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Introduction

Using the application sutmitted to USAID (copy attached) by the Tanzanian r
Rural Development Bank (THD3) as a starting point, the REDSO/EA and USAYD/
Tanzania during April-May 1977, conducted an evaluaticn of the Tanranian
Rural Development Bank, The objectives of the evaluation were to explore
in greater depth certain areas covered in the application, to become aware
of any change In the Hank or i{ts operations since the application was
proparad, to secure answers to quections not available in the application
or resulting from our review of the applicaticn and to secure a firsthand
"feel"” for the operations of the THEDB., The evaluation was carried ocut
through discussicns on both policy and operational procedures with Bank
officials from all =~-. departments, examinztions of financial reports,
specially prepared materdals and loan riles and & visit to a Reglonal Of-
fice where several -r:.:i'.'ir.iua.l borrowers were also visited, FPFrom these
Investijations we have arrived at the rollowing conclusions and Jjudgements.

General
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cognized that the THDB 4is a governmental
ities m'e ‘e itimate subjects of public and
ons 1. -5 TO be expected that THDE activi-

gement will be
c.'"-‘":i... and criticism, From tt

nat politiceal directicn, although

legitimate in the Tr23 to make loang (or projectt that
are not eccnomicelly wviabls and hence unccllectible. On the othe hand,
rigid adherence by TiD2 to "scund" banking eriteria may result in TOB
abdication of its development respousibilities in the rural sector. The
solution lies in reconciling tne :1r;:r priaste public and political mzerest
in TADB operations vith a lending policy that results in sound loans for
economically viable projects.
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At the present time, It iy freely admitted that the TTDB receives, as wouid
norwally be expected, advice and direction from political/sovernmental
chamnels. In our opinien this ;;al tical direction and advice has not so
far impeded THDE's lending cperations nor caused it ..0 deviate frem its
policy of lending on economically viable projects, Barring unforseen
changes in the political realities of Tanzania, it is also our Judgement
that the THDH will, in the future, be able to continue this policy wiiile
retaining necessary respoasiveness to GOT interests,
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In operating practice more and more of TrDB lepding will go to cooperatives
and groupingg of people rather than individuals, Greater and greater use
will be made of the Cooperative Unions establishied in each Region (Note:
Consolidation and mergers are taking place so there will be only one Coopera-
tive Unicn in each Region), Trese unions will in turn be bgggg!gggagggzu
ing amounts for the increasing numbers of Hegistered Cocperative So 3
(Ujaman and other groups), which will be discussed later. A smaller number ;
of larger loans should enable the Zank to operate more efficiently over the '
long run after initial problexms are worked out.

The personnel and pmanagement of the 1703 seem competent and properly con-
cernmed with sound lending practices, §hnile most bank operaticne are
conducted in an appropriate manner, at times the shortage of staff in
certain departzents results in operational delays and cursory attentic or
review of matters decerving more thorcugh analysis. The stafl prob‘em is
most acute in the (perations Department, at the Regional Offices and also
in the Finance Departzent. (More diseussion of this later). At the Head
Oufice the work load problem i3 agsravated by the current . hortage of
office space which 'ea*s to inerficiencies, unsatisfactory ¥orking conditions
and low s:a:f morale. 7The THDB is scheduled to move to spaciocus guarters

yvear wnich presumably will solve this proolsam, but the need for
staff will continue to reduce operating efficiency.

It was reported that, to date, no loan applications had been refused for
lack of funds, Nevertl £3, 2 sgueeze on bank resources appears to be
coming. Much of the g credits are tied to specifiic projects or
act.".'i:i e3. [The un 8, largely from govern=ant, sre in limited
upply and, if plans tantialily expand lending o cooperative unions
Por itens such as se NngAIts, storage, transpors, food crops and
livestock are to be d, a lzrger injection of new funds will be
re,ui:hi. if A.1I.D. procuremsnt and progra=ming procedures can be worked
ut 1t ar;c 'S :he Tios would ba a suitable, erfective recipient for
]
-

- ific arezs which were investigated and
conclusions reached. They lead to a £inal section of issues and recoamendations

A review of the rinancial inforsation presented in the ThDB loan applica-

tion, supplemented by more recent bzlance sheets, statements of profit and

loss and other special financizl reports, indicates that the THDB is

currently in good financial egndition., The current deb bt/equity ratio of

less than 1.0is satisfactory.= Operating revenuec for FY 1072 and the

first Y-months of 1975 have exceedes operaiing cosStis, As can be eypacted

with a growing loan portfolio, interest revenues are graﬁing (from

Shs. 5.2 million for July-March of FY 1972 to Shs. 5.2 million for the

comparable pericd in Y 1973), Through collections, rescheduling r

1/ Based largely cn attached Hagerty report,

fined as zhe amount of medium and long
her Loans) div "lded by the f“ue capital,

owng of approved lcans occ ff ratio

reser?es ana fixad assets. d .d
of 3:4 wnich is line with AID

A
will move toward their target o
guidelines
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and write offs, lcan arrears have been reduced from 26.5% of total loans

and interest as
(Note: The ma)
legacy froa T
1iabilities are

of December 31, 1972 to 10.6% as of April 1, 1973.
ority of the loans rescheduled or written off were a
B's predecescor organizations). Medium and long term

down approximately 5 percent from a rear previously

while the mortage and loan account is up by approxi itely 1/3.

Turning to TFDB's financial operating procedures several comments can

be made uwnich indicate that fmprovements are possible,

practices are n
tive on the ass

ot always consistent with a tendency to be highly obse
et side and less on the liability side. For example,

Fipst, accounting

rva-

in;the profit snd loss statezent fnccme is refiected on a cash received
basis i.e. interest and other revenues actually received, whilo expendi-

tures reflect accruals, A rore consistent approach, using accruzls for
both income and expenditures, would present & more accurate picture of
Bank operation. Second, financial planning is largely restricted to
preparation (and revision} of a yeéarly operasing budzet and heavy seliance
on historical experience or "weather vane” readings. Up-dating these
budnets and developing and utilizing an up-deted cash budget would allow
better planning and less reliance on "ad hoc” measures to take care of
problems, particularly in cash flow, which could have besn foresean.
dnird, asset management could be improved through the preparation of

plans for the use of liguid funds i.e. prepay costs, deposit in interest
bearing accounts, purchase chort tern treasury bills ete., with & resul-
tant increase in revenues and fewer "idle"” funds., In this saze area, a
proceaurs nieeds o pe developed to gst repaysents cace at regiomal oifices
credited B accounts m guickly, ag=in so the finds can be put back
to WO A final suggesti is that O3 should convert theip
deprecia dule to cosform with the COT Tax Department schedtile
which wot them time ng charges and again woild present

a more ieture of tetua 1 operations.

