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PREFACE 

This evaluation was  undertaken by  an eight-person team during July and 
August of 1988. 1 would especially like to thank our team members from 
Malawi -- Messrs. Richard Chilingulo, Dick Maganga, Victor Ndisale, and Isaac 
Kunje - for their commitment to this effort, and also for their insights into 
the social and economic factors effecting small enterprise development in 
Malawi. Their input enriched our knowledge base, broadened our findings, and 
helped to focus our conclusions and recommendations within the Malawian 
context. 

I would also like to thank Mr. Don Henry and the staff of the READ1 
, Coordinating Unit for their support to our team. We a re  also appreciative of 

the time and effort put forth b y  the staff of MUSCCO, DEMATT, INDEFUND, 
I Africare, WOCCU/CUNA, SEDOM, and MEDI to discuss their project activities. 

I hope that our observations and suggestions put forth in this evaluation 
report will be helpful as  they plan and implement their future SME programs 
in Malawi. Finally, I would like to thank Mr. John Phiri of the Ministry of 
Trade, Industry, and Tourism for his time and support throughout this 
evaluation exercise. 

Russell Webster 
Chief of Party 
September 15, 1988 
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EXECUTIVE SUMMARY 

Overview 

The Rural Enterprise and Agribusiness Development Institutions (READ11 
Project is USAIDIMalawi's largest project effort to date  in the small- and 
medium-enterprise (SME) sector in Malawi. Started in 1984, READI's focus has 
been on strengthening key intermediary institutions that provide credit, 
training, and business advisory/technical advisory services (BASITAS) to SMEs 
based in rural areas. Although the rural focus has not been exclusive, most 
projects have been rural based,. reflecting the need to identify off-farm income 
and employment opportunities in a primarily agrarian subsistence economy. 

READI is primarily an umbrella project providing support to (1) 
INDEFUND, which is a development finance institute lending to the SME 
sector, (2) the Malawi Union of Savings and Credit Cooperatives (MUSCCO), 
and (3) the Development of Malawian Traders Trust (DEMATT). Assistance to  

INDEFUND has been primarily in terms of grant funds for on-lending (both 
local currency and foreign exchange) to rural enterprises. MUSCCO's 
assistance has been primarily operational support, technical assistance, and 
some funds for credit financing. DEMATT, which was  brought under the 
READI Project Grant Agreement in early 1987, received primarily operational 
support and technical assistance. READI also provided technical assistance and 
advisory services under the auspices of the READI Coordinating Unit to  
strengthen the institutional planning, management, and project implementation 
capabilities of INDEFUND, READI, and MUSCCO. 



In addition to these activities, in 1986 READI carried out the first / 

national survey of SMEs in Malawi, providing an information base for pblicy 
! and sectoral development planning. Also, in 1988, READI began a pilot effort 

to actively promote SME credit financing opportunities, preparing feasibility 
studies and project portfolios for presentation to INDEFUND, the Small 

Enterprise Development Organization of Malawi (SEDOM), as well as 
commercial banking institutions 

What perhaps sets READI apart from many other USAID SME programs 
worldwide is its focus on strengthening existing indigenous agencies, rather 
than setting up new institutions or project offices. INDEFUND, DEMATT, and 
MUSCCO all existed before READI began in 1984. Although READI served a 
managerial function in terms of centralizing and streamlining USAID/MalawiJs 
funding commitments to these organizations, at a strategic level it also 
represented a conscious effort to focus on institutional developme,nt of SME 
service organizations as a way of building long-term institutional capacity. 

lmpads 

The READI Project has made a positive contribution towards the 
institutional development of INDEFUND, MUSCCOj and DEMATT. It has also 

had a less direct, yet notable, impact on other agencies working in SME 
development by improving the information base about SMEs and by sharing 
that information in a systematic way with the wider community. 

MUSCCCYs performance and institutional capability has been particularly 
impressive. Its program of mobilizing savings and organizing indigenously 
managed credit unions is creating numerous opportunities for expanding the 
incomes of Malawi's rural population. Although some strengthening of central 
office financial management capabilities is needed, MUSCCO's strategy and 
methodotogy is working in Malawi. The evaluation team believes its field staff 
presence should be expanded in order to reach more beneficiaries and to 
continue strengthening existing groups. 



INDEFUNDJs level of lending has been less than expected during the 

READI Project This is largely because INDEFUNDYs management and board of 
directors have had to focus on improving their existing portfolio and 
strengthening their internal organization and management. As these 
improvements are made, however, INDEFUND will have to take a more 
agressive approach to development financing in order to stimulate the growth 

of SMEs in Malawi . 

DEMATT has made much progress under READI to strengthen its 

management and clarify its mandate of providing BASITAS services in Malawi. 
The services it offers are unique among intermediary agencies working in SME 
development in Malawi, and they are services which the evaluation team 
believs are needed in the sector. With continued support and strengthening of 
its institutional capability, DEMATT can become a major force in creating 
viable Malawian small businesses. 

READI has also engaged itself constructively in the SME policy dialogue, 
working closely with the GOM Ministry of Trade, Industry, and Tourism to , 

broaden its involvement with intermediary organizations working in the sector. 
Many people working in SME development in Malawi recognize and appreciate 
the coordinating role played by the READI Project in improving 
communication linkages between non-governmental and public sector agencies. 

Impacts at the enterprise level, on beneficiaries, are more difficult to 
assess. .In addition to its targets for institutional development, the READI 
Grant Agreement also contained specific employment and income targets. It is 
the opinion of the evaluation team that these targets were ambitious, and at 
the time they were determined, the READI project designers underestimated 
the amount of effort needed to achieve the institutional development 
necessary for promoting the employment and income targets. 

More impact at the enterprise level Aght have been achieved had READI 
not encountered some of the managerial difficulties it did. For example, the 
project coordinator position was not filled until August 1985, a year after the 
Grant Agreement was signed Also, there has been disagreement among the 



READ1 participating institutions throughout the life of the project about what 
role Africare should take in supporting SME development under READI. 
Another area had to do with the operational support requirements of MUSCCO, 
INDEFUND, and the READ1 Coordinating Unit; these changed significantly 
during the course of the project, resulting in the issuance of several PILS and 
Ammendments that often were delayed by the bureaucratic processes necessar: 

for their approval. 

Future Directions 

The original READI Project Grant Agreement was for a period of four 
years, running through July 1988. Current funding levels for READI should 
carry it through December of this year. In addition, USAIDIMalawi has 
requested $2.0 million in obligations to extend the project t o  December 1990. 

Aside from READI, USAID/Malawi has three other programs with SME 
development components. These are the Human Resources and Institutional 
Development Project (HRID), the Services to Health, Agriculture, and Rural 
Enterprise Project (SHARE) which will provide support through PVOs, and the 
Malawi Enterprise Development Sector Assistance Program (MED), which will 
provide US$ 35.0 million in association with the World Bank's Industry and 
Trade Policy Adjustment Credit (ITPAC). 

Although the evaluation team agrees with the goals and objectives of 
these three programs, it is as yet unclear how these programs can specifically 
continue the institutional and sectoral development process initiated by the 
READI Project HRID is still formulating its agenda and implementing the 
screening and approval mechanisms through which specific technical assistance 
and training will be provided. Because the scope of governmental, non- 
governmental, and private institutions targeted by HRID is so broad and cuts 
across so many sectors, we believe it is important now to define more clearly 
where HRID resources can be used to strengthen SME intermediary institutions 
working in Malawi. 



The same issue applies to SHARE, which has not yet been implemented. 
Lessons learned in the READ1 Project show that it is of vital importance to 
clearly define the tasks to be undertaken by expatriate advisers. This 
definition process should begin now in order to meet the needs of indigenous 
organizations through appropriate PVO support 

During the course of this evaluation, USAID/Malawi was in the process of 
finalizing a PAD for providing US$ 35.0 million in association with the World 

Bank's Industry and Trade Policy Adjustment Credit (ITPAC). USAID's 

program, entitled Malawi Enterprise Development, will focus on policy reform, 
tax regulation reforms, and liberalization of foreign currency regulations; in 
addition, it contains a US$ 1.6 million project component for progress 
monitoring, special studies, and technical assistance activities to strengthen 
Malawian businesses. 

In the evaluation team's opinion, MED has the potential for positively 
affecting the policy and regulatory environment for SMEs. What is less clear, 
however, is how MED will support indigenous Malawian organizations working 
in the SME sector, such as DEMATT and MUSCCO. Provision for credit funds 

to INDEFUND is contained within MED; however, no provision exists either in 
MED or  the other programs discussed above for continuing institutional support 
to DEMATT or  MUSCCO. Because these agencies do offer an important 

service to the SME sector, USAID should give some priority to formulating a 
more detailed program for their continued development. 



1. INTRODUCTION 

This evaluation of the Rural Enterprise and Agribusiness Development 
Institutions (READ11 Project was undertaken between July 18 and August 12, 

1988. Our terms of reference were threefold: (1) to analyze READI's 

contribution to SiME development in Malawi, particularly its impact on 
strengthening intermediary institutions working in the sector; (2) to review 
USAIDIMalawi SME development assistance to date and make recommendations 
for future program activities; and (3) to identify salient Government of Malawi 
(GOM) policy issues which affect the READ1 Project and future USAIDIMalawi , 
program initiatives in the SME sector. 

1 

, The evaluation team consisted of eight members, four provided under 
contract to Robert R Nathan Associates, Inc. (RRNA) through the 

USAIDIRRNA Project of Assistance to Resource Institutions in Enterprise 

Support (ARIES), and four provided by the Government of Malawi and other 

.- 
institutions working in the sector. The team worked in pairs concentrating on 
four areas of the evaluation These areas and the respective experts were 

Institutional Development: 

Richard .Chilingulo, Ministry of Trade, Industry, and Tourism, 
GOM 

Russell Webster, ARIES 

Credit: 

Tim Mooney, ARIES 

Victor Ndisale, Ministry of Finance, GOM 



Business Advisory and Technical Advisory Services: 

Mike Bess, ARIES 

Richard Maganga, Development of Malawian Traders' Trust 
(DEMATT) 

Training: 

Jim Cotter, ARIES 

Isaac Kunja, Malawian Entrepreneurs Development Institute 
(MEDI) 

This report is organized in five chapters. Chapter I provides an 

overview of the small and medium enterprise (SME) sector in Malawi and the 

READI Project Chapter I1 presents our evaluation of READI's performance in 
strengthening institutional capacity; improving the delivery of business advisory 

services, technical advisory services (BASITAS), and credit to SMEs; and 

upgrading the skills of human resources in SME intermediary institutions 

Chapter 111 discusses lessons learned in the READI Project to date, focusing 
particularly on the unique contribution made by USAID to stimulate growth in 
the SME sector through institutional development. Based on lessons learned by  
the READI Project, we  discuss (1) how USAID'S program portfolio can continue 

to support SME development initiatives in Malawi and (2) areas that we  feel 
will need additional attention. Chapter IV looks at the broader policy issues 

as  they effect the SME sector in Malawi and suggests actions that can be 

taken to ensure the GOM policy objectives are realized Chapter V provides 
conc!usions on the progress of the READI project to date, and makes 

recommendations to continue the institutional development of MUSCCO, 
INDEFUND, and DEMATT. It also summarizes our main recommendations for 
future USAID program initiatives and for GOM policy implementation 
requirements in the SME sector. 

Economic Background on Malawi 

Malawi is a long, narrow, land-locked country in the southern region of 
Africa bordered on its northern and northeastern frontiers by Tanzania, with 
Zambia lying to its west and Mozambique surrounding its southern region on 



three sides. Lake Malawi, the third largest freshwater lake in Africa, extends 

nearly the entire length of the country, demarcating most of the eastern 

border with Tanzania and Mozambique. Malawi's total area is 45,750 square 

miles, including 36,325 square miles of land (of which 36 percent is arable) and 

9,425 square miles of water, the latter consisting of about 83 percent of Lake 
Malawi and several smaller lakes. Malawi's population, which is estimated to 

have reached 75 million in 1987, has an annual growth rate of 32 percent 
and is placing pressures on land use in a predominately agriculture-based 

economy. 

Per capita income in 1987 was about US3 174, below average for sub- 
Saharan Africa Agriculture is the major economic activity, accounting for 

over 35 percent of GDP and providing a livelihood for about 90 percent of the 
population. Agriculture also accounts for about 88 percent of Malawi's export 

earnings, mainly from tobacco, tea, and sugar. Changes in Malawi's GDP by 
sector since 1%7 are shown in Figure 1-1. Note a significant drop in cash 

crops between 1980 and 1985, which can probably be attributed to falling 
international prices for Malawi's major export crops, combined with worsening 
terms of trade; these are discussed more in the following paragraphs. 

From Malawi's independence in 1964 up until the late 1970s, the country 

was able to achieve a real per capita income growth of 3 percent per annum 
through relatively stable financial conditions and liberal economic policies. 
Since that time, however, owing to a combination of external developments and 
domestic factors, this pace of growth has slowed, inflationary pressures have 

increased, and the balance of payments position has deteriorated. The 
economy recovered somewhat during 1982-84, with real GDP growing at 
4 percent per annum, but since 1984, performance has weakened significantly, 
owing primarily to a sharp downturn in the terms of trade. 



Figure I - 1 : 
Sectoral Makeup of GDP (1 967 - 1985) 
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In 1984, rail links to Beira and Nacala in Mozambique were closed because 
of  Mozambique's civil war; as  a result, imports and exports must be shipped 
via a combination of road and rail links through Zambia, Zimbabwe, and South 
Africa to and from the port of Durban at very high cost. This transportation 

crisis, combined with little growth in international prices for Malawi's major 
exports, has resulted in an average growth in GDP of only 2 percent per 

annum since 1980. 

During 1987, the GOM took a number of actions to address the 
deterioration in Malawi's domestic and external financial position. A fiscal 

program to mobilize revenues and contain expenditures was  introduced in 
August 1987; maximum bank lending interest rates were deregulated (they rose 
by  4 percentage points to about 26 percent) and deposit interest rates 
increased by 3 percentage points (raising the 12-month rate to 1725 percent) 
in July 1987; in February 1987, the Malawi kwacha was devalued by 20 percent 
against its currency basket Other changes included the liberalization of 
smallholder agricultural marketing, continued adjustments in producer prices, 
and further actions to improve the performance of parastatals, particularly the 
Agricultural Development and Marketing Corporation (ADMARC). The 
government has also taken steps towards a tax reform program to increase 

revenues and broaden the tax base. Despite these positive changes, domestic 

economic performance continues to be a problem: inflation rose to 25 percent, 
and real output fell by 02 percent in 1987. 

Characteristics of the SME Sector in Malawi 

As in many countries, information about the SME sector in MaIawi is 
limited. This is particularly true when one includes small and micro 
enterprises operating more traditional, informa1 businesses o r  production 
activities; the GOM keeps some statistics on licensed businesses, but at present 
there are  only 156 registered small-scale industrial establishments (defined a s  
those with 20 o r  fewer workers), which employ a total of 1,370 people. Using 
data based on a 1984 study of small-scale industry in Malawi by Ettema, the 
RE..U)I Project estimates that approximately 182,000 SlMEs are  operating in 



Malawi (Ettema, W. "Small-Scale Industry in Malawi," The Journal of Modern 
African Studies, 22, 3, 1984, pp. 487-5101. ? 

