best practices Such a move With both e -g',(e ,\"e
v:llue of funds already obhgated and help ensure a better opcrr.tmg
enVIronment for senous prOVIders

Tre SIde of mlcrofinance ''.1lere lmtlatlves are not prolIferatmg at present I" ., -:::v 1:;5

PDbI11zatlon The reasons why It IS difficult to move forward m savmgs r_\e :-ctfl
e.....ammed at length Howe\;er, USAID may be well-pOSItIOned to spark cellt ,-'I'.::od
expenmentatlon 10 thIS area, and certainly It IS an area almost entlrely nef'C'c~~u Jy C' l..r
donors An emphaSIS on ~avmgs fits well With the findmgs from survey~ 1;; '1 :il
Mozambique that more people are mterested In saVIngs semces than 10 ere-::; •
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• An Important entry POint for USAIOf1\.1ozamhlque IS to <,upporl lft. ttlH

de.... elopment 01 sa.... tngs products, Wlthm th\.. trame\-\ork ot ,>ate dl1d ltgal
operations

Another basIc question for ffilcrofinance m Mozambique IS how to build local
orgamzatlons At the present time local organtzatlons are very weak have negltglble
outreach and are generally not applY10g best practices There wIll be no gettl,1g around
the need for mternatlOnal expertise m the next few years However thIs does not mean
that the development of local orgaruzatlons should be neglected

• Every 1Oternatlonal orgaruzatlon worlang m rrucrofinance should have a
strategy for InstitutionalIzmg Its programs In a local orgamzatlOn t::lth~r by
partnenng with local orgaruzatlons or by creatmg new local organIzations < IJ
it should pursue thIS strategy actively from the day It begms operat ng

At the same time as donors should be emphatic 10 theIr inSIstence on creatmg local
1'1~tlt<.J.tlOns they must be realistiC about how long mternatlOnal relattonshl j )') "AI be
nO;:-cded E'ven some of the most successful mlcrofinance programs m the \\nrld sUlh:;')
BancoSol In BohVla and Bank Rakyat IndoneSIa, stdl mamtain close workmg relatlors' 1-'S
"-1th the external sources of expertIse that helped them in the early stages (Acclon
InternatIOnal and HIID respectIvely)

Fmally, USAID in many countnes has been the only donor to Vlew mlcrofi,'ai1c,,: frc,n a
S} stem-WIde perspectIve, as opposed to sImply funding mdIVldual operatlOl S T:le
SituatIOn here IS slrrular There IS much to be done to create a SUpportl ve fr~ ....,C\. _ -\. "or
"'Llcrofinance tn the areas ofpohcy and regulatIOn, trammg, support serv'c::s ~ -d J.:, :'f
coordmatlOn Sllch actlVltles help develop a framework Wlthm which nl1cro-~'" Jnce c 11

e.oh,e, and Wlll ~erve the country well over a longer penod oftiffie US;.\IO' 2S '1'-.- J-'O

the expertIse needed to pursue these areas 3 A few such Interventions c.m ~r: ~e a r

contnbutlOn WIth nuntmal fundmg Action In tlus area IS partIcularly re ';\ z. '1 l+~ l· S ~ )
, ants to support the credIt Side ofnucrofinance through means other thar ~ ,_~t f.l l :r
of mdIVldual programs

• US ljD should support the development of a condUCIve envlror jl'cnt fOf
microfinance in Mozambique

i3 Act/on Suggestions for USAIDlMozamb/que

1'l1S sectIOn outlmes SIX maIn recommended actlVltles for USAlDfr\lozc- I ~ ~ t.)

urdertake tn nucrofinaJ1ce They range conSiderably m compleXIty and C~ ~..! -}

reqUIrements In additIOn to Its own resources, It IS clear that USAID/\\' (J ~,~~") '.::')

1 E\.amples of SUCH support O} USAID mclude the PRESTO project In Ug::nda and 1 _ < ='
In Kenya
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\I,ould be prepared to a<;Slst In the prO\I::'lon oftechmcal and tlnanclal..,uppn!t Ifde"lrLd

The first three recommendatIons are modest tasks that should be undertaken even It
USAID decides to do nothmg else m ffilcrofinance They require few fund<; to m'rlemem
and are entirely wlthm the bounds ofUSAIDlMozamblque's ex'sting actIvItieS Trree
suggestIOns are proVIded for larger scale action

1 Increase apphcatlOn of best practtces 10 mlcrolinance actIvIties recel\ mg USAID
funds

The recent study of mlcrofinance In MozambIque found that many operators In the country
are not applytng best practices in theIr programs Tlus mc1udes operatIons earned out bv
InternatIOnal NGOs The study recommended the development of self-regulatory
standards to embody those best practIces and the natIOnal semmar on mlcrofinance
Irformally endorsed this concept Advantages of developmg and applymg standards
IPdude Improvmg the credit culture In the country, aVOIdmg competItIon between doro~:>

to gIve bigger subSIdies that undermme finanCIal diSCIpline, and pushIng forvvard the le~el

of competence among program operators Yet mecharusms to move thIs agenda forv. ard
are slow to emerge