For\ the THDB to an efficient and proritable development

ban¥ the lorenen d itemi need to e aaaressed.  Ccertzin of the fiuancial
wroblems reflect the already =menticned need for additional staff uhich

the provisicn of a finance mtnager will Help solve. Others reguire a
change in the current conseryative crerating attitude which TIOB bank
staff may g2in uith experionce and as they become more confident of TRURB's
financial situation. Eeing conservative in an enterprisc dealing lasvily
with high risk financing iz prudent. As the risk go down, the need for
conservatisn sigilariy falls,

Orzaniz

. ~ 1,/
ational Structure and Perscunel of <he T3 ~

The organizatio

seems to exist
ment rega.ding

nal structure of the TfDD is well suited to cperations.
Departmental responsibiiitlies ars fairly clear although some confusion

between the Operations Department and the Developzent

Derov C=

their approoriate roles in appraising loan applicatinnsz.

l/ Evaluation

Therefore,

.
Team coptact with middle and lower level staff was =minimal,

the cofments on personnel relate to senior staff only.
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Internal comrunicaticn, cooperation and coordination between departments ard
individual porsonnel appear good. Within the Head Office "red tape® does not
appear excessive., Howaver, ccomunications between the Head Office and tiie
Regional Office wnile guite voluminous often show sizeable time gaps vith
resulting misunderstandings and operational proble=s. In part this is probably
} due to the large responsibilities of the Operaticns Department without the

i corresponding staff to fully handle them in the most timely manner.

It does appear that it would be advantageous to establish a separate department

or sub-department to handle procurezent of the goods and commcdities extended by

the THDN on credit. In current practice tne head of the Operations Department,

among his other dutles, is also handling procurement., This time-consuming but
relatively mechaiical task does not seem to be the best use of senior-level statd
time, As the loan volume of the THDB increases the yvolume and complexity of |
procurement will grow, making it even more important that an identified individual

or group be exclusively charged with thils responsibility.

(=]
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[ the THD3 appear dedicated, knowledgeable and
A nunber had considerable experience with the

15 which p““cef‘e:i the TrD3, A fairly larga group
cularl ¥ In the Regfonal Offices, who lack
ted to perform betier and bitter as they gain
does have an in-service training progra=m which
ng, Additional training is provided appropriate
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d 3is in the Orerations Departzent where
procure=zent specislist, an agricultural

1, is recormended., As already mentioned

n tie Finanoe Departizsnt trould also serye

it is also recomsendad that Regional

redit supsrvisors as rapidly as properly
prososad additions to current

1 loan officer, the fransporta-
lled temporarily by non-Tanzanians
anzanians are availavle, Ultimately, nevertheless, the
Tanzanians in each position if the longevity and
to be assured,

)
~

L} I
£
(B
R B

}a (S ]
v o
3 'O 21 ]
O 4 et

.'J

1

1

&

3

-

5

T

W

o »
%‘l

i

5

3

il

£
L
C

ncey

(3] o

Ja= )
AT
B
CondiL*.
.
.ﬁ
P S
R0

A MG O by s
e

Office st

s

el
| &5
W
=
[¥S
Lo
‘J
L ¥

T oo
1 3 =t »

L
.

staff, the procu
tion officar, and
until trained, qua
goal must be to hay

_——

continuity of T:D3

=

.

Ioan Making, Servicing, and Colleciion Procedures

n submitted to A.I,D, indicates, the respouasibilities for
v Detween the Fegional Offices and the Head Office. The
Regic-uﬂ 0*‘:‘* ces si'\cxit the applications complete with evaluation and assessment :
materials including an economic analysis, Ultimate approval, or disapproval,
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Comes from the THDS Board of Directors after Head Office staff has thoroughly
reviewed the application materials for completeness, accuracy and consistency
wWith THDS policy and made a recommendation to the Board. This procedure can
be very time consuming if the application does not initially include necessary
details. For new locans, application through approval is reported to reguire
2-3 months at a =inimun., For repeat loans (loans to a previous borrower

who repaid as scheduled) the time required is somewhat less. Nevertheless,
com=bining the approval time with the necessary 5-7 months procurement lead
time for in-kind inputs requires good future planning by, often times, borrcwers
not accustozed to thinking that far in advance. Haturally the not Infrequent
result is late application, late aporovals ana the arrival of inputs after cthe
optimum time (This problem is most severe for seasonal inputs).

The Ti0O8 is aware of the need for timely approvals and is meking conceriyed
efforts to have applications sutmitted with ample lead time., Also a shorten-
ing of the tire required for application approval should be achieved zas
Regional Office staff gain sxperience and are able to submit properly preparai,
complete loan a ications. In this regard, the Head Office is providing
training and ¢ uctions to field staff on application du;nissicn.
Enlarging the s Regional Offices, and selectively in the :

Office, should 1 iave a positive effect as worklcads per indiy ual are
reduced,

w

The possible alternative of delegating loan approval authority to the Region
Offices does not ceexm feasibl 1is time given the relative inexperience ef

taff and the growing size of the average loan. In the future,
-~

many of the field
5 icans, i.e, repeater loans of less than a specified amount,

for certain type
perhaos this shoul

Almost all lcans are made in kind, in tranches§ with disbursements made

against Invoices. FProcurement is handled by :ne Head Office Operations
Departeent. FHegicnal Offics re:po.sibili:y is limited to _:n!tﬂr-r‘ the

arrival and distributicn of credit financed fnputs, relaying invoices znd acting
as a trouble shooter or an inforsation relay center wnen pr.o]e-" gecur.
Througn what seoms to be sporadic visits To loan sites regional staff attexmp

to keep abreast cf loan implementation. A shortcoming is that problem=s 4o nat
seem to be identified until it is time for repayment i.e. if the cro Zn' failed
for wnatever reascn, with resulting implications for lcan rgpay:ent, the THO3
Head Office is not informed until repayment i{s overdue. Once again the size
of the regional staff and its myriad responsibilities are probably thc ra jor

reason the above ocours, 1
the

Loan collection is larxalere:p:nsibility of the Regional Offices, with
extensive suppcrt from mhe ilead Office. Copies of 211 loan agreements are
available in the Regional Offices. This is supplemented by a listing of
torroewers punlished guarterly oy the Bead 0ffice. On the basis of these
documents Heglicnal staff attempt to Keep borrowers more or less on their
repayment schedule. One problen !s that borrowers B2y pay directly to the

- ——e
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Heaa Office with the Regional Office later notified by the Head Offtice.