In 1987, READ1 completed the first nationwide survey of SMEs in 

Malawi, entitled New Directions for Pmmoting Small and Medium Scale 
Enterpn'ses in Malawi: Constraints and Prospects for Growth. The  s tudy  w a s  

based on a sampling of 1,383 businesses. The analysts on the survey team also 
used official statistics available from the GOM, as  well a s  data gathered 

through earlier industrial sector studies, to pull together some of the first 
descriptive information about SMEs in Malawi. This section highlights s o m e  

of the important findings from this survey. 

More than 96 percent of the entrepreneurs sampled were sole owner s  of 
their businesses. The  majority of businesses fell into three categories: 

trading (42 percent), service (26 percent), and common manufacturing 
(30 percent). 

Three-quarters of businesses surveyed were started with less than K 1,000 

(about US$ 370); fewer than 5 percent started with more than K 10,000 (about 
US$ 3,700). The  majority of businesses were started with the entrepreneurs' 

own savings (91 percent); also, of the total number interviewed, only 16 
percent had  applied for any loans during the previous two  years. This last 
statistic indicates the existence of a large and as  yet unmet demand for 
financial services in Malawi. In fact, formal credit for SMEs has only been 
available in Malawi since 1982, with the exception of a K 500,000 program in 
1978179 operated through the Investment and Development Bank Commercial 
bank participation in financing SMEs is very limited; SEDOM and INDEFUND, 
both development finance intermediaries, provide the largest number of loans 
to SMEs in Malawi. 

Even with the establishment of SME development finance intermediaries, 

however, most of the capital formation in the SME sector has occurred 
through entrepreneurs' own savings or through dealings in informal credit 

markets. READ1 Project estimates of SME savings, investment, and credit a r e  
presented in Figure 1-2. 



Further analysis of SME investment data generated from the survey 

indicated that wholesale and retail trading accounted for the majority of 
money invested (34 percent), with restaurants, bars, and hotels ranking second 

(27 percent), other manufacturing third (10 percent), and textiles/clothing, food 
processing, and services last (see Figure 1-31. 

Approximately 3,000 people were employed in the businesses surveyed, 
representing an average of 2 5  per enterprise. 4s could be expected, urban 
enterprises in the more economically active Southern Region had the highest 
average (4.61, while rural businesses in the Northern Region had the lowest 

(1.1. Forty-one percent of businesses interviewed were in the Southern 
Region, 32 percent in the Central Region, and 27 percent in the Northern 
Region. Figure 1-4 shows the composition of the survey sample by type of 
business. 

Gender data collected through the survey showed that women constituted 
only 19 percent of the total number employed in SMEs interviewed. This 
suggests that job opportunities at present for women in small enterprises are 
limited. The only SME activity in which female-employment approached that 
of males was in the hotel, restaurant, and bar industry (see Figure 1-51. In 
the agriculture sector, by comparison, a 1977 census carried out by Malawi's 
National Statistics Office showed that 94 percent of women of working age 
were engaged in subsistence farming, with only 2 percent self-employed; this 
compared with figures of 62 and 7 percent for men in the same categories 

Several constraints on SME development in Malawi were cited by the 
survey respondents. More than half stated that acquiring start-up capital was 
the biggest problem; about the same percentage cited the scarcity of capital 
for purchasing additional equipment and materials as a significant constraint. 
Other problems included attracting customers, gaining access to land, and 
finding a reliable source of raw materials and spare parts. 



Figure 1 - 2: 
SME Savings, Investment, and Credit 
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Figure 1 - 3: 
Capital Investment in SME Activities 
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Figure 1 - 4: 
Composition of SMEs in READ1 Survey 
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Figure 1 - 5: 
Employment in SMEs by Gender 

1 40 :I ;,, 20 

- 0  

Male 
v / / / / / 

I I I f I I I 
Food Proc. Clothlng Wood/Furn. Other Manuf. Trade HoteVResl. RepEervices Other 

G/Female 

Type of Business 



Although lack of money was overwhelmingly the number one problem 

cited by the respondents, the surveyors concluded also that there exists a 
great need for business and technical advisory services in the sector. 
Services are needed for marketing, raw material assessment, transport 
assessment, technology choice, training assessment, credit supply, and project 

planning, appraisal, and monitoring. Entrepreneurship training was also 
identified as important for sectoral development and growth in Malawi. 

C O M  Priorities and Donor Initiatives 

Many more areas of SME development are analyzed in the READ1 survey. 
One of its important contributions has been to provide information which has 
aided the GOM in formulating an economic development agenda that includes 
specific policy goals and objectives for strengthening the small and medium 
enterprise sectors in Malawi. In addition to the GOM's recognition of the 
importance of SMEs for development, several major donors working in Malawi 
are active in SME promotion as well. 1 

SMEs and the C O M  Statement of 
Development Policies (DEVPOL) 

The importance of SMEs for economic growth was strongly recognized in 
Malawi's Statement of Development Policies: 1987-1996 (DEVPOL). This 
represents the first time that targeted SLME development policies formed part 
of the DEVPOL agenda In the language of DEVPOL, "the next decade will 
see a particular emphasis on support for small-scale enterprise, formal and 
informal." The policies and strategies to achieve this are to 

Review all regulations, rules, and practices which affect the 
small-scale manufacturing enterprise, with the objective of 
minimizing unproductive obstruction to proper enterprise 

Prepare and introduce a number of legal and administrative 
measures concerned with taxation, foreign exchange, credit, 
government procurement, and marketing which will directly 
stimulate the subsector 

Establish a capacity to advise the subsector on opportunities 
for both diversification from the more traditional small-scale 



manufacturing enterprise pursuits and increased 
complementarity with medium- and large-scale manufacturing 
enterprises 

In parallel with the progression of institutional capability, 
enhance the availability of credit, including that from the 
commercial banking sector, and review the resources made 
available to support the administration of small-scale 
manufacturing enterprise credit in the light of lending rates 
and on-lending margins 

Ensure that a high proportion of the resources of a new 
technical institute are devoted to research, technological 
development, consultancy, and training related to small-scale 
manufacturing activity 

Clarify and harmonize the roles and resources of the various 
public, parastatal, and private organizations concerned with 
commercial and industrial development, in particular those 
involved in small-scale manufacturing enterprise 

To assist in formulating, implementing, and monitoring these strategies 
and policies, a Small-scale Industry (SSI) Unit has been established within the 
Ministry of Trade, Industry, and Tourism. The SSI Unit's mandate includes- 
collaboration withdther SME intermediary institutions to help strengthen 
credit, technical assistance, and training services to small-scale entrepreneurs 
in Malawi. 

Donor Activities 

Several donors, including USAID, are actively supporting development of 
the SME sector of Malawi's economy. Some of these activities are described 
in-Table 1-1 below. Donor coordination of SME development is managed b y  
the World Bank through a Donor Coordination Sub-Group on Small-scale 
Enterprises. Participants include representatives from the EEC, Federal 
Republic of Germany, Netherlands, UNDP/ILO, World Bank, and USAID. 

A review of the minutes of a recent meeting of this group (AprilIMay 
1988) shows that the issues discussed ranged from GOM policy to the impact 
of various intermediary institutions on the SME sector in Malawi. As could b e  
expected, there is no consensus among mernbers regarding a11 aspects of S E  



Table I - 1: Summary of Donor Activities in SME Sector 

Domr Profed Perlod (1 000's) Dercrlpllon SME C o m p o ~ n t  

(JSAID Rual Enlerplse and 84 89 5,100 InsUlullonal slpporl lo DEMATT, MUSCCO, and INDEFUND Enllre ProJect 

Agnhrdners Development 

hsUbllons 

Mman Rewucer and 
Lnsl l ldod Devebpment 

MdaAa Enlorplse 
Devebpmanl (h the process 
ol bdng properad a1 the miUng 

oi i ir  iupiij 

Peace Corpr Prov lsh ol volmlary mslslnnce 
lo sy)Porl bcal organlraths 

EEC and S m d  Enlerprlse Devopmenl 

urmany (KFW) QgYlluUon of Malad (SEDOM) 

for sbenghenlng flnandai. lechdcal. and business advisocy 

s e ~ k e s  lo the SUE seclor. in addltlon lo Bred hmndlng lo hese 

agencies, WADI has provtdon b r  fundlng bcal lechnlcal 

asslslance and lralnlng scUvlUes of the World Comcll of Crodl 

thbru and Afrkare haugh OeOr chsmeled Urough 
Washhgton. READ1 works lnder the Mlnlsy of Trade, Why,  
ud Toulsm. 

88 - 93 (7) 16,600 Tschnld a.cls(.nce. traWng. md rdvlmy ~ N k e 8  
lor devekplng ~ u I ~ M  relouces in both ptJlc and 
prlvale u d o r  LnsUlullons. 

86 - 91 35,600 Two components, orto dlrod p o g a m  asslslance h support of 
polby ud lnsUlulbnal rebrm (33.4 m) , ud h e  other a po)ecl 
component LP hnd tscWcPl asslslance, dudles and lralnlng h 
s-rt o l  u ~ a m  o+cUver ud the @Icy dlalogue pocesr (1.6 m). 

QKt'lng NIA Elghl PC Vdunleerr presently placed h SME developenl 
acganlzatbns: DEMATT (1). INDEFUND (1). MUSCCO (3). 

MEDl(2). READ1 PromoUon Udt (1) 

Since 1983 Proposed SEOOM Is a paroslald body ha1 grants bans and provides buslnesd 

7.000 b r  IecMcal advlce lo small scale enterpdses. ll Is generally reoognlzed 
88 - 91 as h e  &dry lnrlllullon *I& deals wih the small scale, whereas 

(Phase Ill) INDEFUND deals wih medium scale. 

TraWng of slaU w d h g  h SME 
sqpod hsllblons, banks, ek. ud 

wme provlslon ol Lechnlcal asdslance. 

(a) Suppcil lo local SUE Wermedary 
hsllhrtionr the1 are pad 01 GOM 

w o w e d  development budgel 
@) Improvement of pdlcy and re@rlory 
snvlronmont, -err lo brdgn exchange, 
(c) %budgel gdr LP INMFUND and 
S E W  lor 8ME .Quhy hvertmentr, (d) 
SME hvarlmenl p r o m o h  w a r n  
lluou$ Malad Evport PromoUon ComcU. 

Flacemenl of vdmlew erperlr 
lo bdn coclllecpads In SME 

lnlermedliuy lnsUhrtlons. 

See descrlplion 
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development strategies and methodologies; however, these meetings d o  appear 
to provide a useful forum for donors to discuss and try to coordinate their 
SUE programs. 

The READI Coordinator participates 'regularly in these sessions to 
represent the interests of USAlD and the institutions being served by the 
READI Project. In addition, READI interacts on a fairly regular basis with 
other SME programs operating in Malawi, including the Small Enterprise 
Development Organization of Malawi (SEDOM), which is funded b y  the EEC, 
and the Malawi Enterprise Development Institute (MEDI), which is receiving 
technical assistance from UNDPIEO. 

An Overview of the READ1 Project 

Goals and Objectives of READ1 

The major goal of the READI Project stated in the Project Grant 
Agreement was  to "increase the productivity and incomes of Malawi's rural 
population" In preliminary discussions with the USAID/Malawi Mission, the 
evaluation team learned that the Mission favors modifying this goal somewhat 
to include some focus on urban enterprises. Given the infrastructural 
constraints in Malawi and the greater opportunities in urban areas to achieve 
employment impacts, this modified goal is justifiable. Continued work in rural 
areas, however, is necessary to achieve GOM policy objectives and also to 
create viable employment and income-generating opportunities for a farming 
population that is facing constraints on the availability of arable land. 

The purpose of READI, as stated in the Project Grant Agreement, has 
been to strengthen, diversify, and expand the economic activity of small and I 

medium scale Malawian entrepreneurs, especially entrepreneurs involved in the 
I 

following types of private sector activities: 

Agricultural production, processing, and marketing and the 
manufacture of agriculture-related inputs 

On- o r  off-farm rural employment generating activities i 
I 



Import substitution or foreign exchange earning types of light 
industry and manufacturing activities which can be expected to 
benefit rural consumers 

The targets set for measuring the achievement of this purpose were stated as 

700 new jobs created in rural areas or with agriculture-related 
businesses 

150-200 smallholders with expanded or diversified incomes 

A minimum of three Malawian private sector institutions established 
with good prospects for long-term self-sustainability, which assist, 
support, and guide emergent Malawian entrepreneurs 

The parameters for small- and medium-sized entrepreneur 
development defined (credit needs, opportunities, support 
institutions) and the needed strategy emerging 

Three major project outputs for READ1 were defined. These were stated 
in the Grant Agreement as 

Financial intermediaries serving small-scale entrepreneurs 
strengthened: 

Improved financial sustainability 

Client advisory services established 

. Improved internal loan review, approval, and monitoring 
procedures 

Management staff more knowledgeable of priority investment 
areas and level of profitability for frequent types of credit 
requests, and such knowledge reflected in loan portfolio 

Improved management capability for planning longer-term 
organizational development 

Small- and medium-scale entrepreneurial economic activities 
expanded: 

w 40 new businesses started in areas of economic priority 

75 existing businesses expanded 



b 8-10 areas of potential investment having moderate to high 
levels of profitability and favorable macroeconomic impact 
identified 

* Better coordinated and more effective support services provided by 
the private sector: 

b Study of investment potential completed and available to 
potential investors and financial intermediaries 

b Investment/financing guidelines prepared for use by credit 
institutions in Malawi on targeted areas of economic activity 

1. Smallholder income diversification 

2. Smallholder cash/export crop production 

3. Potential agro-processing or agro-business ventures 

4. Potential rural industries and manufacturing 

5. Rural wholesaling/re tail opportunities 

b Small- and mediumscale entrepreneurial audit needs 
assessment 

Institutional survey for the provision of credit and related 
services for small- to medium-scale entrepreneurs 

READ1 Project Beneficiaries 

Tables 1-2 and 1-3 characterize the beneficiaries of institutions funded 
under the READ1 Project by type of assistance received (e-g., technical ; 

advisory services or credit). 

In addition to the long-term loans presented in Table 1-3, MUSCCO made 
90 short-term loans totaling K 332,000 to its member societies from the 
beginning of 1986 through mid-1988. As of 30 June 1988, MUSCCOJs primary 



Table 1-2. An Overview of BASITAS Beneficiaries 
(1986-87, Estimates) 

Number of 
Number of Employees or 

Institution Assistance En ternrises Members 

DEMATT 
INDEFUND 
INDEFUND 
MUSCCO 
MUSCCO/WOCCu 
Africare 
Africare 
Africare 

BASITAS 
BAS 
TAS 
Promo tion 
Training 
BASITAS 
Promotion 
Training 

Table 1-3. An Overview of Credit Beneficiaries 
As of 30 June 1988 

INDEFUND MUSCCO 

Long-term loans 

Number approved 
Enterprises affected 
Amount approved (K) 
Average size a<) 
Disbursements 

Employment impact: 

Loans approved 
Loans disbursed 

Women borrowers: 

Women borrowers 1 
Average loan approved (K) 52,000 
Average loan disbursed (K) 60,488 

societies had K 15 million ($577,000 at the current exchange rate) of loans 
outstanding. 