USAID IS probably In the best POSItion of any donor to exert mfluence m this matter v"lth
the mternatIonai NGO commuruty A large number of1OdlVIdual ffilcrocre':ht ac. \It,f'S are
takmg place 10 Mozambique funded eIther by USAID or by orga'11zatlons for v. hlch
LSAID IS a major funder (even If the rrucrocredlt uses other funds) Some 3mop~ "1c:.-.e
programs apply best practices and some do not USAID has been asked several times
r~cently by orgaruzatlOns WIth eXIstmg cooperative agreements for permlSl>IOn to mC:tlde
!ldcrocredlt actiVIties m their programs In respondmg to such requests It 'vould be
helpful for USAID to have a set of standards to apply

LSAID should ask each orgaruzatlOn It IS fundmg to conduct a self-assessment of
\\Ihether It applIes best practIces -- or USAID could conduct such assessments Itself or
through consultants The hst of reqUirements at thIs stage would need to be rather Simple
effective product deSIgn, appropnate Interest rate pohcy, low arrears abl1Ity to report on
baSIC mdlcators of outreach, portfoho qualtty and finanCial Vlablhty and actIve plans
to'A'ard becorrung a locally-establtshed orgaruzatIOn On the basIS of such a~sessments
LSAID would reqUIre or recommend reVISIons (dependmg on the particulars ofUS..\IO's
c0ntractual relatIOnslup WIth the orgamzatIOn) In some cases It might a~SI';;1 l'le 0.GOs ·0

make reVISIons

The benefit of such a program of assessments and follow-up would be a S'rC;1g leverage
effect In mOVIng beyond the stage m Mozambique oftalkmg about best ppt..tIces to a
stage of applymg them TIls would be one of the most cost effective actlOTl:' US-\ID
could take In ffilcrofinance For a mInImal expense It could go a long wav to-vard' ;u's! ,;
It::. own house m order" and becau::.e of the number and pOSitIOn oftlle o,,::,allzattO'1: It
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,",upport<; that proce~~ \ltould Influence both thl.. donor communlt\- and the '~(IO<;

2 Include USAID/\Vashmgton-funded programs m USAID/Moz llublque's genrr II
fillcrofinance ··famlly"

USAID IS the mam funder of the most successful nucrofinance program In Mozambique
World Rehef However, USAIDlMozamblque has had relatively httle to do with this
program because ItS fundmg has come from Washmgton, and because It operates outside
USAID's focus prOVInces Now that MEDA has been awarded a Matchmg Grant Its
SItuation wtll be simIlar ThiS recommendatIon does not Involve any specific actIons but
rather a general attitude m favor of developmg a closer relatIOnshIp wIth the~e two
programs Each may be able to provIde somethmg ofvalue to USAIDfMozambque's
overall strategy, and USAIDlMozamblque's proXImIty may enable It to help ensure that
these orgamzatlOns succeed (which BHRlPVC cannot do) If the programs go well
lJSAIDlMozamblque might conSider provldmg additional expansIOn fundmg a couple of
)- ~ar~ from now

3 Contmue tal".mg a leadmg role In promotmg standards among donors

USAID has already begun meetmg with donor~ to address the need to agree on st~l1dard

practices for donors to apply m fundmg nucrofinance programs Thts process IS an
tmportant step In ensurIng that the large amount offundmg scheduled to enter
Mozambique for tnlcroenterpnse programs promotes the development of sustzrable
institutions The Guldmg Pnnclples for Donors should be the startmg POl'lt for sIJch a
jISCUSSIOn, though each pomt should be conSIdered for Its relevance to Moza.... I-' -:jue Of
parttcular Importance here would be a propOSItion that all mlcrofinance progr ..!.-n~ ShOlJd
'rave active plans to become a local mstitutlOn or transfer operatIons to a IOCll ',1 ..tlVJt1on
(of whatever form·· bank, asSOCiatIon or cooperatIve) These plans need n It 'Je iUsh,"d _.
it may take more than one project fundmg cycle to achIeve thIS end -- but tl-.';:") .)!-lOul,j be
clearly artIculated and actIve

The next two recommendatIons are pOSSIble larger scale programs that USATD could
::-upport, wtth emphasIS on the development of saVIngs serVIces Given t1-o;: r'""'t..::;rt 1 I,d
pendmg InflUX of funds for mlcrocredlt, It IS not recommended that US --V;) c-= ;::-:.:>p a'i--"
project fundmg InitIatIve on the credIt SIde