Cerisequently Hegional reconds can easily be out of date. Also there is no
fixed requirement that fegional 0ffices kxeep repayment records of any kind
80 collection procedures may be further harpered by a lack of information.

As mentioned, Regicnal efforts to collect loans are reinferced by Head
Office letters to delinquent borrowers and, as a final Yesort, visits by Head |
Office staff, It was reported that visits to recalcitrant borrowers by

Hesd Office staff nearly almays result in some repayment. Wnile the collection
procedures are not always effective ani could be irproved, (agsin more stafy '
would facilitate improvements) the THD3, thrcugh financing of only econcaic |
projects, nas attained a fairly good repayment record. :

BExrmination of Loans made to Milti-Iurnose Cooperative and Ujaman Villages

The policy of tho THRDS is to give priority to group loans. Conseqgiently,
it 15 clear that a greater and greater proportion of the TEOB's future
lending will e to Cooperative Unions and the Cooperative Societies which
make up those Uniens. Wnat this riencs is difficult to prediet. The
record of the Cooperativ ions is mexed. Some have borrowed heavily ¢
a variety of projectis and well witlle others have borrowed for only
& few itexms and nhave falle BrTEATS. Aprroximately one half of th
Unfons might be Judzed as pe

less than satisfactory and ¢

very ‘well, thirty per cent as slightly
that certain unions are
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while =ixed, appears

The loan repayment record of Cooperat -
the projects wialeh were loan
CPRTY

to be more heavily Snflusnced b
financed. ILIoans for cash cro 4

on schedule if the harvest is sati ry. Transport lcans which generate
incoze are repaid. Equiccent lcans 7 productive purposes are repzaid.
Normally, cases of arrears can te explained by bad weather, wide fluctuaticns

in produce prices on other ractors which have severely reduced cooperative
income flow. The key to continued satisfactory perrormance on the part of

Cooperative Societies rests with the THD3's ability to ascurately determine
the economic viability of proposed projects and to finance only those projects
which are viable. ;
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To date there is only linited experience with loans to Ujamaa villages
which are registered as cooperative socleties. Most have been in existence
for only a short time and borrowers even shorter, The available results
indicate that repayments are a proolem. A sizeable proportion of the loans
falling due have not been repaid on schedule., Causes appear to b2 crop
failures and over optimistic projections of income to be generated by the
production. THDB staff =aintains that the currently overndue loans will
ultizately be repaid and that with growing experience, and beczuse careful
econoaic evaluations are rade, future icans to Ujamaa Ccoperative Socleties
will be less likely to fall into arrears.

Exaxination of Fleld Operations
A four day visit wa the TTOB & Replional OifTice in Iringa in
order to acguire ¢ cwledge of actual field operations and to
examine the relatfionship betwsen the Bank and its borrowers.~ Actinz as
the extended am o the Regional Office has the responsitilities
of identifying pos € pn ts for the region, preparing loan applicavion
including economic ivsis and performence appraisals of applicants,
conducting pericdic checkxs on borrowers to determine progress being made
with the usa of loan inpuss, collecting loan repayments, determininz
reasons for non repay=ent on schedule and, at tizes, fi1lins the roie of
extension agent. Personnel consists of one regionzl representative, one
credit supervisors, two Secretaries, one messenger and one driver.
It was found that the Regional Office, in relation to its responsibilities,
i35 urderstaffed, Ghe azount of field and paperwork necessary to discharge
oparational requiresments and ©o maintain a complete and accurate recorc of the
Bank's activities in the regicn is more than can be effectively handlied. The
yroblex manifestel/through very sporadic visits to borrowers, incosplete
reporting, hasty preparation of certain forms and the feeling that the Head
Office is harassing theo,
poor cocmunications between toe HRegional Office ang the
zanian Nasional Bank of Commerce (1NHEZC) and the Cooperative
g5 in ccmmmications between the Head and Reglonal Offices
tioned. On the local level cocmmunications can a2lso be a
ple, loan repays=ents =ade by borrowers to the THEC are
reportxd/to the “coperative Unfon (if they were sut-borrciters) and the Head
Oftice but not to the Regicnal 0Office. Thus up dating of regicnal records is
depsndent upon guarterly reports issuded by the Herd Office and the efforts of
regicnal persomnnel %o obtain cdata from one or more of the above sources, inder
this
1/ Within the availapie time 1T was decided to visit only one Regicnal Offics
in some depth rather than make quick cursory visits to a number of offices.

ts active loan portfolio and becauss lcans for
nuzber of borrowers nad been made.
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procedure the Regional Office can be several weeks behind the actual situation
with resultant opportunities for unnecessary collection efforis or other
inefficient uses of scarce time. & ready solution cannot be sugzested although
both tiead and Reglonal Office staff are aware of the need to solve the problem
and /would expect an improvement as the THDS begins to focus on this type of

problem,

?".‘ The relationship between TFDD regional staff and local borrowers appeared to be
I satisfactory. The manager of the Iringa Cooperative Union said the TRDB was !
! doing a good Job in meeting credit needs of the Unions although sometimes there
N were unnecessary delays, The Southern Highlands Tobacen Growers Association
secmed pleased with the performance of the TRDB in supplying production credit.
Jeveral Ujamaa villages were obviously heavily Jependant on TRDE credit and
very willing to discuss their current credit-financed operations and plans for
the future,

It might be noted nere that, although the Bank iz effective in icsuing needed
agricultural lecans, a certain lack of flexibllity in applying its policies to
local situaticns oroves to be a disadvantage in specific instances. Sceme

1icies can clearly be applied to 2ll borrowers. But the diversity of borrowers
zake other policies unsuited to particular situations. For exazple, one Uja=maa
Cooperative Society was in ne of a loan to help cover cash living expenses of
its remlers during the growing season. Vithin the framework of existing policies
T8 cannot prant such loans. As a result, labor that could have been utilized
productively in the villags was out of necessity drawmm elsewhere to odtain
revenue for subsistence. Such incidents might be prevented if more flexibility
were inecorporated into the policy frazevork.