Budgetary Components and 
Participating Organizations 

The READI Project Agreement was signed between USAXDiMaIawi and the 
GOM on 31 August 1984. The original grant agreement contained a total 
project funding of US$ 5.1 million to provide "umbrella project" support in 
technical assistance, credit, and training programs working in cooperation with 

two Malawian institutions, INDEFUND - Malawi's development finance 
institution for lending to medium-scale enterprises - and the Malawi Union of 
Savings and Credit Cooperatives (MUSCCO). The grant agreement was 
amended in March 1987 to include the Development of Malawian Traders Trust 
(DEMATT), which until late 1986 had been supported through a project 
agreement with Partnership for ProductivitylInternational (PfPII). This and 
other subsequent amendments have brought the total project budget to 
US$ 5.8 million. 

The original grant agreement was for a four-year period; at current 

budget levels, READI has enough funds to sustain the project to December 
1988; USAIDIMalawi has put in a request under its FY 1989 budget for an 
additional US$ 2 million to extend READI through December 1989. 

Line agency responsibility was initially vested in the Ministry of Finance, 
but was later moved to the Ministry of Trade, Industry, and Tourism. To 
manage the project, READI contained provision for a Coordinating Unit to be 

staffed through a Personal Services Contract The purpose of this arrangement 
was to lessen some of the managerial burden on USAIDIMalawi and also to 
provide the needed technical assistance in strengthening the planning, - 
implementation, and monitoring capabilities of target institutions. 

Through the use of Operational Program Grants (OPGs), Africare and 
WOCCU/CUNA were to provide technical assistance in strengthening 

I participating agencies. Africare had a broadly defined role to assist 
INDEFUND and MUSCCO through technical assistance and training to improve 
their services to small- and micro-entrepreneurs; Africare's responsibilities, 
under the Grant Agreement, were described as private sector support. 



WOCCUICUNA had a previous OPG, which was modified in 1984 to bring them 
under the READI Project Their responsibilities remained essentially the same, 
that is, to provide technical assistance to MUSCCO in the areas of financial 

management and plannin~ central fmance administration, and strengthening of 
field service capabilities. 

Table 1-4 presents the original READI budget distributed among 

participating agencies and program activities. Amendments to the READI 
Project budget by implementing agency are presented in Table 1-5. 

In Chapter 11, we describe in greater detail the various components of 
the READI Project and discuss important issues that have affected its 
implementation and its impact on SME development in Malawi. 



Table 1-4: READl Project Original Budgel 
(1 000'9 $1 

Credit T.A. Training Commodities Operations Other Costs Total 
Recipient Amount % Amount % Amount % Amount % Amounl % Amount % Amount 'YO 

MUSCCO 11 300 5.9 75 1.5 53 1.0 172 3.4 120 2.4 720 14.1 

WOCCU/CUNA 4/ 370 7.3 370 7.3 

Contingency 535 10.5 

Total 1,500 29.4 1,725 33.8 210 4.1 228 4.5 457 9.0 445 8.7 5,100 100.0 

1. MUSCCO Olher line item of $120,000 was for construction. 
2. CU other line Item of $85,000 was for studies. 
3. Africare other line item of $240,000 is for overhead. 
4. READ1 Project funding increased technical assistance line item In existing WOCCUfCUNA OPG by $370,000. In addition, 

OPG amendment shifted $1 14,112 from lnstilutional Support for MUSCCO lo training. 

Source: Project Paper 



Table 1-5: READ1 Projed Budget 
Amendments and Changes 

(9s) 

Original Budget Amendment No. 2 P.I.L. No. 16 Amendment No.3 P.I.L. No. 33 
( ~ " ~ u s t  1984) (March 27, 1987) (July 2, 1987) (Sept 27, 1987) (July 8, 1988) 

Projecl Element Amount YO Amount Amount Amount Amount Yo 

MUSCCO - credit 300,000 5.88 300,000 275,000 275,000 268,000 4.62 

INDEFUND - credit 1,200,000 23.53 1,200,OOO 800,000 855,965 475.965 8.21 

MUSCCO - institutional 
development 790,000 15.49 790,000 790,000 940,000 1,120,000 19.31 

INDEFUND - institutional 
development 200,000 3.92 200,000 200,000 204,551 104,551 1.80 

DEMA'TT - institutlona! 
development 

Africare - private 
sector support 1,475,000 28.92 1,475,000 1,475,000 1,475,000 1,475,000 25.43 

Coordinating unitlstudied 
monitoring 600,000 11.76 800,000 ' 1,185,000 1,366,328 1,596,484 27.53 

DEMAIT - technical 
assistance 

Contingency and inflation 535,000 10.49 

Total 5,100,000 100.00 5,100,000 5,100,000 5,800,000 5,800,000 100.00 



1 1 .  REVIEW OF READ1 PROJECT PERFORMANCE 

As explained in Chapter I, the READ1 Project incorporates several  
institutions working at different levels in the project. At one level a r e  the 

funded agencies - MUSCCO, DEMATT, and INDEFWD. At another level is  

the GOM, at  first represented by  the Ministry of Finance and later b y  the 
Ministry of Trade, Industry, and Tourism. At another level a r e  the 
organizations responsible for providing technical assistance to the agencies 

- that a r e  funded: WOCCUICUNA and Africare. At yet another level a r e  o ther  
indigenous agencies working in the SME sector in Malawi. Although these - 
indigenous agencies a re  not funded by  READI, they interface with the project 
through its coordinating forums, the Project Implementation Committee (PIC) 
and, more recently, the Selection Committee for reviewing new projects. At 

yet another level is the READI Project Coordinating Unit, which has the 
responsibility for administering the Project and for carrying out the mandate 
to facilitate greater coordination among the SME players in Malawi. Another 
level still is the READI Project Promotion Unit, which is responsible for 

identifying and promoting new projects financed by INDEFUND and other  
lending institutions. - 

This preponderance of actors is important to understand for our 
presentation. The purpose of this chapter is to present the team's findings 
about the performance of the READI Project to date. We have divided the  

- chapter along functional project lines such a s  (1) organization and 
management, (2) credit, (3) BASITAS, and (4) training. Some of the 

- institutions funded by  READ1 carry out activities in more than one area, a n d  
they a re  discussed in multiple sections. 



Project Organization and Management 

Overview of Project Design 

T h e  READI Project design is multifaceted and complex. It involves 
numerous agencies relating to a central management unit at  different levels: 

USAIDIMalawi, responsible for providing project support and 
serving a s  a liaison to the GOM on behalf of the U.S. gover- 
nment. Administrative responsibilities include approving proj- 
ect  budgets, amendments,' allocations, and advances. 

T h e  Ministry of Trade, Industry, and Tourism, which is 
the  GOM line ministry responsible for project 
implementation. This responsibility includes (1) approving 
budgets and expenditures for application to the Central 
Reserve Bank and USAIDIMalawi and (2) chairing the PIC, 
which includes representatives from several GOM agencies 
and  from nongovernmental institutions serving the sector. 

I 

T h e  READI Project Coordinating Unit, responsible for project 
administration and for facilitating coordination between proj- I 

ect-funded institutions and other institutions working in the I 
sector, including the Ministry of Trade, Industry, and Tourism 
and  other GOM agencies. 

MUSCCO, INDEFUND, and DEMATT, which a re  recipients 
o r  funded institutions of READI funds administered by  the 
CU. 

Africare and WOCCUICUNA, which are responsible for 
providing technical assistance and which are  funded from 
separate OPG agreements. For  WOCCUICUNA, this 
technical assistance goes to MUSCCO. For Africare, 
technical assistance and training serves entrepreneurs and 
other  institutions working in the sector. 

Other intermediary institutions working in the sector. For 
example, SEDOM and the Commercial Banks review READI 
project proposals for possible funding, and MEDI cooperates 
with READI in developing the Training of Trainers subproject. 
These  and other organizations a r e  also represented on the 
READI PIC. 

An understanding of these various actors is important to grasping the 
distinction between the READI Project, which involves a rather large group of 
organizations working in the sector, and the READI Coordinating Unit, the 



purpose of which is to facilitate both administrative and substantive aspects of 

the Project. "READI" and "the READI Project," therefore, refer to the project 

in its totality. In these references, we are speaking of an effort on the part 
of the GOM and USAIDIMalawi to strengthen certain institutions working in 
the sector and to enhance coordination among a larger cast of intermediaries. 
When we talk about the "READ1 CU" or "CU," however, we are referring 
specifically to the Central Coordinating Unit and its functions in project 

support. 

,~-  

During its implementation, READI has encountered difficulties which, 
although they cannot be attributed solely to the design of the project, may 
have been exacerbated because of gaps in project design. The design issue is 
important because it establishes a framework within which the participating 
agencies relate to each other and to the SME sector. 

One problem encountered had to do with the choice of targets and 

project performance criteria. According to the Project Paper, "purpose 
achievement indicatorsw were defined as 

700 new jobs created in rural areas, or with agriculture- 
related businesses 

150-200 smallholders with expanded or diversified incomes 

A minimum of three Malawian private sector institutions 
established with good prospects for long-term self- 
sustainability, which assist, support, and guide emergent 
Malawian entrepreneurs 

The parameters for a small and medium-size entrepreneur 
strategy defined (credit needs, opportunities, support 
institutions) and the needed strategy emerging 

Project outputs were defined as  

Financial intermediaries serving small-scale entrepreneurs 
are strengthened: 

Financial sustainability improved 

Client advisory services established 



b Internal loan review, approval, and monitoring procedures 
improved 

Management staff more knowledgeable of priority investment 
areas, level of profitability for frequent types of credit 
requests; and such knowledge reflected in the loan portfolio 

Improved management capability for planning longer term 
organizational development 

9 Small and medium entrepreneurial activities expanded: 

w Forty new businesses started in areas of economic priority 

b Seventy-five existing businesses expanded 

b . Five to ten areas of potential investment having moderate to 
high levels of profitability and favorable macroeconomic 
impact identified 

Better coordinated and more effective support services 
provided by the private sector: 

b Study of investment potential completed and available to 
potential investors and financial intermediaries t 

~nvestmentffinancin~ guidelines prepared for use b y  credit 
institutions in Malawi on following targeted areas of economic 
activity: 

- Smallholder income diversification - Smallholder cash/export crop production - Potential agro-processing or  agribusiness ventures - Potential rural industries and manufacturhg 
- Rural wholesaling/retailing opportunities 

Small- and medium-scale entrepreneurial audit needs 
assessment 

Institutional survey for the provision of credit and related 
services for the small- to medium-scale entrepreneurs 

In the evaluation team's opinion, these targets and performance criteria 
w e r e  overly broad and ambitious for a single project activity. In particular, 
the institution-building targets were  overgeneralized and lacked clear 
definitions and achievement objectives. The targets do  not reflect any 
recognition that there were several distinct organizations with distinct needs, 
objectives, and resources at hand. Coordination among the various 



participating institutions could have been facilitated more easily by a better 
and more clearly defined set of achievement indicators 

Another design issue arises from the use of a Washington-based OPG 

Agreement for funding the Africare and WOCCUICUNA technical assistance 
inputs. This has caused problems in the reconciliation and communication of 
budgets and funding allocations between the field and AIDIWashington. In one 
instance, for example, the allocation of funds for WOCCUICUNA's technical 
advisers was delayed for several months because of a breakdown in 
communication between the field and the United States. This situation might 
have been avoided if these funds had been administered through the 

USAIDIMalawi office. 

Another area of concern, discussed in more detail below, has to do with 
the accountability of Africare and WOCCUICUNA to the Project. The terms of 
reference set out in the Project Paper for WOCCUICUNA explicitly state that 
it will work with MUSCCO. Since MUSCCO already had a working relationship 
with the WOCCU network, this arrangement had some precedent and was 
already functioning. WOCCUICUNA's performance criteria under the scope of 
READI, therefore, were fairly straightforward, requiring little guidance from 
the CU. (The CU, however, did guide MUSCCO in strengthening its 
institutional planning and development strategies) 



The terms of reference for Africare were less explicit in defining the 

specific institutions Africare was to support. Africare's role, according to the 
original grant agreement, had three main functions They were to 

Identify and examine areas of investment potential and 
opportunities for small- and medium-scale Malawian 
entrepreneurs 

Provide technical and managerial assistance to Malawian 
entrepreneurs participating in the project 

. Provide assistance and training to Malawian staff of 
participating organizations and Africare's counterpart 
personnel 

The Grant Agreement went on to state that "[the] Africare team will work 
primarily with Malawian small and medium-sized enterprises either directlv or 
in tandem with the financial intermediaries." 

It is important to recognize that Africare sees its primary role as 
working directly with Malawian entrepreneurs. In the words of its Resident 
Representative, Africare's objective is to "fill the gap" between the 
entrepreneurs and the financial institutions. Because its .primary focus has 
been on the entrepreneurs, it has been difficult for other institutions working 
in the READI Project to understand Africare's role within the project's overall 
institutional development context. Africare, the READI CU, and the financial 
intermediaries continue to disagree about how Africare should carry out its 
mandate, and by whom its field staff should be held accountable. To their 
credit, the Africare field team has done a commendable job in spite of this 
loose, poorly defined arrangement. 

Another design issue had to do with the budget for project-funded 
commodities, namely the allocation for vehicles and computers. Under the 
original agreement, three vehicles and two computers were to go to Africare; 

one vehicle, two motorcycles, and no computers to the Coordinating Unit; and 
one vehicle, seven motorcycles, and no computers to MUSCCO. Provision was 
made, however, for vehicles and computers for INDEFUND, although the 
amount allocated apparently was insufficient to meet its needs. The lack of 



, computers in the Coordinating Unit has caused serious constraints on 
administrative and technical operations. The lack of additional vehicles and 

computers for MUSCCO has also caused serious constraints on field operations. 
Furthermore, because of USAU)'s stringent regulations governing the 
reallocation of line item budgets, procurement of additional equipment and 
vehicles to fill this gap has been a long and frustrating process for all 
parties involved. The project, which is in the last months of its initial 
contract period, still awaits the arrival of much needed additional equipment. 

Management Support 

The REA Dl .Coordinating Unit 

Project start-up was delayed because of the late arrival of a project 
coordinator for READI; the original nominee withdrew his application at the 
eleventh hour, thereby causing an unexpected delay until August 1985 (a year 
after the project agreement), when the present project coordinator took up his 

post. 

During the course of this evaluation, the local Malawian agencies funded 
by READI - DEMATT, MUSCCO, and INDEFUM) - all voiced appreciation for 
the work done by the CU in developing their ability to prepare work plans and 
institutional development strategy statements In the opinion of the evaluation 
team, this has been a positive step toward institutional capacity building under 
the scope of the project. 

Another effort led by the CU has been the formation of a Project 
Implementation Committee chaired by MTIT and composed of READI-funded 
institutions and other cooperating organizations. This forum has proved 
invaluable for information sharing and coordination among intermediary 
agencies working in the sector. It is the first of its kind in Malawi and has 
gained universal approval among its members. 