4 Pdot Project CreatIve Approaches to Sa"mgs Moblhzatlon

The sectIOn on saVIngs (above) concluded that credIt umons (or saVlngs :ire cr.... l,t
SOCietIes) are one of the mechamsms through whIch the need for saVIngs "-"'(\ c _, C3.'i he
addressed However, It will reqUIre the entry of expert promoters ofcreJ'· 1 u"" :.nc \ ,I
be a large, slow undertakmg The number of InstitutIons that could play t; c }'::;r!1('hon:1
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role I~ limIted WOC eLI IS the only U S entIty The feaslhlll,,, Orlh Implr 1Ih..1l11tlCll of

<:,uch a project would depend on WOCCU's other prIontles -- I e how fully (.\.14..1 ded It h

\\ OCCU has had relattvely lIttle experIence promoting credit unIon::, where nOlle '- \1 ... ' '50

It would be dIfficult to estimate the outcome of such a project It would be nece':>"'~f) to
carry out further analysIs of the legal enVIronment for credIt Unions pnor to launching such
a project and to mclude a component of the project d~a1mg wIth the regulatory
framework and supervisory capacity

AlternatIvely USAID could sponsor a competition among both NGOs and banks to
develop savmgs servIces for the poor USAID could offer a grant for feaslblllt\ arId
rroduct development work and some start-up subSIdy for tnltlal operatIOns Bl~ders 1)r
tl,e assIstance would have to show I) how they would safeguard deposItor fund::, upd 2)
how the saVIngs products would be made relevant and convement for the poor A r:' t,-e
of proposals would lIkely appear, such as grassroots savIngs and credit socletk:~ te -\...? E)

l'nks betv.een banks and NGOs (1VtEDA/Credlcoop), or mnovatlons by bank::,

5 Project to Budd Trammg Programs for Mlcrofinance In Mozambque

As stated above the particular hIstory of microfinance m MozambIque, coupled Vvlth Its
low level of educatIon language, and senous personnel constramts suggests that the
proVIsion of traImng for prospective staff of rmcrofinance programs w111 be more
,""portant than It has been mother countnes The CGAP program of trairrng f<", ,fes-:.... ts
C,1e vetucle for proVIdmg tnumng courses and tratrung a small number oftrc. l,=r5

~-iowever, It addresses only one ofseveral trammg levels, and lacks an 0'- :::olng

lii,tltutlonal home Some other donor InItIatIves mclude funding for tr....u1'Pg l,)llt ,1Jt In a
~~ ~tematlc way

\ more systematIc approach IS clearly needed, and USAID could be w~t1-j:'0.31k), ~ J t J

Jply It A program could butld on the CGAP courses, and could use::- a, a f'1':-:1d " c
j' ),;ess through wluch USAID helped establish the Mlcrofinance Tralf r 0 Pf0;r_r I n
Bculder was establIshed ThIS process mvolved covenng start-up costs fVI deve'.,;:, ; ('1

mstltutlOnal home for courses, and tranSltIomng the type of support to guaranteed tultlOn
coverage for students and finally to reducmg the number of students covered

(i Support for Improved Regulatory and SupervISOry Framework

-;' e process afdevelopmg a regulatory ard supemsary frame,l,ork far -- C"~ - 1
• f uzamb'que WIll take several years The current draft decree WIll be a ...~ .; j: I' _ It

eleCtIOn but It WIll be a first step Moreover, It IS a temporary actIon j: -.If t _ J ~ - - ;

"'6ru:ficant reVlsion of the Banking Law Further work wIll need to be d-: -~ :>. 1'~ _ ';', t\.. ~

, ark Will need to evolve as nucrofinance evolves At least as ImportC!lt ,trc -I~ _ ' r_-~

+\ :trnework, supemsory capacity wIll need to keep pace USAID coul:; -'fv(* +re ? tI t

or \-fozamblque, INDER and/or practItIoner groups to develop strong r=~_' 4 0 ,"' ~ 11
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<;upervlsory sy<;lems PO~:>lble mechanIsms Include ad ... lsory servlce~ SUdl cl" ,1 ll1on_

ddalled study of the regulatory framework or framework for ~avmgs dJld \.-rt.,dlt ,OCIl.!lC....

e.... posure of government offiCials to countnes where mlcrotinance IS well·dcvt.lor~d and
bank supervIsors have worked extensively on the Issue (e g ,BolivIa) partlupdtlon ot
government offiCials m mternatlonal meetmgs on trus Issue which are now b~lng planned
and trammg of government staff who are to be responsible for super.l:-'lOn ot mlcrofinance
institutIons The startmg pomt for any such program, however IS the mterc.~t 10 the
government 10 pursumg It Thus, the first step would be to engage relevant poltcymakers
In a dialogue to ascertam how mterested they nught be In pursumg a systematic program In

ffilcrofinance
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