Because Ulazaa Cooperative Societies are a growing recipient of THDB loans
special attention was given to their operations and performance.-” It was avident
from the examination that they are a means by which the TRDB can rerve the

ugh three stages of development,

f uniting and action taken toward that
. ke group bogins to grow S5Coe crops
apital and technicr?, of govenmsnt,
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o enter the t the mroup =ust have a sound development program, sust

kave demonstirated an ability Lo work together and must be registered as an Ulazaa
Multi-Purpose Cooperative Scciety. FRegistration is by the Registrar of Cooperatives
on the basis that the group is a viable economic unit., The ldeal is that houses
are relocated in a central area, that infrastructure is well developed and that
most work is done cooperatively although individual plots for food crops may be
retained. liowever, based on the villakes we visited which were all registered
socielies, there seess to be gome flefibility., Only one was in the process of
relocating nhouses, all retained individual plots in addition to cooperatively farmed

land, and infrastructure development varied considerably, le¥erthel
1 opezen : e ess all were
repgistered socleties and eligibvle to apply directly to the TRDS for input loans
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interests of s=all farmers, The Ujlamaa concept, whereby small farmers scattered

' over an area ccme together to form larger economic units, makes the application

X for and the distribution of inputs necessary for increased agricultural production

more efficient, Of the villages visited all were producing crops for sale on a

0 cooperativc basis, Accounts given of crop ylelds and returns for previous years

' proved to be quite favorable for village members, It was quite evident that the

f revenue received by each village member as a result of the Ujlazaa arrangexent

i surpassed that possible of receipt through individual endeavors. However, eoven
though the four societies visited had utilized loan funds in profitnble endeavora
one of the sociecties was in arrsars, This will probably be a vitinuing probles
but not an insurmountable one, THDS staff are confident the problem can be kept
under control and as Ulamas Cooperative Societies achieve greater cegrees of !

= economic viability that the provlem will grow saaller,

Issues and Recoomendations or Coneclusicns

1, Issue: Is the TFDB a suitable institution for U.S, support?

Discussion:
The oblectives of the TRDI as specified in the Tanzanian Rural Developuent
Bank Act of 1971 are:

it

(1) To make avallable long and medium term finance for mural developeent.

HY S - Y il - R —— » - - -

NOTE: According to the TFDH, medius term includes all loans following due
for repayment within five years of distursesent: long term 18 defined
as within 15 years of distursesent.

(2) To provide technical
prosoting rural develops

(3) SubJect to the provisions of this Act, to ad=inister sush gpecinl
furds as may from time to tize be placed at the disposition of the
Hank.,

(%) To finance the purchase of agricultural input hyie

(a) Making or puaranteoing loans whether felling within the
definition of long and zedium term finance or otherwice;
or

(b) The purchase ard rezale of agicultural input on eredit
terns,

(5) To undertake such other activity as may be necessary or advantageous
for the purpose of furthering the foregoing objecta,

The Act further speet
accordance with the fo
listed):-
(1) The Bank ahall be guided by sound banking principles in 1%s operaticrs
aiid shall finance only econcaioally productive and tochnically feazible
projects;

fles that tne operations of the Bank shall be corducted irn
Llowing principles (only the most relevant principles




In selecting projects, the Mank shall alwvays be pilded by the need
to pursue the stated oljeotivea,

The operations of e Park shall provide forie

,u; The financing directly of apecific projeets;

b) The finaneing of @roup projects where the Nrds sade
avallalile to the Lorrovers pay be dispersed in suteidiary
loans on terms and condisions agreed tetwesn the Dank and
the orrowers,

¢ (&) The Dank shall seek o malntain & reasonable diversifisatiom in 1%
' investaents)

SN

E (%) Lefore s loan i& grented or paarenteed of an investserd sade, the
[} applicant shall bave swinmittled an adegquate proposal W Ue Bank,

The repulations ematituting o' Ik 'e investoent palier speelifly W9 "ollewisg
regarding borrowers, “ihe Nark shall sesk 10 eneiuregs prelest prosetieon In
the Mublie Seetor (Muidfec Jeetor In is ossde Includcs Oocpemmtive Soclistied/
UnSoms, Distriet Develogasnt Corporations and Uasas Villsgss).

The following shall = eligiile Orrcsris-
4

(1) Cobgeratlve Unions

(2) Cosperative Secleties

(3) District Developeans Corporetions

(8) Ulssas Viliag & Tegiitersd Asdovlalime

(%) Fereons ap Lrdividuals oF Sorporass snEaped In astions asiouisted
MALH Turel qevel =%

(G) Any otiar bosroser (siling wiidds U sespe of Wy ADresmnt iss
Miiott L Dl tae Darriied funds will I8 Gpecent far U8 pOrpease
of Finan ing & Jariiouisr Freees = s jeens,

A protedt oF progie. o uallly for the Daedi's sesirtanee shanid ie tectmieally,
stonendenlly ard Tinwalally sogdd) law sheg EhaEEanl a5l 118 e eatel
operalichs should e emaletant Wl U Fil Gl SPanDSlY Seve el Iriarities,

Insed o the above 2ited joriions of Us AfY eslailisiing e Bud, ts Thvedlaad)
Policy prvensdng Terd perutions and e Bvaluation Growld Asdeataent o IS Lhie
0 coaply with U forwgolng ve oonaiude That W Dl 52 & ralsatice astitviion
for U0, swppert, Tha tmdi 10 slearly smargsd with & maler rels (0 e develages
of the roral sesior, L8 goverved W MeSilatians WSl regully e LEveiveaent 9
be tased pricarily @ woonande eomalisrailons, 1£ alrested Yo seslisilig largs
punler of pecpls Durtud: ecasls & lending 6 grege &l 10 el Vsl W aee
aotivitise ommalatent with matlenal Sevelipount patielse, Dhese fasiam arge
SIrengly for e spprgristosss of Us Tl &8 a8 Datitstion wilah, LI sgparied,
can e Isgariant in Tsadanlah 1wial develogoeni,

That the TI00 I Juiged & sdtalle testivatian fer U0 sgpars.,




2., m: e Twraanian setting is a corpletely govervment.owied

wes] | T e
[ il‘ - P

I 1“ Wt -~
IR S USRS e

S tark appropriste and suttable for U.3, suppore?

§
mQt O Tarsanis does not agres with the eincept of a relatively
uneentralled money market, Mhere are 5o irdependent nonegovertment banks
BEr &y Torw of orpanized private Capital market in Tunzanta,
A sarpletely oovervientecuted develogeern:t AKX 18 very consistent with ine
terval Twasanian polieies mrg APpsare WUe only aceeptable foim of organization,

Wille & nore troadly tased inetd Wilen veuld pervaps tave ceraln advantages,
In terwa of developing & sepital rarke: S meuilaing savinge, tere are no
IRmrent reasons Wy A gevelctsest tasy wefth saufty sastest s ootig 157
EFVeITEEEn, emaet b= elTeetive 0 dlsctareing tte Sevelopmental responaitdls.
e, Adnittedly & govermmenteosnsd bark Wil wdeultedly e sublect %0
BEe Inteezlve gommirmant SEIULINY M Sirection Wt aF pointed out sarlisr
Wle 38 not mecsssarily Siinivanitags. D TIUD record to date us a
ERvEMmaeti-ommed 12k 18 potd.