The evaluation team believes it is now important to transfer this function 
to the MTIT and institutionalize it more fully during the extension period of 



the Project. This work should begin with an analysis of the organizational 
and managerial requirements and the preparation of an institutional 
development plan by the MTIT, focusing on the upgrading of the present Small 
Scale Industry Unit to cover the entire small-scale sector. 

On the administrative side, the CU has been responsible for processing 
budgets and expenditure allocations. This has been a time-consuming process, 
partly encumbered by the turnover of project accountants in the office. This 

has placed the burden of accounting and reporting too heavily on the project 
coordinator at various times throughout the project. A qualified accountant 

should be posted as soon as possible in order to let the CU focus on more 
technical and institutional development work during the extension period. 

USAIDIMalawi has played a limited role in READI Project implementation 
and supervision. Under the original project design, the creation of the READI 
Coordination Unit, among other things, was to help lighten the load on 
USAIDIMalawi for project management This has indeed occurred, because of 
the hard work and dedication of the project coordinator; however, the 
impression of an "understaffed and overworked" Mission came up repeatedly 
from several sources during the evaluation. Some of the problems mentioned 
earlier - budgeting, accounting, reporting - appear to have been heightened 
by the tight staffing situation in the Mission during the course of project 
implementation. 

Ministry o f  Trade, Industry, and Tourism 

The opinion of agencies interviewed was unanimously in favor of the more 
active role being played by MTIT in the development of the SME sector in 
Malawi. They believe that this role is extremely positive, and they even would 
like to see MTIT's coordinating role enhanced. MTIT has, in fact, taken its 
role a step further already through the formation of a Small Scale Industry 
(SSI) Unit. It is the opinion of the evaluation team that this step is a strong 
positive indicator of the GOM1s commitment to the sector and its intention to 



support further development of SMEs We suggest further steps towards 
broadening this role in Chapter V. 

Efforts to date have been impressive. MTIT, working together with the 
READI Project, has assisted in getting government and the private sector to 
work together on the issues of SME development. The team finds this to be a 
unique situation, from a global perspective, as demonstrated by the following 

factors: 

The READI Proiect Im~lementation Committee (PIC) is 
chaired by the Hcting chief of the Industry division in 
MTIT. 

This same person participates regularly in the Project 
Committee meetings to review project proposals put forth 
by the READI Promotion Unit. 

A member of the MTIT staff, the current head of the SSI 
Unit, participated in the study tour to Kenya and 
Botswana and assisted in the development of policy 
recommendations to the GOM rising out of this READI- 
sponsored effort 

The MTIT principal secretary communicates regularly with 
the READI CU about SME sectoral issues and progress in 
the READI project and is actively interested in promoting 
development of the sector. 

Monitoring and Evaluation 

The objective of the project monitoring component of the READI Project 
was to obtain a continuous independent assessment of the progress of the 
project in achieving basic project objectives and to insure adherence to 
mutually agreed-upon implementation plans and, finally, to provide financial 
management advice and guidance to the organizations participating in the 
project. This monitoring function has been performed by Deloitte, Haskins, 
and Sells (DHS) since September 1985. 

These semi-annual monitoring reports contain information about the 
lending procedures and operations of the two financial institutions 
(INDEFUND and MUSCCO) and about the operations and field activities of . 



DEMATT. The reports were prepared from a field visit from DHS staff based 
in Nairobi. 

The purpose of these monitoring reports has not been clear to the 

implementing agencies. They have also expressed frustration that they do not 
have the opportunity to review drafts. USAID views these reports as 
management audits and finds them useful for monitoring the progress and 
development of the READEfunded institutions. It is important to note, 
however, that these semi-annual reports do not cover the operations of the 
Coordinating Unit. 

Credit Program Performance 

Project Goals and Objectives 

The Project Paper and Grant Agreement set forth rather specific goals 
and objectives for the credit component of the READI Project The Project 
Paper noted that 

More credit is needed to accomplish the GOM's economic objectives 
for diversifying farm output, increasing production of export crops, 
and developing a complementary light industry sector linked to the 
agricultural sector which will generate rural employment 

In response to this need, the Project Plan and Grant Agreement clearly 
defined the focus of the project READ1 was to promote enterprise 
development in three areas: 

1. Agricultural production, processing, marketing or the 
manufacture of agricultural inputs 

2. On- or off-farm rural employment generating activities 

3. Import substitution or foreign exchange-earning types of light 
industry and manufacturing 

As originally designed, the READI Project was to provide assistance to 



two credit institutions: INDEFUND and MUSCCO. The objectives of this 

assistance were 

To increase the long-term financial viability of institutions 
that provide credit to small- and medium-scale 
entrepreneurs who are predominantly active in rural areas 

To increase the technical and financial services provided 
in order to assist the clients to derive maximum benefits 
from credit which they wish to obtain and to ensure that 
the clients can repay the loans 

To increase the operational efficiency of the financial inte- 
rmediaries and improve their overall effectiveness 

Specifically, the original Project Paper and Grant Agreement called for 
INDEFUND to receive a line of credit of US$ 12 million to lend MUSCCO 

originally was to receive US$ 300,000 in grant funds to lend through its 
network of primary societies to individual borrowers. As a result of slow 

disbursements, several revisions to the project budget have reduced these 
amounts. The reduction for INDEFUND is substantial. Project 
Implementation Letter No. 16, signed July 16, 1987, reduced INDEFUND's credit 
line to US$ 800,000 and MUSCCO1s to US$ 275,000. Amendment Three, signed 
September 27, 1987, increased INDEFUND's credit line to US$ 855,965. With 
the signing of Project Implementation Letter No. 33 on July 8, 1988, 

INDEFUNDJs credit line now stands at US$ 475,965 and MUSCCO's at 

US$ 268,000. (The CU has every intention of restoring these credit lines for 
both institutions as soon as additional funding becomes available.) 

The sections that follow analyze the performance of INDEFUND and 
MUSCCO in using the credit resources made available to them under the 
READ1 Project In order to provide some comparative analysis, this section of 
the report also takes a brief look at the objectives and performance of other 
intermediate financial institutions providing credit to small and medium size 
enterprises. 



READ I-funded Institutions 

The READ1 Project provides credit to two institutions. INDEFUND is 

Malawi's development finance institution for medium-scale industry and 
enterprises; MUSCCO, a member of the World Council of Credit Unions 
(WOCCU), is the apex organization of the country's savings and credit union 

movement 

INDEFUND 

INDEFUND came into existence with the financial support of INDEBANK 
and FMO (the Netherlands Finance Company for Developing Countries). As an 

intermediate financial institution, INDEFUNDJs stated objective is 

to help increase the productive potential of the country by providing 
finance and advisory service for the start-up, expansion, and I 

modernization of enterprises owned and controlled by indigenous 
Malawians. 

i 
INDEFUND's provision of finance is to be targeted. It provides financial 

assistance to commercially viable enterprises mostly by way of medium- and 1 
long-term loans for capital investments, including working capital. INDEFUND, 

however, generally makes working capital available to borrowers in conjunction ' 
with capital investments Medium- to long-term loans fall between 2 and 12 
years in length. Generally, INDEFUND makes investments of between K 30,000 
and K 150,000 in the following targeted sectors: agriculture, agro-industry and 
fishing, manufacturing, textiles, services, construction and mining, trading, and 
hotels and tourism. 

INDEFUND prices its loans to be competitive with market - commercial 
bank - rates. Currently, it i s  charging 165 percent on farming and 
agricultural loans, 185 percent on loans to manufacturing enterprises, and 

20.0 percent on working capital loans not tied to capital loans. The grace 
period on the repayment of principal can be as long as four years, but rarely 
does it extend beyond two years. In addition to interest, borrowers pay an 



investigation fee of 2 percent of the loan amount approved which is charged 
and payable before disbursements begin. 

INDEFUNLYs Credit Role in the READI Project. The READI Project 
Paper spelled out A.LD.'s objectives in providing credit funds to INDEFUND. 

It described READI as "an experimental activity for defining appropriate and 
efficient modalities of providing the types of assistance needed by the 
Malawian private sector." The Project Paper went on to stress that 

INDEFUND was to manage the credit resources received from READI following 
its "normal lending policies and procedures." 

The Project Plan called for INDEFUND to draw down its line of credit at 
a rate of US$ 400,000 per year. The draw-downs have been considerably 
slower. According to the audits for 1985, 1986, and 1987, INDEFUND drew 
down the equivalent of US$ 253,700 in 1985, another US$ 209,970 in 1986, and 
only US$ 18,239 in 1987. As of December 31, 1987, INDEFUND had drawn 
down a total of US$ 481,909. The slow rate of draw-downs and, as mentioned 
above, subsequent revisions to the project budget have temporarily cut back 
the credit resources READI is providing to INDEFUND from US$ 12 million to 
US$ 475,965. 

The evaluation team is concerned that the READI Project budget provides 
less credit funds to INDEFUND than it has already drawn down to fund 
READItUSAID-approved loans (US$ 475,965 versus US$ 481,909). This issue is 
being addressed in part by a new policy agreement between READI and 
INDEFUND to provide credit funds on a reimbursable basis. Nonetheless, the 
READI-funded segment of INDEFUND's portfolio has almost K 1.1 million in 
projects that have been approved, but have yet to draw down. It is not clear 
when additional READI funds will be available to reimburse these amounts 
when they are in fact lent to the borrowers. When the draw-downs begin, 
READI will be unable to provide the required funds until USAID extension 
funds become available. The team has also noted that the board and 
management of INDEFUND are not kept fully informed about these changes, 
which increases the confusion about the role INDEFUND is to play under the 
READI Project ' 



The Project Paper expected that INDEFUND would be "about 90 percent 

financially self-sustaining" by the end of the project. This now seems to have 
been extremely optimistic. As Table 11-1: INDEFUND Operations Summary 
1894-1987 reveals, INDEFUND's non-grant income rose 360 percent from 1984 
to 1987. As a result, the amount of operating expenses covered by non-grant 
income (coverage) increased from 83 to 139 percent Continued improvement is 
to be expected. INDEFUND's 1988 budget projects non-grant income of 
K 952,700 and operating expenses (including K 115,600 for client services 
subsidized by donors) of K 617,200. These two figures produce a coverage 

ratio of 154 percent. 

The table also makes it clear that the costs of INDEFUND's credit 
operations are high. In 1987, INDEFUND spent K 023 in operating expenses 
for each kwacha of loan outstanding. This figure is slightly above the 20 
percent rate USAID has observed in successful S W  credit institutions; 

however, the 1988 budget shows this figure falling dramatically to K 0.14. 1 

This is a significant improvement; however, as  the bottom portion of 
Table II-1 indicates, INDEFUND's financial costs, its interest on borrowings, 
and its bad debt expenses remain hig,h Management is well aware that 
INDEFUND has to reduce its high debt-to-equity ratio, currently 65 to 1, and 
reduce bad debts if it is to become self-sustaining. 

On the issue of INDEFUND's high financial expenses, it is of interest to 
note that the financial analysis section of the Project Paper refers to grant, 
rather than loan, financing, "to enable TNDEFUND to generate sufficient cash" 
to pay its loans to other donors and reach self-sufficiency. Under the terms 

I 

of the actual Grant Agreement, the Government of Malawi was to lend to 
INDEFUND the grant funding the government received under the project 
Originally, the loan agreement between the GOM and INDEFUND set interest I 

at 7 percent per annum, of which INTIEFUND was to retain 3 percent and 
capitalize 4 percent until 1993. This original loan was to be repayable over 
25 years, beginning in 1993. In 1987, the GOM lowered the interest on the I 

loan to 3 percent with effect from the commencement bf the loan. 
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INDEFUNWs Credit Operations. INDEFUND went through a major 
reorganization at the beginning of 1988. The purpose of this reorganization 
was to make its operations more efficient and effective. Prior to January 
1988, appraisal and monitoring were separate functions undertaken by two 
distinct groups of INDEFUND staff. Staff responsible for appraising loan 
applications were not responsible for monitoring the borrower's performance 
once the loan was sanctioned and disbursements made. In effect, problem 
loans became somebody else's responsibility. 

As a result of the reorganization, project officers, who are responsible 
for both appraisal and monitoring, are grouped into two branch operations. 
One branch covers the north and central part of the country, the other the 
south. As a result of this reorganization, a project officer who has a loan 
approved becomes responsible for monitoring its performance. Although 
INDEFUND employees who previously had only appraisal responsibilities have 
shown some distaste for their new monitoring role, the reorganization should 
help to improve the overall perfornlance of INDEFUND's credit operations. 

INDEFUND has well-established procedures to appraise, sanction, and 
disburse loans. As has been noted in several of the DHS monitoring reports, 
INDEFUND does not have an active program to seek out new lending 
opportunities. Rather, the loan appraisal process usually begins when a 
potential borrower first makes contact with the organization's Blantyre office. 
This initial contact might be as little as a short letter describing a potential 
venture. 

The decision on whether or not to pursue these leads rests in the hands 
of one of the two branch managers. If a potential project is worthwhile, the 

branch manager will assign one of his project officers to follow up. The 
objective here is to produce a presentation that eventually will go to the 
Board of Directors for approval. The table below summarizes the loan 
processing activities of BIDEFUND, by branch, for the first six months of 
1988. 



INDEFUND Loan Processing Activity 
January- June 1988 

South NorthICentral Total 

~ e ~ u e s t s  received 57 83 140 
Applications rejected 39 53 92 
Applications pending 14 23 37 
Applications approved 4 7 11 t 

The table suggests that the number of applications is increasing from 
recent levels. (According to the latest DHS monitoring report, INDEFUND 
received only 120 applications in 1986 and 1987 and approved 11 and 20 loans 
respectively.) Despite the fact that pr-oject officers and branch managers do 
not actively seek out new lending opportunities, the table above suggests that 
they are busy. It is also important to note that the resources available to 

each branch operation to travel are 1i.mited. Each branch has a single vehicle 
for a staff of three or four. 

The total elapsed time from initial inquiry to loan disbursement can be 
and often is lengthy. It is not unusual to take three months from the time of 

the initial receipt of an inquiry to the presentation of the Board Paper. For 
READI-funded projects, USAID has to give its final approval before INDEFUND 
can make the client an offer. Approved board papers go to the READ1 project 
coordinator, who prepares a memorandum for USAID approval. Once USAID 
has approved the use of READ1 Project funds for a project, the next step is 
for the INDEFUND project officer to send a letter of offer to the client. 
With this letter, the project officer temporarily transfers the file to the 
implementation officer in the Client Services Department. 

It is the responsibility of the implementation officer to follow up the 
documentation required before disbursement can take place. INDEFUNDJs 
policy is to require collateral in the form of bills of sale, mortgages, 
debentures, or securities and guarantees from third parties to cover its loans. 



This can often be a lengthy process.. The credit team reviewed one case in 
which it took a borrower three months to secure a title deed for a piece of 
property he had bought more than two years earlier. 

Once the legal documentation is in place, the loan is ready for 
disbursement. In most cases the borrower presents pro forma invoices and 
other documentation against which INDEFUND draws down approved funds. 
Again, in cases where a borrower requires foreign exchange, getting all the 
paperwork in order can be time consuming. 

This delay is particularly unfortunate in the case of READ1 project- 
funded loans. According to the original grant agreement, US$ 750,000 of the 
original US$ 12 million line of credit was to be in foreign currency. The 
agreement was later amended to reduce this amount to US$ 600,000. A dollar 
bank account was to have been established in the United States, and 
INDEFUND was to have been able to gain access to these funds through its 

commercial bark The purpose of this arrangement was to avoid the problems 
incurred when trying to get approval for foreign exchange through the Reserve 
Bank. Instead, INDEFUND goes to the Reserve Bank on behalf of its clients 
who wish to use their loan proceeds to import equipment and raw materials. 
Under the direction of the current general manager, these procedures have 
been improved, and the Reserve Bank is issuing confirmed letters of credit on 
behalf of INDEFUND and its clients. 

While a loan is in disbursement, a separate file is opened in the 
Accounting Department. The payments file maintains all the data required to 

track payments that INDEFUND makes for its clients (loan disbursements). In 
addition, the Accounts Department opens a ledger card for each loan. Until 
recently, the ledger card was the principal management tool used to calculate 
interest due on loans and to track loan repayments. This function is now 
computerized The computergenerated monthly statements of account are a 
more useful tool for the monitoring function. 

In summary, INDEFUND uses five different files and three different 

numbering systems to track any one project through its system. Upon receipt 



of an initial request, the project receives a number and an appraisal f i e  is 

opened. An approved project gets a separate number, and the project officer 
in charge opens a monitoring file. The implementation officer maintains a 
separate file for the project in his office. This one contains a copy of the 

loan agreement and all the legal documentation. The Accounts Department 
maintains the payments file as well as the ledger card for each loan. The 

ledger card tracks all disbursements and repayments. Under the current 

system, the payments file bears the same number as the monitoring and 

implementation files, but the ledger card has a different number, which 
conforms to INDEFUND's chart of accounts. Finally, the BASITAS function 

has its own file for each client. 

Performance of READI-funded Portfolio. As mentioned above, the original 

Project Paper called for INDEFUND to receive USS 12 million to on lend. 
As a result of slow disbursements, PIL No. 33 reduced this amount to 
US$ 475,965 in July of 1988. (Accordi,ng to the project coordinator, 
INDEFUND's line of credit is to be restored to its original amount with the 
arrival of additional project funding from USAID.) However, according to 
INDEFUND's 1987 audit, as of December 31, 1987, INDEFUND clients with 
READI-supported loans had drawn down K 867,453 (approximately US$ 481,909). 
Since that time, however, IMDEFUND has been able to accelerate its approval 
of loans meeting READ1 Project criteria. Table II-2: INDEFUND Summary of 
READ1 Project-Funded Loans summarizes the loans funded by the project. 

As the table points out, the focus of READI-funded loans has shifted 
dramatically over the course of the Iast 15 months. Whereas 6 of the first 14 

enterprises to receive loans were resthouses and motels, the 9 loans approved 
since the current general manger assumed his post represent an assortment of 
agricultural and agribusiness ventures. INDEFUND's lending activities, 
however, remain noticeably focused in the south of the country. Table 11-3: 
Analysis of INDEFUND's READI-Funded Projects, provides a more detailed 
analysis of the distribution of READI-funded loans both by region and by 
sector. It is encouraging to note that as of the end of June 1988, agriculture 
and agro-industry accounted for 58 percent of the number of loans, 74 percent 



of the volume of loans approved, and 48 percent of the loans disbursed under 
the project 

The disbursements of loans remains a problem. Less than half of the 
READI-funded loans have been disbursed, and only K 125,000 has been 

disbursed of the K 12 millon of loans approved in 1987 and 1988. In 
addition, the READI-funded portion of INDEFUNDJs portfolio that is in 

disbursement has some serious problems. INDEFUND has already made 
provision for bad debt on K 122,642 or 13.4 percent of the amount disbursed; 
however, the evaluation team believes that the actual situation is worse. 

Table 11-4: INDEFUND Debtors Position as of June 30, 1988, summarizes the 
current status of READI-funded' loans that are in disbursement. It presents 
ample evidence that the READI-funded portion of INDEFUND's portfolio is 
weak. Of the K 47,041 in capital repayments due in June, more than 72 
percent, aimost K 34,000, was 120 days or more in arrears. The situation with 
interest payments was equally bad. Of the K 66,359 due, more than 69 percent 
or almost K 46,000 was 120 days in arrears. Based on the debtors' position as 
of the end of June, loans with. a cumulative outstanding balance of K 197,974 
are 120 or more days in arrears on interest and/or capital payments. As the 
table below indicates, however, INDEFUND expects that its collateral will 
minimize any net losses 
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INDEFUND: Collateral on Potential Defaulters 

Outstanding 
balance 

Borrower (kwacha) Colla t era1 

Coffee farm 4,713 Land worth K 40,000 to be auctioned 
Fishery 42537 
Manufacturing 60,949 Valuable machinery and equipment 
Tire re-treading 25,417 Loan repaid in full after 6/30/88 
Wholesaler 17,587 Stop order. paying K 900/month 
Piggery 49,105 
Poultry farm 8,239 

Total 197,687 

If INDEFUND has to make provision for another K 99,881 of loans currently 
120 or more days in arrears, and for which it does not have adequate 
collateral, the bad debt would increase to 243 percent of the READI-funded 
portion of its portfolio. 

MUSCCO 

The Malawi Union of Savings and Credit Co-operatives (MUSCCO) came 

into existence in 1980. As defined in the 1986 Annual Report, MUSCCOJs 
major objective is 

to develop a sound and viable Credit Union movement 
throughout Malawi by improving management skills of the 
Credit Unions and to improve financial management skills 
and credit worthiness of the individual members and the 
societies. 

The Annual Report goes on to describe the unique position MUSCCO fills 
among financial and development institutions in Malawi. Savings and credit 
unions "are the only financial institutions in the rural areas that provide both 
a place to save and a place to borrow money." 
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MUSSCCYs Credit Role Under 
the RL4DI Projed 

The original design of the READI project called for MUSCCO to receive a 

US$ 300,000 line of credit in the form of grant funds. The most recent 
changes to the project budget reduced this amount to US$ 268,000. The 
primary purpose of these funds was to increase the capital of MUSCCO's 
Central Finance Department (CFD). Basically, CFD is the credit union for 
Malawi's 79 primary savings and credit societies. Prior to the READI Project, 
CFD's resources were limited to "the amount of savings which the individual 
member has deposited with the credit union" (Project Paper, pp. 12-13). The 
Project Paper called for MUSCCO to use these funds in accordance with the 
"regulations, procedures, and policies established by MUSCCO for its Central 
Finance Fund." AI-D., however, set a limit on the size of any one loan made 
to an individual member of a primary society to US$ 5,000 (K 5,250 at the 
time of the Project Paper). 

The Project Paper sets forth specific targets for MUSCCO's growth 
towards financial self-sufficiency. It "projected that MUSCCO [would] increase 
its degree of self-sufficiency from. . . 10 percent to nearly 35 percent" by the 
end of the project (1988). MUSCCO has made considerable progress in recent 
years. From 1986 to 1987, the portion of operating expenses covered by non- 

grant income rose from 18.2 to 23.8 percent. Because of its relatively small 
volume of loans outstanding, MUSCCO's lending operations are expensive. In 
1986, it incurred K 1.92 of expenses for each kwacha of loan outstanding. In 
1987, the figure improved to K 1.31; however, it is important to view these 
numbers with some caution. MUSCCO's financial statements do not 
disaggregate expenses incurred for credit and non-credit operations, such as 
training of study groups and primary societies. 

MUSCCO's credit Operations 

MUSCCO's CFD provides a supplemental source of credit for the primary 
societies to lend to their individual members As of June 30, 1988, the 
primary societies had loans outstanding of almost K 15 million. This is the 



amount the primary societies had lent to their individual members. CFD had 
loans outstanding of almost K 226,000. 

CFD makes three types of loans available to the primary societies. 
Development loans are very small, rarely exceeding several hundred kwacha, 
and provide stationery and other office supplies in kind to primary societies. 
Development loans carry a 6 percent interest rate and are repayable in two. 
years. Under the short-term loan program, CFD lends money to primary 
societies for lending to members to meet their short-term needs. These needs 

might include the purchase of fertilizer and other inputs for farming or the 
financing of small enterprises. Under the short-term loan program, primary 
societies may borrow up to 50 percent of their share of capital. Societies pay 
12 percent interest on these loans, 11 percent on amounts that exceed 30 
percent of share capital. The primary societies lend these funds to their 
members at 18 percent. Under its third line of operation, the long-term loan 
program, CFD makes larger loans available to entrepreneur members of primary 
societies. CFD loans funds to the primary societies at 11 percent for up to 
five years An individual society member, in turn, may borrow up to 10 times 1 
his or her share capital at 16 percent from the society. 

MUSCCO has well-established procedures for making long-term loans. 
The process b&ns when a member brings an application letter, including a 
business plan, to the credit committee of his or her primary society. The 
credit committee evaluates the application on the following criteria: 

Member: records in society 
behavior in society and in the community 
skills and experience in the proposed project 

Proposed projectlbusiness: market for product 
availability of raw 
materials 

Size of loan in relation to maximum allowed by society 

If any, how borrower's contribution will be met 



If approved, the potential borrower pays a K 150 application fee to the 

society and in return receives an application form, which he or she completes 
in duplicate. In the application, the borrower must estimate income and 
expenses and cash flow for the first I2 months of the project. When 
completed, often with assistance from DEMATT, the potential borrower submits 
the application to the credit committee. 

If the credit committee approves, it passes the application on to its 
society's board of directors. If the board approves, it requests CFD funding 

by completing an "Application To MUSCCO For a Central Finance Loanw and 
paying a K 150 application fee. The head of CFD, assisted by an Africare 
adviser, is responsible for processing and evaluating long-term loan applications 
from the primary societies. 

If CFD approves the application, it completes a MUSCCO Central Finance 
Promissory Note. In the promissory note, the borrowing society pledges its 
shares as collateral. In other words, the savings of all members of a primary 
society are at risk under this borrowing program. Upon receipt of the CFD 
promissory note, the primary society draws up a promissory note between it 
and the borrower. Under the heading of "Additional Provisions," this 
promissory note spells out the borrower's obligations. These provisions specify 
that a borrower may not withdraw either share capital or membership from the 

primary society during the period of the loan. The promissory note obligates 
the borrower to have proper fire and theft coverage, to open "a BANKING 
ACCOUNT FOR THE BUSINESS separate from [his or her] personal BANKING 
ACCOUNT," and to become an "active client of DEMATT and remain so until 
the loan is repaid in full." 

At the present time, CFD's operations are manual. CFD calculates the 
interest due on a loan from the data that are recorded on the ledger card 
maintained for each loan. Apparently, CFD does not prepare a schedule of 
payments due each month by which to monitor payments. Ndr does it invoice 
its borrowers. The evaluation team believes that computerizing CFD's loan 
records would make the loan monitoring function more efficient Using the 



computer equipment that is currentIy available to CFD to computerize existing - 

loan records should be a top priority, 

Performance of  MUSCCOs Credit Operations 

. The economic analysis of MUSCCO contained in the Project Paper set 
unrealistic goals for the credit operations the READ1 Project has funded. 
According to this analysis, the Project Paper expected that by 1988 MUSCCO 
would have 323 loans outstanding, worth K 342,000. As of June 30, 1988, 

information supplied to the evaluation team by MUSCCO shows that CFD had 
65 loans totaling K 225,657.19 outstanding. 

As of June 30, 1988, MUSCCO had drawn down K 485,303 of the line of 

credit made available by the READI Project. Unfortunately, data on the CFD's 
loan program from the beginning of the READI Project through 1985 are not 
readily available. From the beginning of 1986 through June 30, 1988, however, 
MUSCCO had used the Project's resources earmarked for credit to make 90 
short-term loans totaling K 332,000 and 25 long-term loans totaling K 94,000. 
The following paragraphs summarize the analysis of the long-term loan 
program 

The long-term loan program got off to an inauspicious start in 1986. 
After the word got out that MUSCCO had funds available, it was deluged with 
applications. The quality of these initial applications was poor. The fact that 
MUSCCO approved only 15 of the 111 applications it received in 1986 is 
evidence enough of the problems it faced The flow of applications has since 
slowed considerably. In 1987, CFD approved 10 of the 12 long-term Ioan 
applications it received, and as  of mid-year 1988, it had approved none of the 
10 applications received. 

Table 11-5: MUSCCO Long-Term Loan Summary summarizes the history of 
the long-term lending program To date, the size of the average loan made 
under this program is small, e.g., K 3,743. It is encouraging to note that more 
than 98 percent of the amount approved has been disbursed. The average loan 
has a 44-month term. Although not highlighted in the table, women have 



T d a  ICS: MUSCCO: L o q - t m  LDM Summry 

h.01 Lorn T m d  Ropaymau Amount s m r d q  St- 

No. Locztkn Lorn Amovd. Loan W e  h b u s d  Balance d b a n  

9 T o b a o c o ~  LUrylnr N Ccbbu86 2,400 40 Yeattj 2,400 1.200 Cvren( 

10 Tobrccofmlhg w N k W b u  86 8,666 24 

11 Vegetable LvYlru N OcIaber86 1.131 40 

12 Tobacco fanning Enkweni N ~aokr  88 5,33a 60 5.338 4,200 mml 

22 Tobaccohnnhg ChlmaJko (MUSCCO) C ' Dacsmbor87 4.000 40 knrrsl 4.000 4.000 C m o n l  



received 4 of the 25 long-term loans, including K 790 for an ox cart (Loan 
dl), K 5200 for a tailoring project (Loan #2), K 3,000 for a piggery (Loan #4), 
and K 1,500 for a retail business (Loan #7). Loans to women represent 16 
percent of the number and 112 percent of the value of MUSCCO's long-term 
loans. Table II-6: Types and Number of Projects/Businesses Funded by 
MUSCCO Central Finance Long-Term Loan Program provides a breakdown of 
the portfolio by type or purpose of loan and by region. 

Table 11-6: T s and Number of Projects/Businesses F 'Funded by the MUS CO Central Finance Long-Term Loan Program 
-. 

Total amount 
Number , (Kwacha) 

Twe and Durpose of loan 
Farming 

Farm transport (oxen and oxcart) 
Tobacco 
Vegetables 
Animals (poultry, piggery, and dairy) 

Brickmaking 
Hotelling 
Tailoring 
Retailing 
Total 

Geoma~hical Distribution of the Proiects 
Northern region 
Central region 
Southern region 
Total 



Information provided to the evaluation team by MUSCCO indicates that 

six loans are currently in arrears Upon further analysis, the evaluation team 
believes that' two other loans are in arrears. 