Sinilardy, in s ewmtrolled soonces Fadh bx Targania wilch already contalng
Viter SuStalie ampeelviries fur SAVIESS [ hm Teat DiTies and T Dwzanin,
Satioat Bk of Cwmmares ¢ WRTS FEERS L0 l@ LI%Lle resion 0 sAdedt e
TN L sarE W & Palir wrf 5 sibed st Lncsresilrg privats dejosive, It
Wil is aere seslitent wiiz o pelisy and sare fesaidle Tor e pvermment
1 milise Tmae Tar Sresdlsr e ihe WA a6 peeded,

et desss 10 be 0o alterestive Rer ThEANIAN pndtitions 5 B Sevelifes=ry

VS VU erl 7 80048 Tren crvedvaws Re TUrvar, 'nare 15 1ils siheliihied
et salitlelang NG Jese g ERLNE FSaiwE e LN 4 et o7 SRR ™
AT #51L 1=me fFPEFIA . reigeaindliizties 87 e DS, Neverileless

1533 ficd Mot s Us "o THESE 8% M afTieleny Jov af PERVISiNE e Tunds
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& SETe s Sl In Be Teeoanisn seltizs., 4 Sedh Ve TIED 18 meeting i
resEraisdiivies Wl L Fattaias MG siprigriate fer V.5, Fayaty,
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I5 WUIEENG w9 V.0, et 4 19 the raanisationae: siretare of Ue 7305,
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complexity of the THDB loan portfolio grows, Clearly the addition of qualifie
starf for specific poaiticnz in certain departments should he a condition or :
a part of any U.85, assistance, The expansion of THDB staff in other offices
should be highly recosmended although not a condition or a part of U,S,
asalistance,

l

1
Widlle minor problems in T7DB operating procedures have been identified, in !
our Judgenent, they do not seriously affect Bank operations, As the 1FDB ',
lng experdence we expect an eéven smoother discharge of responsibilities, |
Conolusion: That the ourrent organization and cperating procedures are ‘
adequate 0 allow effective utilization of U.S. huppart. Ye recommend that §d
the sddition of Plmooe Fanager and an Agricultural Loan O7ficer to Head 7
ffice T EALE a condition of any U.o. TIrANCIAY assistancs, In addition, we

l'ocon-vm ehat USAID OrTér Lo provide 2-,: years of financing f5% nidn-Tancanian |
staff to fill she poaition of Proourement Specialist and/or Trai=ortation

Lc sl :10 e :!:d‘::;-‘. ve 0

cormend Lh T’J-- sypansIo o -Regional Office be
untesiilon by the 10D s gqualified personnel become available,

lesusg Are TTDH ifnterels rates to borrowers reasonable?

Mecussion: The current T) percent per annum (over 1 year) and E}_ pércent
per ann jesp than 1 year) interost matea do not appear to reflect aither
the ooet of capital to ¢ ank nogp the market rate, HRather the rates are
hiscorieal £1miwi ed ainge pre-independence tlees and apparently nos
ensigdine in Tanzanlen financial lore. The Bank estimates that the cost of
it poney rarse t ! gunat mire than 2.5 psroent per annun and while
"ourt™ reves eannot e eatimated they are likely to be somewhat higher than
I, ° ates,

However, the Tansanian enviransent gtill makes the THDS :‘ate..; rational.

SO praduatra Of te {17 control a3 :

deternines pricves and mardeting of major crops by law must be dona through
gverToent channsin, iz, unless prices were raized, an increasse in interess
rates wou'ld redude what ths economdo analyses demonstrate is not an exsessive
ul'l;tfu

Coneluston UL interest rates are reasonable.

Igauer Ohould any V.0, fnde provided Lo restricted to certain categories
ef berrowe: — —

Disoussdon '.‘.m soan arplication sutedtted by the TRDE propozes three
ohleeraed of Lorrowers for USALD furds - Ulamaa Cooperative Socioties,

Regioral ;,.-;wra...«. Unicns and Ddstriet Development Corporations. All

thive Croupings soem appropriate an potential borrowera, Ulamaa Cooperative
Societics and Meglonal Cotpemative Unlona are private organizaticns directly
eontrolled by the menbem (the majority are amall producers) and operated for



http:Lz?--.TL
http:exFL-.sf

I~

their benefit., The District Development Corporation are local government
entities, responsible to local people, concerned with development at the
District level,

Each of the groupings fills a definite need in Tanzanian rural development
and each 1s concerned with the small, low income rural citizen (as is AID).
As long as THDB lends in the rural sector and insists on an eccnomic analysis
for all project, within the Tanzanian evironment of concern for income
distribution and rural development, it seems reasonahle not to exclude any
of the three groupings mentiocned, or other general categoriss which might be
proposed, or* potential loan applicants.

Recommendation: That no restriction be placed on categories of borrowers,

Issus: Should any USAID provided funds be restricted to specific geographic
areas?

Discussion: There are several possible reasons that restricting loans to
identified geographic arsas might be desirable. FRirst, the U.S. might have
a specific interest in a particular region based on the presence of other
U.S. supported projects. Second, it might be 21t that under current
practices a certain area is not receiving ££s5 fair share of development loans.
Third, restricting the geographic area mizht allow limited funds to have a
longer impact. Fourth, certain crops or activities could be emphasized in
this manner,

Examining the Tanzanian situation it appears none of the above reascons for
restriction are valid, Other U.S. piojects are fairly well scattered. The
1705 is making a conscious effort to extend loans in all geographic regions.
The fun for USAID provision are sufficient in gquantity to allow
an impa 1 areas, Z=mphasizing certain crops or asctivities could ks
done mo y wnrousn other types of restrictions, There is also the
darnger fc restricticns coupled with & loan drawdown peniods could
lead to projects or even projects not economically vimble,

A final t as already discusced, the THDE is an instizustion
subject erest and direction. An on-going aim of the

GOT is ¢ 3 lopment of the mail areas. | For the TADB this
translates into governmental concern over the geographic allocation of TRDB
loan rescurces i.e. the demccratic internal policies of the GOT will reguire
the THDS to maintain some geographic btalance in the dispersion of loan funds,
Tnis %ype of talanced concern seems highly desirable and 4n cur Judgement
adding & geograpnic requlirement would be an undue restriction burdening what
is now an effective loan disbursement process,

Recommendation: That no geographic restrictions bs placed on any USAII

provided <unds,

" o
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Issue: Should AID limit the use of any loan/grant to spocific sub-sectors
of the rural sector?