MUSCCO: Long-Tenn Loan Delinquencies 
(as of July 24, 1988) 

A Loans MUSCCO has identified as delinquent 

Outstanding Repayment 
No. Purpose Locationlregion balance schedule 

(kwacha) 

5 Animals - poultry Makunga S 8,411 Monthly 
6 Brickltile making No. Lukuru N 7,500 Quarterly 
8 Brickltile making Ekwendeni N 2,826 Yearly 

15 Animals - piggery Malawi RR S 1,500 Yearly 
17 Animals - dairy Malawi RR S 600 Quarterly . 18 Hotelling Ekwendeni N 4,011 Quarterly 

Subtotal A 24,848 

B. Additional loans evaluation team believes to be delinquent . 

Outstanding Repayment 
No. Purpose Locationlregion balance schedule 

24 Tobacco farm Lunyina N 
25 Brickltile making Chitukuko C 

1,500 Semi-Annual 
1,000 Semi-Annual 

Subtotal B 2,500 

- Explanation B: 

Loan 24: MUSCCO records show that a semi-annual payment of 
K 258, including K 8250 in interest and K 17550 in principal, was 
due June 30, 1988. 

Loan 25. A semi-annual principal payment of K 250 was due May 
30, 1988. Interest on this loan is to be paid monthly according to 
MUSCCO records. 

- 
CFD has information on why most of the loans are in arrears The 

explanations point out how difficult this type of lending can be. For example, 
Loan 15 is in arrears because the pigs have had diseases Loan 17 has 

problems because the dairy cow purchased by the borrower apparently has 



reproductive problems and cannot produce milk The borrower discovered the 
problem after' receiving the Veterinary Service's approval to purchase the 
animal. Because of difficulties in acquiring packing materials, the borrower of 
Loan 24 has not yet been able to sell his tobacco and pay off his loan. 

The six loans MUSCCO has designated delinquent account for just over 27 
percent of the amount CFD has disbursed under the long-term loan program. 
The two additional loans that the evaluation team believes are in arrears 
account for an additional 2.7 percent. Together, the outstanding balance on 
these eight overdue loans amounts to K 327,348 or almost 30 percent of total 
long-term loan disbursements. 

Cooperating Institutions 

Cooperating institutions are defined here as those organizations that . 
currently do, or  have the potential to, provide credit to the SME sector. The 
first part of this section briefly describes two institutions that are directly 
involved in the sector: SEDOM is a development f i ance  institution; MEDI, 
although primarily a training organization, also has a credit program The 
second part provides a quick overview of Malawi's commercial banking and 
financial institutions. Prominent here are the two commercial banks, the 
Commercial Bank of Malawi and the National Bank of Malawi; the Malawi 
Development Corporation; the Leasing and Finance Corporation of Malawi; and 
the Finance Corporation of Malawi. 

Cooperating Development Organizations 

In addition to INDEFUND and MUSCCO, SEDOM and MEDI play important 
roles in providing credit to the SME sector. Financial assistance from the 
EEC and the GOM fuels SEDOM's lending activities. An EEC grant valued at 
more than ECU 3.4 million, including ECU 122 million for a revolving loan 
fund, plus a GOM contribution of K 396,000 financed SEDOM's Phase I 
activities from 1983 to 1985. A second grant of ECU 3.0 million and a 
special loan of ECU 1.8 million provided funding for SEDOM's operations from 



late 1985 to March 1988. Phase III funding plans call for an additional 

K 16 million in donor support. 

As set forth in the organization's Trust Deed, the functions of its Loan 

Fund are 

Providing loans, but not grants, to Malawian entrepreneurs 
to enable them to set up, acquire, expand, or improve 
industrial ventures or premises thereof or machinery, 
equipment, stocks or fittings or other fixed or movable 
assets necessary in the particular industrial venture. 

The establishment and operation of schemes to facilitate 
the purchase or hire, by Malawian entrepreneurs engaged 
in the setting up or operation of industries, of machinery, 
equipment, materials, parts and components necessary for 
their enterprises. 

SEDOM uses several different approaches to provide credit to its target 
- market Through the miniloan program, SEDOM provides up to K 3,000 to 

borrowers Mini-loans charge 18 percent interest and can be for as long as  - 
two years. Few, however, exceed 12 months. According to SEDOM's loans 

manager, the purpose of the mini-loans program is "to introduce people to 
- 

credit" 

SEDOM also makes term loans. SEDOM charges 18 percent on these 
- - loans, which can be for as much as K 75,000 and as long as 12 years. (The 
- current portfolio has one eight-year loan, and the next longest has a six-year 

term.) In addition, term borrowers have to make a significant contribution to 

- the project. For example, in the case of maize mills, SEDOM requires the 
borrower to put down 30 percent. 

SEDOM also engages in financial leases, which require no minimum 
deposit and follow normal leasing requirements And finally, SEDOM's Board 
of Directors has approved, in principle, equity investments. Currently, there is 
a ceiling of K 100,000 on the amount of equity SEDOM can commit to any 
one venture, and it will do so only when the client has reached the term loan 
ceiling of K 75,000 and no other sources of financing are available. 



SEDOM has three regional offices which process loan applications Each 
month the regional managers travel to Blantyre and sit on the mini-loan and 
term loan committees. Above K 50,000, the term loan committee defers final 
approval to the Board of Directors. 

Statistics supplied to the evaluation team by SEDOM reveal some 
interesting facts about its loan program. From the beginning of operations -- 
through June 1988, SEDOM had received 4,881 applications requesting 
K 242 million in financing. It has approved 2,817 requests, 57.7 percent of 
the total, for K 85 million, an average of just over K 3,000 per loan. 
Disbursements to June 30, 1988 totaled K 7367 million. SEDOM's borrowers 
have repaid K 2.439 million in capital as well as K 1.196 in interest. As of 

June 30, 1988, SEDOM reported outstanding loans of K 4.928 million and 
estimated that 83 percent of the portfolio was in arrears of 30 days or more. 
SEDOM's costs of doing business have declined steadily but remain high In 
1984, it incurred K 2.10 for every kwacha of loan outstanding. The 1987 
READ1 study estimated SEDOM's costs at K 0.67 per kwacha of loan 
outstanding. Over the same time period, non-grant income as a percentage of 
operating costs has climbed from 45  to almost 20 percent. During Phase III, 

- 1988189 to 1990191, SEDOM expects that income will increase from 37.7 to 
51.8 percent of its recurrent costs, exclusive of technical assistance. 

With adequate computer hardware and a full-time programmer who has 
designed customized software, SEDOM is able to generate an impressive amount 
of information on the performance of its portfolio. This information includes 
data on borrowers by sex and region, job creation, and investments by industry 
code. 

Although MEDI is primarily a training organization, it also operates a 
unique loans program. MEDI provides loans in kind, including both equipment 
and materials, to its graduates MEDI recently increased the interest it 
charges from 10 to 15 percent Its loans have a five-year term 



Providing loans in kind provides a valuable service to MEDI graduates. 
Rather than having to go through the often time-consuming process of 
procuring equipment and supplies, participants in this program can get started 

in their businesses with little delay. After this initial stock of raw materials 
and supplies runs out, however, MEDI's borrowers often find themselves in the 
same predicament as most other small-scale entrepreneurs. 

Commercial Financial Institutions 

The commercial, as opposed to developmental, segment of the banking and 
finance industry of Malawi is well organized and capable of providing a 
complete array of financial services to both the public and private sectors. 
Following are brief descriptions of each of these institutions. 

The stated objective of INDEBANK, which holds 60 percent of the equity 
in INDEFUND, is 

to make a contribution to the advancement of productive 
business enterprises which in turn contribute to economic 
and social progress in accordance with the developmental 
goals set and pursued by government 

INDEBANK's shareholders include ADMARC, CDC, FMO, DEG, and the IFC Its 
target size for loans falls in a range from K 150,000 to K 1.8 million. In 
addition, INDEBANK will make equity placements of up to 35 percent of the 
total in any one venture. Currently, it is charging competitive rates on its 
loans 165 to 18 percent for most loans and 15 to 16 percent for agriculture- 
related undertakings. 

The Commerdal Banks 

There are two commercial banks in Malawi: the Commercial Bank of 
Malawi and the National Bank of Malawi Their lending activities concentrate 
on the country's two major export industries tobacco and tea At the 



Commercial Bank, branch managers have authority to approve loans from 
K 2,000 to 20,000, depending on their seniority. The bank's regional offices 
have authority to approve loans of K 20,000 to 50,000. Currently, both 
commercial banks are charging 16 to 165 percent on agricultural loans and 
from 17 to 20 percent on other loans. The interest rate varies with the 
banks' assessments of applications The commercial banks are currently paying 
depositors from 8.75 percent on short call deposits to 1175 percent on one- 
year fixed deposits. 

Malawi Development Corporation (MDCI 

The Malawi Development Corporation (MDC) is a statutory body wholly 
owned by the GOM. The objectives of the corporation are to "develop the 
agricultural, commercial, industrial and mineral resources and the economy of 
Malawi using sound business principals." MDC limits its investments in any 
one project to 10 percent of its share capital plus reserves, K 25 million at 
current levels, not to exceed 50 percent of the total cost of any one project 
MDC charges an investigation fee of 1 percent of its investment and a 
commitment fee of 1 percent is payable on the undrawn portion of a loan 
MDC currently is charging 16 to 18 percent on loans denominated in kwacha 
and 10 percent on loans denominated in foreign exchange. It makes mid-term 
loans, generally from 5 to 8 years long, and never exceeds 10 years 

Finance Corporation of Malawi (FINCOM) 

The Finance Corporation of Malawi (FMCOM) is owned by the GOM 
through ADMARC. Foreign interests hold a minority share. FTNCOM engages 
in four lines of business: short-term (up to 180 days) trade financing 
government procurement; transportation of essential commodities; and insurance 
for business and industry. FINCOM operates on strict commercial terms and is 
unlikely to serve SME sector clients unless they can meet requirements for 
audited accounts showing a strong balance sheet with sufficient net worth to 
secure any borrowing needs. 



The Leasing and Finance Company of Malawi (LFO 

The Leasing and Finance Company of Malawi (LFC) provides medium-term, 
(three- to five-year) leases on capital equipment The terms of any one 
agreement are determined by the average usable life of the asset under lease. 
LFC will arrange leases as small a s  K 1,000 up to K 15 million It charges 
between 22 and 26 percent on the declining balance of the lease. In the two 
years it has been in operation, LFC has found a ready market for its services 
Since opening, its has grown to almost K 27 million in assets, and it is 

-- currently willing to pay up to 18 percent interest on fiveyear fixed deposits 

in order to generate additional sources of funds. 

BASKAS Services . 
Project Coals and Objectives 

The original READ1 Project Grant Agreement called for technicd and 
business advisory services (TASIBAS) to be provided to the SME sector by two 
U S  private voluntary organizations BVOs), Africare and WOCCU/CUNA. 
Partnership for Productivity/International (PfP) was funded separately under an 
ALD. OPG to support DEMATT. The READI Project Paper envisaged a 

- . "cooperative" relationship between DEMATT (and PfP) and the funded 
institutions (this changed, of course, when PfP folded and USAID assistance to 
DEMATT came under the READI Project). 

The READI Project's purpose is to support these institutions in developing 
assistance in the following areas: 

Agricultural production, processing, and marketing 

On- or off-farm rural employment 

Import substitution of foreign exchange earning activities 
that could benefit rural consumers 

READI was to "finance a shared pool of technical assistance which 
[would] deal directly with the rural private sector and the agro-business [sic] 



sector as well as provide specialized assistance to the financial intermediaries" 
(Project Grant Agreement). Further, the READI Project was designed with a 
major assumption that was intended to be tested during the first half of the 
Project: "to influence the types of credit extended to clients by financial 
intermediaries by providing technical assistance to shape the demand for credit 
rather than restrict the supply of credit to narrowly defined types of 
activities" (Project Agreement). 

Additionally, the project was intended to assist 'institutions to "identify 
target investment opportunities suitable for small and medium scale 
entrepreneurs [and mobilize] resources in order to realize identified investment 
potentials." The Project Paper and Grant Agreement did not specify who 
should take responsibility for such identification or who should provide 
business advisory or technical advisory services after the appraisal stage. 

In a broader sense, the two U.S. PVOs WOCCU/CUNA and Africare) were 
called upon to strengthen the two institutions (INDEFUND and MUSCCO) to 
meet the objectives cited above. Africare was awarded US$ 1.475 million for 
"private sector support" activities while CUNA/WOCCU was awarded 
US$ 370,000 to provide technical assistance to MUSCCO. In addition, the 
READI Project Coordinating Unit (CU) was budgeted at US$ 600,000 for 
coordinating and monitoring the project, as well as for studies, including a 
study "describing the types of support services frequently needed by small 
scale Malawian entrepreneurs," and a study "to assess and quantify the credit 
needs of small and medium sized entrepreneurs" (Project Agreement). 

The Project Grant Agreement was amended in March, 1987 to include 
DEMATT as a participating agency within the READI Project "to support its 
business and technical advisory services to small and medium-scale businessesw 
(Project Grant Agreement, Amendment No. 2). Approximately US$ 700,000 was 
added to the READI Project budget to support DEMATT's operating budget and 
to finance the services of two expatriates. . 

Total institutional development support evolved as follows (all numbers in 
US. dollars): 



Project 
elements Original Amendment 2 Amendment 3 Current 

Muscco 
Inst Dev. 

INDEFUND 
Inst. Dev. 

'* .- DEMATT 
Inst Dev. 

DEMATT TA. 0 11 0,000 ' 358,156 195,000 

Africare 1,475,000 1,475,000 1,475,000 1,475,000 

READ1 Unit 600,000 800,000 1,366,328 1596,484 
- Total TA. 

and support 3,065,000 3,600,000 4,669,035 4,669,035 

- 
As the figures above show, and as will be discussed below, the original 

- 
budget for institutional development (including the READI Project Coordination 

-.* 
Unit) increased by 65 prcent between 1984 and the present (funding for the 
READ1 Coordinating Unit increased by a factor of two and a half). - 

The READI Project Implementation Committee (PIC) first met in June 

- 1985. Technical and business advisory services were further elaborated within 
the PIC context, and the Energy Initiatives for Africa (EM) Sub-project for 
Malawian SMEs was brought under the READI umbrella in late 1985. Over the 
past three years, the PICs have continued to review and modify the Project's 
focus on BASTTAS. The most noteworthy addition to the Project's BAS/TAS .- 
mandate has been the funding of a "Project Promotion Unit," through the 
READ1 Coordinating Unit, for identifying and promoting 100-200 prepared 

- projects for funding (by INDEFUND). 



READI-funded Institutions 

MUSCCO 

The Malawi Union of Savings and Credit Cooperatives Organization 
(MUSCCO) has received external assistance from USAID since its foundation in 
1980. The World Council of Credit Unions (WOCCU) and the Credit Unions of 
North America (CUNA) have provided expatriate and training assistance 

-* through three Operational Program Grants (OPGs), including their current 
READI-funded OPG. 

MUSCCO's purpose is to assist the development of the credit union 
movement in Malawi. The READI Project has provided funds for staff 
training, purchase of facilities, meeting operational expenses, providing 
expatriate assistance, and extending credit to member societies. MUSCCO's 
BASITAS activities have been directed primarily towards appraising member 
societies short- and long-term loan proposals. 

RUDI Project lnputs The READI Project has provided long-term 
expatriate assistance as a follow-on to earlier klD.-supported technical 
assistance in building MUSCCO as a viable national institution. WOCCUICUNA 

-. 
provide two long-term experts to MUSCCO: a financial management specialist, 
advising MUSCCO's general manager, and a training officer, assigned to the 
Field Services and Training Office. The major objectives of these two advisers 
are to provide on-the-job training to their counterparts and to help MUSCCO 
to expand and strengthen its activities. 

The READI Project, by funding MUSCCO's short- and long-term loan I 
programs, placed considerable importance upon the organization's new Central I 
Finance Department (CFD). The project did not provide for the personnel, 

I 

training, logistical, or technical assistance support necessary for the CFD to 
I 

operate at expected levels. 

I 
During the course of the evaluation, it was apparent that the CFD, 

I 

which is staffed by one Malawian (funded through Africare), was overworked 



and that expectations of Central Finance's actual abilities to appraise and 
monitor loans exceed its ~a~abi1ities.l While the placement of an agribusiness 
specialist within the CFD has relieved some of the appraisal burdens on staff, 

it has not truly addressed MUSCCO's needs in *this area (see Training, below). 
In addition, as a component of the READI-funded loan program, the CFD is 
expected to play a project promotional role. This places even more of a 

burden upon the department and creates tension between two essentially 
. ~ , , ~ "  different functions of the department - project monitoring and project 

promotion (a divergence that characterizes all SME lending institutions). The 

team advises MUSCCO, as well as INDEFUND, to examine carefully the- 
conflicts that may arise when the same organization promotes a particular 
project, appraises that project, and monitors that project. Tensions often 

arise between these very distinct banking functions. 

MUSCCO's field staff (six field and assistant field officers, with three 
Peace Corps volunteers) is doing a truly commendable and remarkable job of 
assisting member societies (79 of them) in a variety of fields. Field officers 

provide everything from training to auditing assistance to primary societies. 
They cover large geographic areas with limited logistical support (old 

I I 
motorbikes and no protective clothing). It is a statement of the dedication 
and commitment of these staff members that so much has been achieved in the 

. field over the past few years. To maintain this quality of work, when 

1. The term "appraise" applies to a banking function whereby a credit 
institution prepares a project for presentation to its board, credit or loans 
committee, or whatever body approves credit applications. Project 
"identification" refers strictly to the process of locating a potentially viable 
project Project "promotion" is actively seeking out potential projects through 
some sort of promotional process (advertising, systematically soliciting 
requests for particular types of activities). 

The terms "feasibiIity" and "prefeasibility" are essentialIy technical, not 
banking, terms and refer to preparing a document that sets out certain 

t financial, technical, marketing, and technology issues for consideration In 
this sense, the READ1 Project Promotional Subproject is attempting to prepare 
a series of feasibility documents. Should IM)EFUND (or any other institution) 

1 
find a project potentially feasible, it would then go through its own appraisal 
process before presenting the project to its board 

Loan "monitoring" refers to the standard banking practice of monitoring 
performance (whether the client is delinquent, whether the client requires loan 

I rescheduling) and the process of collecting payments due on the loan 



MUSCCO, with the encouragement of the READI Project, is expanding the 
number of member societies and the level of services to those societies (ie., 
loans), expansion will need to occur at the field level. 

It is the opinion of the evaluation team, after visiting field offices and 
member societies in the Northern, Central, and Southern regions (both urban 
and rural), that the quality of MUSCCO's field work is already suffering from 
overextension. Distances travelled by field officers are amazing, and the 
average field officer spends more than 50 percent of his time on the road, 
away from home. 

The READ1 Project did not include provision for much program support to 
I 

MUSCCO for commodity inputs MUSCCO has relied to a considerable extent 
I 

on support from Africare. Such support has included access to Africare's 
agribusiness specialists' vehicle and other equipment (typewriter, computer, I 

and so on). This reliance has been a source of tension between MUSCCO and 
1 

Africare and between Africare's own advisers and Africare management Given I 

the considerable amount of goodwill on the part of both Africare and 
I 

MUSCCO, Africare's support has proven invaluable. MUSCCO, however, should 
have been provided with a dedicated line item for commodity procurement to I 

support its BAS/TAS program. 

In addition, as set out above and as pointed out in various portions of 
this evaluation, the positions and skills of expatriate advisers have not always 
conformed to or fit with the true needs of the recipientlparticipating agencies. 
In MUSCCO's case, it seems apparent that an adviser with more financial 
management experience, attached to the CFD, would have been of more value 
to the institution than an agribusiness adviser (it should be noted that both 
Atricare advisers have received consistently high marks for service and 
dedication from virtually all MUSCCO staff interviewed). 



REA DI Coordinating Unit Assistance 

One of the READ1 Project's greatest contributions to MUSCCO has been 
the Coordinating Unit's assistance to management in developing MUSCCO's 
first institutional plans. The process of planning is acknowledged by all 
parties interviewed as being a major step in MUSCCO's institutional 

development. 

.-- Another READ1 Coordinating Unit accomplishment with MUSCCO has been 

its integration into the entire project implementation process and, 
consequently, its increasing contacts with other SME institutions. This has 

been most significant in the growing realm of cooperation between MUSCCO 
and DEMATT. The READI-funded Club Makokola Workshop (late July 1987) 
provided a necessary forum for substantive discussions between DEMATT and 
MUSCCO. The two institutions have since signed an agreement whereby 
DEMATT will provide client advisory services to MUSCCO-funded members. 
This cooperation is obvious both in the field and at headquarters level, and 
must be viewed as a positive contribution to SME sector development 

DEMATT 

\ * 

The Development of Malawian Traders Trust was founded in 1979 and was 
assisted by a U.S. PVO, PfP (Partnership for Productivity/Intemational), from 

1981 until PWs demise in late 1986. PfP provided expatriate and technical 
assistance, and operational support to DEMATT until PfP left the scene. 
CAREIInternational was appointed as an interim contractor to administer OPG 
funds until USAID placed PfP's program with DEMATT under the READI 
umbrella. 

This proved to be a watershed in DEbL4'M"s history. Previously, 
DEMATT and PfP developed several schemes to make DEMATT self-sustaining. 
During the year after PfP's departure, DEMATT dropped all plans for serving 
as a financial institution and focused its attentions on developing strong 
business advisory services. 



DEMA77 within the RUDI Project. DEMTT formally came under the 
READI Project in March 1987. PfP's technical adviser for training became 
senior technical adviser (to the general manager), contracted through USAID 
under the READI Project An expatriate training officer was contracted and 

brought to DEMATT (under the READI Project) in August 1987. 

From March through October 1987, DEMATT developed its first 
institutional plan. The process of institutional planning clarified DEMATT's 
goal and mission, set out who should be brought into the organization to 
achieve the institutional plan's objectives, brought about changes in the 
organization's structure, and focused DEMATT1s attention on its role within 
the overall SME sector. The institutional plan proved to be an invaluable 
exercise insofar as it showed the links necessary to go from planning to 
operational performance. 

The institutional planning exercise enabled DEMATT to prepare a work 
plan that clearly spelled out, for the first time, how DEMATT would be able to 
implement its institutional plan objectives. The work plan (drawn up at the 
end of 1987) is characterized by its focus on field support and the importance 
it places on feedback from the field. It is clear that DEMATT's focus has 
turned increasingly to the field and to the needs of both its field officers as 
well as its true client base since its incorporation within the READI Project 

~oieover ,  the work plan set out a new "client rnethodolog~ for client 
selection, assistance, and monitoring. The work plan also set out the 
parameters for DEMATT's resource survey, which currently is being conducted. 
It is hoped that the resource survey will collect information about available 

resources (from agricultural to human) in the SME sector. The survey will 
provide a profile of businesses in the SME sector to enable DEMATT to 

promote enterprises in a more systematic fashion. It also will provide 
DEMATT with a foundation upon which to build its new business development 
strategy. 

The work plan also sets out a program for "retooling" staff (Training, 
below). This implies retraining all staff by introducing them to the new client 



methodology, thereby enabling them to focus more clearly on client needs and 

potential. New, more highly qualified staff have recently been employed to. 

strengthen DEMATTts field presence. Women have been recruited actively 
(DEMATTts first four women consultants were brought on a s  a result of this 
"retooling"). A study tour to Kenya was financed to provide further training 

for senior consultants, and two more visits are planned to Zimbabwe and 

Botswana. 

There have been considerable changes within DEMATT over the past year 

and a half. The institutional plan and work plan, with subsequent field and 
I..- staff changes, point to positive changes in the organization. The new 

methodology points to a fundamental change in DEMATT's direction. While 
field morale is high, however, and the quality of field staff is impressive, 
there are  definite field perceptions that senior management is "out of touch" 

with their needs and capabilities and that senior management needs a clearer 
vision of where DEMATT is actually going. 

Much of this confusion stems from the changes that have shaken the 
organization over the past year and a half. Some derive from the simultaneous 
development of both the institutional plan (with considerable staff involvement) 

and the "management b y  objectives" (MBO) exercise attempted since March 
1987 (also with considerable field staff involvement). 

Under the senior technical adviser's guidance, DEMATT set about in 
1987 to develop a program of management by objectives (MBO). The MBO 
exercise was an attempt by senior management to get field staff to articulate 
clearly their objectives and targets. This was done through a series of 
intensive (and repetitive) meetings that clearly baffled many field staff. 

It is obvious from field interviews and a thorough review of field reports 
to headquarters (as well as DHS documentation), that the field staff felt 
increasingly alienated from headquarters until early 1988 because of the MBO 
exercise. They felt that the MBO process was foisted upon them and that 

they were expected to understand MBO conceptualIy before they could get on 
with their w o r k  A review of this period of DEiMATT's history is insightful 



insofar as it shows that any system that is imposed from above, without the 
enthusiastic involvement and participation of field staff, is bound to create 
unnecessary confusion (see READI Sector Training of Trainers Section, 

Training, below). 

The contrast between the entire MBO exercise and the new client 
methodology illustrates this point The new client methodology starts with two 
explicit assumptions. First, before DEMATT can assist any client, the 
DEMATT officer must understand the client's problem. Second, before the 
client can solve the problem, the client must understand the problem. Once 
both parties have reached a consensus on the problem, they can then work 
together towards solving the problem. This methodology is reiterative, and is 
remarkably easy to understand for both client and field staff alike. 
Interviews and visits in the field during the course of this evaluation showed 

a wholehearted endorsement of the approach But, strong concerns are 

expressed that senior management has not given up on the MBO approach and 
that the field will once again be asked to plan activities utilizing the MBO 
technique. 

The evaluation team strongly endorses DEMATT's new client methodology 
and has been impressed by the extent to which the field has understood and 

adopted i t  The team believes it is important to point out that DEMATT has 

- undergone so many fundamental changes over the past two years that it faces 
a skepticaI audience of donors and counterpart agencies. It is not clear to the 
evaluation team that management views DEMATT's current focus as what the 
organization should really be doing. Until management makes clearer to its 
own field staff and the outside community that it has bought into the new 
client methodology and the field approach embodied in the methodology, that 
audience will remain skeptical about what DEMATT can truly provide by way 
of BAS/TAS to the SNIE sector. 

INDEFUND 

READI Project AwSSIstance. WEFUND has also faced many difficulties 
over .the past several years as the SME sector in Malawi has evolved The 



READ1 Project Grant Agreement set out to provide INDEFUND with credit to 

fund enterprises in the rural SME sector. In addition, the READI Project 
targeted US% .200,000 for commodity and institutional support to develop 

business advisory services. It was anticipated that Africare would provide 

INDEFUND, as it did MUSCCO and the S E  sector at large, with technical 

advisory and training inputs to support its activities. 

From the start of the READI Project, there have been misunderstandings 

and disagreements on the exact nature of the technical assistance the READI 
Project mechanism was to provide. First, INDEFUND maintained that Africare 

was obligated to provide in-house, on-line business advisory services, in the 
form of a long-term small business adviser as well as dedicated short-term 
technical assistance. The READI Project Grant Agreement, indeed the Project 
Paper itself, did not specify the means by which Africare would assist 
INDEFUND, much less set out that Africare would provide INDEFUND with 
full-time technical assistance. 

In the early stages of the READI Project, Africare did accede to 
INDEFUND's insistence on placing a small business adviser within the 
institution. The fist Africare small business adviser headed INDEFUND's 
Project Monitoring division. Rather than serve as an adviser, the Africare 
expatriate functioned as an INDEFUND staffer. When the adviser was 
removed and replaced with another small business specialist, Africare took the 

- opportunity to distance itself from an on-line function. Africare believes that - 
by taking its small business adviser out of a line function, it is now better 
able to develop business and technical advisory services for the SME sector at 
large. 

The current Africare adviser. works primarily with INDEFUND and its 
newly created Client Services division. It is unfortunate that neither 
INDEFUND management, nor Africare, are pleased with the arrangement The 
problems stem not only from perceptions of roles, but from initial project 
design. Africare funds a full-time INDEFUND employee (senior business 
adviser) and provides logistical support through th& services of its small 
business specialist Most of the Africare adviser's time is dedicated fully to 



INDEFUND clients and promotional activities; however, lines of communication 
and responsibility remain indistinct. Until a better defined set of reporting 
and management criteria is agreed upon, both parties will remain dissatisfied 
with READI's BASITAS provision, and their efforts toward the same objectives 
(promoting and supporting development of the SME sector) will remain less 

than optimal. 

MDEFUND has undergone substantial managerial and structural changes 
since the READ1 Project's inception. A new general manager took up his 

-. position in January 1987, confronted with severe performance and management 

problems. MDEFUND has been' reorganized and an attempt has been made to 
differentiate the functions of project promotion, appraisal, and monitoring, on 
the one hand, and business advisory and technical advisory services, on the 
other. 

Prior to the current reorganization, project appraisal was housed in one 
division, while project monitoring was housed in another. Management 

recognized that this created problems in that those responsible for project 
promotion and appraisal did not have to live with" the projects they created. 
Rather, when a project was insufficiently appraised (as often happened), it was 
incumbent upon the project monitoring staff to try to keep the project viable. 

- Project monitoring staff were not introduced at an early enough stage to the 
actual screening and design of a project. Now, the organizational structure 
attempts to put appraisal and monitoring within the same branch (there are 
two branches, Southem Regional and. Northemicentral Regional branches) 
ostensibly responsible for every stage of project identification, appraisal, and 
monitoring. 

A separate, overextended, and insufficiently funded division is charged 
with client services. Client services range from project implementation 
(essentially getting all the registrations, legal, and other paperwork in order 
for project implementation) to ongoing business advisory services, in the 
broadest sense. This division, between appraisal/monitoring branches and 
client services, serves two purposes 



First, attempting to separate the actual appraisal and monitoring from 

BASITAS provides management with a means for dividing, in an accounting 
sense, the costs of appraisal and monitoring (viewed in a commercial banking 

sense) from the costs of business and technical services Theoretically, this 
makes it easier for INDEFUND management to demonstrate to its (increasingly) 

conservative Board of Directors that actual banking functions can pay for 
themselves, while the advisory functions of the institutions can be more clearly 

delineated for subsidization (e.g., by donors)? 

Second, and in the same vein, this separation of banking and credit 
provision from advisory activities permits INDEFUND management to seek 
external donor support to subsidize the advisory activities. INDEFUND 

(management and, we presume, the Board) want Africare to'provide the funds 
and, to some extent, the technical assistance, to finance the advisory 
functions of the institution. 