Discussion: The principal purposz of the proposed U.S. assistance to the
THDB is to strengthen the Bank as an institution i.e. help develop its
capabilities to provide needed credit for econnmically viable ruril sector
projects In an efficient manner. A Key element to be strengthened is the
Bank's ability to evaluate sub-sector requirements, set pri.rities within
and among sub-sectors and implement loans to achieve or support a given
objective.

In achieving institutional competence it appears there is a2n inverse
relationship between the number of limitations and requirements placed
on any funds available and the inssitutional cc.pe:-nee de"eluyea: more
restrictions less need and opportunity to develop THDR abilizy ¥or

¥

example, during our

ed
aluation it became clear that the THDB is ﬂ.:;ly a
conduit for a guan 0

of IDA funds aimed at specific crops - tea, tobacco,

Decisions on who gets the Nunds for what purpose sre made largely cutside wna
THDB. Consequently these credits are contribtuting very little to THDS
inctitutional capabilisy and future viablility even though they pay be
dramatically influencing shors and medium term crop production.

While the foregoing argues for no sub-sector restrictions on funds provided
there 15 some logical ax for AID assistance to TADD to relate to other
on-going ?J‘T? fnterests in Tanzanis, Several ructuslly supporting or
collaborative projects increase the probabilify that each will ba succassiul,
In our ;sﬂ;.“.n» an effective compromise to achieve some link-up while
maintaining the Institlutional development objective and making a distinction
between loan and grant funds would be o place no sub-sector restrictions on
the use of loan funds in the rural sector while limiting the use of grant
funds (o general areas in Tanzania of greatest USATD interist - the livestock
and food orcps sub-gsectors,

This division has geveral zdvantages. Because the TiDBE would receive a
substantial amount of relatively unresiricted funds the institutional
development objective would have a greater chance of being met. At th

same time the procedure would ensure that the sub-sectors of majer USAID
interest would receive additional Support, without unduly restricting or
limiting TADH lending decisions. The potential u.,.nb tottleneck 4in

o,

several areas uhich the THDE appears to be facing in the not too distant
future would be at least temporarily alleviated, permitting a continuea
balanced developm he bank., A final advantage is the "equalization®
effect from the TRDB poin view of Tunds provided, i.e., grant funds with
some lending restrictions compared to loan funds with no lending raestrictions,
which wovid reduce a possible tendency to pernhaps first use only the grant
funds,

4h
t
L)
4‘-l
i ¢

nv

L 3

Recommendation: That no rural sub-sector restrictions be placed on the use

gt
of loan funds wnile grant funds be restricted to use only in the llvestock
md fOOd cro -.na ..)'JL"QEQ - 9

-t
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Issue: Should AID prior approval be required for TRDB sub-loans exceeding
a certain size?

Discussion: In general TFDB loans are limited in size. The largent outstanding I
loans as of March 31, 1973 was Shs, 7,039,613 (approximately $1.0 million) to the }
Tabora Regicnal Cooperative Union for tobacco production. Only four other loans |
(all to Cooperative Unions) for transport, tea and tobacco, exceed Shs. 5,000,000
(approximately $715,000). A review of cutstanding loan applications (March 31,
1973) reveals that most are under Shs, 1,000,000 (87 percent in rauber) with

only tihree (for tobacco, cotton and a cattle ranch) exceeding Shs. 3,500,000
($500,000). We do exncct the averase size of TFD3 loans to inor:ase as the opesss
needs of growing borrower organizations expand. However, TRDR's capability and
experience should also grow enabling the continued effective handling of
urdoubtedly more complex loans,

Nevertheless there is, perhaps, scme Jjustification in placing a limit on the

size of the sub-loans wnich can be made without AID-approval. Thiz i1l help
prevent excessively large loans for a limited number of projects. It will alsc
serve to reinforce the T7DE policy of making loans to viable projects throughous
Tunzania, At the same time the 1ixmit rust not be so low that it reduces the
THD3 to a simple condull with no decision making responsibility, and consequentli:
no opportunity to grow institutionally, nor oo high that it does not "include any
anticipated loans, A reasonable z:dunt in our Judgerent is Shs. 3,500,000
($500,000). 'This is large encugh %o allow the T7DB gperating flexibility but
less than the maxirum size loans the TMD3 4s making, It will allcy the Bank o
finance rather large, complex projects without conculting AID 4.e. develop
their institutional ability to hanale large loans, while ensuring that AID Qimds
are not tied up in a very small number of projccts.

Recormendation That a condition of the loan shou

prior AZID written approval for any sub-loans exceed!

Issue: Should local currency financing be included in any AID financing

Discussion: The THDE loan application identiflestio general areac reguiring
local currency for wnich funds are requested. The first area is geasonal an
inputs which include Iimproved seed produced in Tanzania through/AID assisted
seed multiplication project. OStorage construction utilizing local materials

th of the propose

is the second. I
high priority 1
return on invests

-
"

uses of local currency financing are of
dded advantage of potential exocellent

hese purposes cannot be precisely determinsd. The
1 e for
- v v -

The amounts required for =

application cstimates that 10 percent of the proposed $3 million would go
stocrage. In addition improved seeds maks up nearly cne-half of the value of
inputs utilized under the maize production example given in Appendix GA of the
loan application, Consequently if 50 percent of the USAID provided funds go
for seasonal inputa approximately one-half of that would be used for improved
seeds, Combining storage and improved seed we arrive at an estimated 35 percens
of any AID funds proposzed for local cost financing., In our Judgement this is

k. sl
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highly reasonable and to allow a margin of flexibility we recommend that 50
percent of any USAID financing provided be authorized for use in financing
local currency costs. ;

Recormmendatlion: That local currency financing be included in any loan/grant

provided up to 50 percent of the total amount.

issue: If provided, could and would U.S. funded technical assistance be

effectively utilized by the TRDBE?

Discussion: The TRDB recopnizes that a lack of staff in certain positons is a

problem which affects overall bunk efficiency. Bank staff also report that

locating Tanzanians with suitable qualifications and/or experdence is highly

unlikely in the immedizte future. An immediate solution to the above problems

is the provision of foreign technical experts wit specific skills for an

interinm period wnile qualified Tancarians can be employed and trained. The

U.S. 15 a suitable source of the expertise required and from discussions, and
1ip

avion itse

ot

-
the Loan App 1f, 1t appears thal THDB management are highly
receptive Lo U.3, funded technical assistance and eager to have a nusber of
operational experts provided, It should be pointed out that any personnel
provided to the THDI would be operational rather than advisory with the additfonzl
responsibility of supplying on-the-Job training to one or more Tanzanian staf?f

-~

4 t Jo 5
early U.5, funded technical experts could be effectively utilized by

Pt b

menbers,
the THDI,

There is also substantial evidence that any technical assistance provided would
be effectively utilized. The IDA has supplied experts in certain fields along
with its credits number of expatriates with specisl skills including

one American have
that the T3 ¢
There is no reasson

personnel,

'\

2en or are enployed by the Eank., Our discussions indics
ilizing these people and taking advantege of their skill
Lo belleve the same would not be true of USAID-financed

Conclusion: That the THOB could and would make effective use of U.S. funded
tecinical assistance and that AID should finance such assistance under TC/DG
funding.
Issue; What amount of loan funds or capital grants can the bank effectively
utilize?

Discussion: This is a complex question, the answer to which depends in part

on the conditions attached to the funds. In general terms, as we have indicated
earlier, the TFDB is planning a substantial expansion of credit extended, in a
number of arsas, for which source of funds have not been identified. In view of
the developmental situation in Tanzania, GOT plans and TFDB performance to date,
we feel the projecticns of future lerding are reasonable and can be achieved
while mainning TRDE's principle of lending cnly for sound, economically viable
projJects, ‘The loan application (Table 13, page 30) indicates a total net cash
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requirement (projected cash outflow minus projected cash inflow) for FY 1974-76
of Shs. 201,269,000, or about USS 29.0 million. Of this deficit, perhaps

Shs. 20.0-25-0 million, or US$ 2.9-US$ 3.5 may be obtained from other bilateral
donors leaving an unmet balance of US$ 25.5 - US$ 26.1 m. The proposed USAID
loan/grant of US$ 3.0 million would still leave an unmet net cash requirement

in the neighborhood of USS 22.5 - USS 23.1 million.

Recommendation: That USATID make an tial loan/grant in the amoun® of
USS 3.0 million, as applied for, and make subsequent loans/grants as satis-
factory handling of the initial loan/grant is demonstrated.

Issue: What procurement restrictions should be placed on the AID
1oan_7grant to THDS5?

Bafore discussing what and how much the THDE might procure under an
A.I.D. loan, a review of
All seasonal crop inputs procurement, such as insecticides, fertili-
zers, and improved seeds, is conducted on a competitive basis by the
TiDB itself., Estimates of the coming annual requirement are made on
the basis of loan applications in-hand or anticipated and realistic

appraisal of regional and crop producticn targets. Capital inputs
under medium and long-term loans such as trucks, tractors, and agri-
curltural implements are not normally tendered as such., FPrime consi-
deration is given to manufacturer servicing capability in a specific
geograprmic arsa, and secondarily to the brand name preferences of
borrowers. TiDE "negotiates” price and terms with suppliers, pre-
sumably using its leverage as a govermment organization, and then
places the order and pays the supplier directly.

ng, principally for seasonal crop inputs,
rocedures with lcecal and foreign (via embassy)
o 3

ed bids, and guotations on
T

THDB competitive tenderdi
follows closely A.I.D. p

advertisement, 45-day tender periocd, sea

C.I.F. basis. The IDA requires for procurement under its credits that
local suppliers be given a ten percent bid price advantage, THDB
representatives assured the A.I.D. team that this was not a T7DB or
TanGov requirement and that the Eank would have no objection to the

standard A.1I.D

. brocedure af accepting lowest price, qualified bids.
Tnsorar as potential
L)

for A.I.D. financing of seasonal crop inputs
sults are mixed., Improved seeds are produced
nrougn an A.1.D.- supported program) and
urement/financing problem assuming A.I.D.
agries to cover som cal costs, The U.S. and certain other Code
941 countries are competitive in insecticides. However, while the
U.S. and a number of Cxie 941 countries can compete well on an
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FAS price basis, recent expesrience has shown that A.I.D, IF8
fertilizer (DAP, TSP, ete.) prices guoted C.I.F. and with applica-
bility of the 50/50 shipping rule are substantially higher than
through repiiar coamarcial chammels, Presumsbly some mechaniszs
would have to be found (o relive the bLorrower nf at least soxe of
the cost of U.8. flag vessel-transported fertilizer if meaningful
use of the loan for this purpose to be anticipated.

THDB has a substantial need for foreign exchange with which to pur-
clase trucks, farm tractors, and farm machinery but the copportunities
for U.S. procuresent of these items in compliance with Code 041 and
the provisions of FAA Section 6, (1) ap“ra. only modest,
A major area of TAD3 l‘.-..c.*-*r is tranport loans, c‘ﬂ_ief‘l_-,- to regional
cooperative unions, for the purchase of trucks. The THDR has standar-
dized procurement on a limjted number of truck 'mi bus makes with
established service and spare parts capatbility in Tanzania, AT present
n rAany

o

there are no dealers in Tan '*-q* resularly !wzl!:‘.g Azerican marl :actu:-ec‘.
tricks, very limited stocks of spare parts and no service facilities
with es t:.c ished capability the repair of American trucks. Accord-
ingly, the THDH (and HEDSO/UEAID) do not at this time forsee use of AID
grant/l::-.". yl""c-'_u::: for this category of procurezent. The most popular
tractors o tha 1703 are Hassey-Ferguson and Ford of non-
Uu.s. :—.:_v:..:-c:u:': ;.::::'.:-.::;.-; from U,S. financing under FAA Section 626(1).
John Deere and wwvester (I.H) are zlso active in the
Tanzanian sard o, mananfactured models. A small number
of U.S, manuf nave peen brougnt into the country through
USAID financt i1 be arriving shortly and 26 will ke
procured unie cultural Project Support Loan) with the
agrecnent that U representative (s) will stock spares and handle
necessary service e T.H, reprefentative in Tanzania, State Trading
Corporation, hus asi to establish service facilities for U.S,
manmifactured mode anzania, hWhile none exist now, IH expscts to
cc._,x te an Arusha ity (spare pirts plus serviaing) by the end

1973 and to estahil a facility In the Dar es Saiaam, John Daere
rcp"m‘ﬂr.:czi'.“ 8 ha ressed & similap willinmess t©o handie U,S,-
panufactured mode to irport axd stock spare parts fop them. Jon /
panufactured zods2 € 1n Sar es Salesam and Aprusha, Consecgusntly
it appc*“‘ =ant iy ar es Salaanm arsa and tha Ardsha and Xilizanjaro
Reglons (one, peni 3), U.S, manufacturers will be represented by a
dealer who will be ni: at soxme tine in the future to stock spares
and will have the ty to service U.S. manufactured tractors.

The risk does exist, however, that service and spare parts will not

prove to be adequate, FPror THDE-financed U.S. tractors, the .,“'ua...‘.c
is difficult because :!‘.e tractors will not te grouped in a few project
locations having facilities and personnel for repairs but rat. er will

be scattered one tractor per village, A condition of AID agreementto
provide funds for tractor inputs would be that adequate service and
spares backstopping exiss in the above specified areas of Tenzania at
the time of procurement.

_/ Deere service facilities ard spare paris ror Buropean
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Even under optimum conditions, the prospects for large scale TRDB financing

of U.S, manufactured tractors and associated equipment appear limited.

As of March 31, 1673, there were applications from the Dar es Salaam

area and the Arusha and Kilimanjfaro Regicns for TRD3 financing of

eleven tractors (approximately $100,000 total value). There zay be as

well a limited marxet for some non-motorized farm machinery of U.S. '
manufacture.

Finally, D3 is increasingly making loans for storage and distribi don
facilities, principally standard-design warshouses for food and cash
crops, It is estimated that over 75% of the costs of constructicn would
be local costs. Assuming A,I.D. agreement to permit a portion of its
financing for local costs, this should' present no serious procuresment
problems, The Hank's March 31, 1973 applications outstanding for
storage and distribution categories amounted to over $350,000 eguivalent.

Summarizing, under Code 941 there are some opportunities for A.I.D.
financed procurement. Improved seeds, insecticides and storage facili-
ties reprusent a real need and realistic opportunity. Less likely but
still a ;‘s"“ieixi‘. aiD-financed fertilizer purchases. We would
consider AID- "i:'.:-.ncir.g f the

d

procurenent of U.S, manufactured trucks
unsound and do not recoemend 4T, With restriccionsthere are possibilities
for procurement of farm machinery of U,.S. manufacture, Over a three-
year span we might anticipate that A.I.D, financing of $3.0 million could
be utilized as follous:
(a}) Insecticides $ 20C,000
(b) Improved seeds 1,000,000
(¢) Far® equipment 350,000
(d) Storage :‘acilit.ies 750,000
(e) TFertiliz 400,000
(r) Uns:;ccifiea 300, 000
. (g) Trucks pt s e
$3,0C0, 000
Tne above provisional allocation dees not represent optimum distribution
fr'om the standpoint of agricultural development. FProcurement per above
Tl

vwould be of subs

.
e

T
a
ul

nelp to the THDS, but greater effectiveness and

efficiency would resu

f the provisions of Code 941 and FAA Sectio

j »

3§
3 Gk
676 (i) were not controlling
An alternative procedure, which in the evaluation group's. opinim has
several advantages, is what might be called an "offset purchase” arrangement.
Briefly, the concept is to make a loan/grant to the GOT for purchase of
U.S. or Code 941 commodities of any sort. Iin tum the GOT would agree to
make available to the THDE convertible Tanzanian shillings which could be
used to procure needed commodities from anywnere in the world and partially |
for identified local costs in Tanzania, A variation would be to grant or ,
loan the local cost portion of any financial assistance to the THDB and make
the remaining amount a loan/grant to the GOT under the above agreement.



http:f~o-lnd.ca
http:fiujities,,principalj.ly
http:Frocuzr.cn

A senior advisor to the GOT Treasury tentatively estimated that under an
"offset arrangement” U.S. financed Ccde O41 commodity imports might fall
into the following categories and amownts: 1/

Category Amount

Wneat $1.0-2.0
Fhosphate Rock

(Jordan) 0
Caterpillayr Tractor and Spares 0.
Road Rollers, (raders, etc. 0
Construction Equipzent 1.0-1.5

- n " ! + P~ Sy
The wajor advantage of this "offset” approach is that the effect on U.S.
balance of paymenis would be the sa=me as under conventicnzal loan/grant
proceduresunile the THDD would gain great flexibility in being able to
procure exactly wnat was necded I'rooi the cheapest source, and woilld be
able to utilize % ‘ nds with maxizmm efficiency.
In esscnce t 2ive greater resources from the same dollar
input wnile ¢ U.S. would be the same,
An additional advantage is that the procedure would facilitate nore
rapid drawdown of loan/grant funds provided, but restricted to purchase
of Code 941 source and origin gocds, because the range of possibilities
uld be widely expanded.
Recozmendation: Tnat serious and first consideration be given to utilizing
the "offset purchese” approach in icplezenting a loan/grant of at least 33.0
" o T C—:} et o Hovavoar 19 =ha Tartesas" Fet e et Taled
p - - F-«_\.L.u..u.-. SuRever, 11 W OLiSeT ay.u-u..c.-
n ' then & lcan/grant on standard terss should be

Dade.

1/ The advisor emphasized that tiProughmarket analysis would protably reveal
other product areg wnere U.S. goods would be competitive and suitable,
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Issue: Wnat should be the terms of an A.I.D. loan?

Discussion: As already noted, the Hank estimates that the cost of

its money averages to scoewhat more than 2.5 percent per anmum. Quite

modest, no doubt due in substantial part to continuing GOT capital
infusions and grant-like foreign donor inputs. The "inputs” rates
then, yield a spread of at least 5 percent based upon standard TrO3
lending rates, nc IDA Credit BOTA to the TiDRB has at the maxdmum a
spread of 2 percent, but this is due in large part to the unusually
lcw relending rate of % percent.

There are two general reasons to believe that the standand TRODB spread
of around 5 percent is appropriste, First, the bank is operatins in a
high rick erea - the rural sector - wnere weather and other factors can
cause substantial default rates or higher than perhaps "normal” collection
costs (we believe the provision for reserves against anticipated losses
of one percent of all appraved loans, which is cited in the application,
is extremely low). Second, the THD3 23 we have argued will soon need
additional capital. A method of securing part of these funds is through
2 spread higher than costs, an addéiticnal factor is the Bank's future
lending plans, as reflected in application's Table 13, indicate
growin porzance of short-tex ending for wnich the risks are the

' oy ) meaays *had 2T ' - ~ o 1 - s 3 -

It would appear that ATD s most concessional locan termss would be appropriate
-l - - - - . . - o - (3’ - { ] . 1= %

for the loan porticn of any AID finsnecing. The two-step (AID to GO to TRDE,

approach suggests itself.

Conclusion: ine Ican should te on a two-step basis on the most
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