In the opinion of the evaluation team, the current organizational 
structure has some problems First, there is a noticeable tendency to push 

. 

actual monitoring activities from the two branch divisions to the client 
services division' That is, branch officers understandably find it easier to 
identify and appraise projects and act as traditional loan officers when a 
project is in trouble, rather than take on the oftentimes more difficult tasks 
of working closely with the client (or "sponsor," in INDEFUND's terminology). 

Thus, it appears from interviews and reviews of project portfolios that 

the newly created client services division spends most of its time trying to 

2. It should be noted that INDEFWs Board of Directors comprises 
representatives of INDEBANK (the Investment and Development Bank of 
Malawi, IM>EFUNDts arent organization) and ADMARC and other 
representatives (e.g., f MO). The Board meets quarterly to review all matters 
of INDEFUND policy, management and to review loans appraised by 
INDEFUND. Special loan approval meetings are held, when necessary, at six- 
week intervals. 

The team reco izes several reasons for the Board's growing 
conservatism. INDEPUND'S debt-equity ratio b currently 65 to 1. 
INDEFUND's net worth is down to K 600,000, and INDEFUND cannot lend more 
than one-quarter (K 150,000) on any one project The Board realizes 
INDEFUND requires more equity, but, at present, has been unable to obtain i t  



get clients out of trouble rather than systematically working with each and 
every client to prevent problems from arising. It can be argued that a good 
portion of INDEFUND's "problem" projects can be traced to this lack of 
integration and systematic attention to clients' business and technical advisory 
needs from project identification through the long stages of monitoring. 

The team suggests that INDEFUND management reexamine the assumptions 
underlying the roles of its various departments. That is, the two branch 
management divisions must become much more actively involved with true 

- .  development credit institution monitoring than is the case today. Client 
services division staff should be involved from the onset of project appraisal 
in an advisory and review capacity to set out client needs, identify potential 
problem areas, and recommend means by which problems can be addressed 
systematically. Means for addressing those problems include assistance in 
marketing, bookkeeping, foreign exchange acquisition, and product selection. 

READI Coordinating Unit Assistance. The READI Project Coordinating 
Unit has been instrumental in assisting INDEFUND in developing its first 
institutional development plan and its annual work plans. There is a 
recognition on INDEFUND management's part that a clearer articulation of 
INDEFUNDs developmental role in the S m  sector is necessary to better 
performance, in an institutional as well as a banking sense. 

Some tensions, however, do exist. First, INDEFUND is not merely 
answerable to the USAIDIREAD1 Coordinating Unit. Unlike MUSCCO, 
MDEFUND is not a movement, with a large, highly motivated constituency 
(i.e., client base). Rather, it responds in a more functional banking manner to 
its clients than does MUSCCO. Second, INDEFUND's primary constituency is 
its Board of Directors. That Board is composed of XIWEFUND'S parent 
organization (INDEBANXI and other donors (namely the Dutch FMO). 
INDEFUND's Board has adopted an increasingly cautious, conservative, and 
skeptical posture on "development" projects, given the high costs and risks 
involved and the many problems already experienced with such projects 



This highlights the thud area of tension in INDEFUND's relation with the 

READI Project Coordinating Unit That is, USAID's funds are targeted 
towards specific developmental objectives, namely promoting rural-based and 

agro-industrial projects. This developmental focus is often at odds with the 
profit, bottom-line approach of the Board of Directors Given the importance 
of ALD. credit funds and the BASiTAS supplied to INDEFUND through the 
READ1 mechanism (including the Energy Initiatives for Africa (EM) 

-,,. energyitechnical adviser subproject), management r i d s  itself between two 
divergent positions. 

These tensions are compounded by the divergence in the Coordinating 
Unit's perceptions of the role Africare should play in promoting INDEFUMD 
credit initiatives. The Unit's management clearly feels that Africare should. 
provide INDEFUND with a pool of resources (long- and short-term technical 
assistance, logistical support) in building up INDEFUND's business promotional 
and advisory capabilities INDEFUND management endorses that position, to a 
certain extent, but views Africare as more of a direct implementation 
mechanism than an advisory service. Africare maintains that it' is charged 
within the READI Project with assisting entrepreneurs in the SME sector at 
large (including MUSCCO and SEDOM), not just with INDEFUND. 

Africare recognizes that promotion is a proactive developmental exercise; 
entrepreneurs are actively identified and trained for credit assistance. 
Africare maintains that this was one of the cornerstones of its READI Project 
OPG, but that it has been unable to pursue this mandate within the more 
confined institutional boundaries in which it works today (i.e., with an agri- 
business adviser attached primarily to MUSCCO and a small-business adviser 
working primarily with INDEFUND). 

The READ1 Project 
Promotional Subproject 

In January 1988, READ1 launched a subproject effort to promote the 
identification of bankable SME projects. This effort was initiated for the 
following reasons: 



INDEFUND had been dispersing significantly less than 
originally anticipated. 

In 1986 and 1987, the number of applications received by 
INDEFUND had lessened sharply. 

The promotional efforts had been at a more reduced level 
than originally envisioned in the Project Paper, and had 
not identified a significant number of bankable projects 
or increased INDEFUM)'s ability to do so. 

,,,. 
The main purpose, therefore, of the promotional subproject is to fill 

INDEFUND1s pipeline of bankable projects A key issue of this effort is to 
see whether, as stated in the original Project Paper, the READI Project can 
influence the demand for credit and thereby stimulate INDEFUND to become a 
more active participant in the SME sector. 

The promotional subproject employs four full-time staff members, and has 
trained an additional 25 consultants from various fields who are available on a 
part-time basis The staff members and consultants are to develop 100 to 200 
project proposals for financing in the area of rural agro-related enterprise 
development These proposals are reviewed each month by a Project 
Committee composed of representatives from INDEFUND, SEDOM, DEMATT, 
MTIT, Africare, the READI CU, and the Commercial Banks. 

The coordinator maintains that the promotional subproject has no a 

immediate institutional development objectives. The primary purpose of this 
effort is to present INDEFUND with as many bankable projects as possible. 
The coordinator considers INDEFUND's inability to promote and finance viable . 

projects an impediment that must be overcome if the SME sector is to grow. 

The broader agenda is also to investigate whether this type of activity is 
indeed necessary for SME development to occur in Malawi. The participation 
of other institutions working in the sector is a mechanism for engendering 
discussion on this point In the team's opinion, project promotion is needed 
in Malawi, and we hope that this effort will highlight some of the constraints 
and requirements for bringing more projects to lending. 



The project preparation cycle being completed by the Promotion Unit has 

two phases. In the first phase, brief project overviews are presented to the 

Project Committee to be approved or rejected for full feasibility analysis. The 
second phase results in a full project appraisal which the entrepreneur is 
responsible for presenting to a financial institution, generally INDEFUND. 
Since the subproject began in February 1988, 100 preliminary dossiers have 
been presented to the Project Committee, with an approval rate for phase two 

-., development of approximately 75 percent Thus far 14 have completed phase 
two; 3 of these have been presented to the TNDEFUND Board, with 1 approved 
for financing. 

The evaluation team, however, has some concerns about this effort As 

stated above, we agree that active project promotion should be a part of SME 
development in Malawi We also recognize that this was not being adequately 
addressed by Africare as originally intended under the READ1 Project We also 

we are concerned about INDEFUND's slow portfolio development. 

Two points need to be addressed: cost-effectiveness and sustainability. 
The total budget for the promotional subproject is US$ 160,000. The CU 
expects its efforts to result in 40 sanctioned loans. Were INDEFUND to 
finance this number, each will have cost an average of US$ 4,000 to prepare. 
If we assume an average loan amount of K 100,000 or US$ 40,000, the 

preparation cost becomes equivalent to 10 percent of the loan amount, which 
is high. Based on the fact that only one project has been approved so far, 40 
projects may be unrealistic and may result in an even higher cost per 
sanctioned loan. 

The evaluation team recognizes that initially the costs of pilot efforts 
can be high because they are experimental. This raises our second primary 
concern, that of institutionalization or sustainability. Active project 
promotion should be a part of SME development in Malawi; however, this is a 
costly proposition and not part of the normal operations of a lending 

institution. It is therefore paramount that such an effort be developed 

gradually within the context of an existing SME intermediary, to nurture its 



ability to link entrepreneurs with financing institutions. If this is not done 
before the subproject ends in December 1988, the current efforts may end 

without engendering a positive institutional development impact. We strongly 
recommend that the Coordinating Unit, USAID, and the PIC place this issue on 

the agenda for its next PIC meeting and determine how it can be directed to 
result in institutional development. 

The Energy Initiatives for 
Africa Subproject (632-0842) 

INDEFUM) received US$ 150,000 in grant funds from AI.D./WashingtonJs 
centrally funded Energy Initiatives for Africa Project (EIA) for an Energy for 
Small and Medium Enterprises subproject in August 1985. The subproject was 
formally presented to the READI PIC and brought within the READI 
Coordinating Unit in September 1985. 

The EIA subproject paid for the services of a senior technicallenergy 
adviser (Malawian) for INDEFUND and for assisting the SME sector. Initially, 
one quarter of the funds was designated for the adviser and associated costs, 
while US$ 110,000 was set aside for a Technical Assistance Fund and an 
Energy Improvement (Investment) Fund. INDEFUND was provided monies to 
finance the full-time services of a Malawian engineer. Funds were also 

- - provided for contracting technical assistance to assist INDEFUND and other 
SME sector clients in improving their energy utilization and in meeting their 
energy needs and for financing identified needs and improvements. The 
project's original PACD was extended to December 1988. 

The subproject was briefly evaluated by Oak Ridge National Laboratories 
for the Science and Technology Bureau (ALD./Washington) in April 1988. 
That evaluation and the current READI Project Evaluation highlight several 
important features of the subproject First, the subproject has not resulted in 
as much inter-SME sector support and cooperation as was hoped. The adviser . 

was not recruited until almost one year into the subproject. INDEFUND's 
management at the time chose not to use the t r a g  funds set aside for the 
adviser and treated the adviser as an INDEFUND employee, not as someone to 



serve the sector at large. This should have been anticipated during subproject 
design. It was unrealistic to expect any institution to relinquish willingly the 
services of one of its best staff members when it has so much need for that 

person's services. 

Second, the subproject assumed a fairly innovative utilization of grant 
funds. Few investments have been made with grant funds, and a review of the 
data available indicates that perhaps as much as US$ 50,000 in unspent funds 
will be returned (deobligated) to MD./Washington in December 1988 (even 
after a 1%-year subproject extension). 

Failure to use these funds can be attributed to another design fault 
Since the onset, there has been confusion as to what the subproject should 
accomplish and who should be responsible for approving any subproject 
expenditures such as investments or consultancies. The subproject was 

managed (within the A1.D. context) by an already overburdened READ1 
Coordinating Unit, and LNDEFUND's managers were unsure from the onset 
just how much discretion they could exercise in using EIA funds. 

The subproject suffered from another design fault During subproject 
..,. design, INDEFUND managers noted that placing a technical person within a 

credit institution would be difficult for three reasons. First, it would be 

difficult for management to judge performance of the technicallenergy adviser. 
Second, because INDEFUND is not a technical agency, options for career 
advancement within the institution would be limited. Finally, management was 
concerned about how the technical adviser's services would be funded once 
subproject funding ceased. 

Management's concerns were well-founded The Malawian adviser has 
performed well. He has made numerous efforts to integrate his activities with 

those of a variety of institutions (including the government). He conducted 
- the country's first SME sector energy survey in coordination with both 

DEMATT and SEDOM. He has assisted about 50 INDEFUND clients in a 
variety of technical areas. He sits on the National Energy Committee and 
regularly participates in Energy Unit (Office of the President and Cabinet) 



activities (including improved charcoal production and commercial fuelwood 

utilization). 

For a variety of reasons, however, the adviser's position has not been 
integrated into INDEFUND's overall structure. Indeed, the energyltechnical 
adviser is not even. included within INDEFUND's Client Services division, and 
has, at best, an ad hoc working relationship with that division. Moreover, 
other relevant technical staff in associated SIME institutions (MUSCCO, 

-,". SEDOM, and DEMATT) know little about the subproject or the activities of the 
adviser. This reveals a lack of coordination within the sector, and between 
the sector and the technicallenergy adviser within MDEFUND. 

The quality of consultancies and studies contracted under the subproject 
has been poor, largely because of poor terms of reference drawn up by EM 
staff in Nairobi, as well as a general lack of good consultancy s e ~ c e s  within 
Malawi The subproject was designed to be able to contract consultancies 
from anywhere, but INDEFUND's management initially insisted on limiting the 
use of EIA funds to local consultancies. This limitation also applied to 
training for the adviser, although the current management has changed this 
policy to allow training for the adviser. Finally, there existed confusion about 
the allocation of subproject funds for commodity procurements 

The subproject has been of limited value to the SME sector. Its original 
purpose was to provid SMEs with the same technical and advisory assistance 
(as well as to limit risks in technical investments) that is available to large- 
scale enterprises This has not been done. The lessons learned from the EIA 
subproject should be of considerable importance for DEMATT as it establishes 

its own technical advisory services. Several important lessons to be learned 
are that 

Technical staff should be guided by people who are 
qualified to judge their performance. 

Technical staff who are placed within non-technical 
institutions should be provided with some sense of career 
advancement It is one thing for project designers to 



view such activities as pilots; employees rarely appreciate 
the same sense of pioneering. 

Funds must be made available to technical staff to carry 
out proposed innovations. Even with a pool of resources 
at its disposal, INDEFUND has had considerable difficulty 
using those funds in either conventional or innovative 
ways. 

Technical staff in non-technical agencies should be well- 
integrated (within their own institutions) and associated 
with other technical agencies and individuals There must 
be clear paths for communication with "peers" who can 
understand and appreciate the activities and problems of 
technical staff. 

Finally, technical staff should have access to specialists. 
While good engineers can know a little about many things, 
it is impossible for them to know all about everything. 
Without providing some means for financing more specific 
technical assistance (as with financing specific technical 
interventions), technical staff can become disillusioned and 
poorly used 

One-third of the subproject's original funds will return to Washington 
' unless spent within the next five months The evaluation team strongly 
recommends that DEMATT work closely with INDEFUND to learn as much as 
possible about the subproject before its completion, and for INDEFUND and 

- the READ1 CU to expedite prudently the use of remaining monies 

Other Cooperating Agencies 

The team visited with representatives of SEDOM, MDC, and MEDI to 
determine what BAS/TAS linkages exist between them and READ19 and between 
various funded agencies (DEMATT, MUSCCO, and INDEFUND). 

SEDOM 

The Small Enterprises Development Organization of Malawi (SEDOM) was 
established in the early 1980s as an SME development assistance agency under 
the Ministry of Trade and Industry. It has received technical assistance (and 
financing) from the European Economic Community. SEDOM employs more 



than 170 staff members, most of whom are located in their Blantyre 

headquarters The team visited their Southern and Northern Regional Offices 
and visited nine SEDOM clients (all of whom were DEMATT clients) during the 
evaluation. 

In theory, SEDOM has two types of officers: loan officers and technical 
officers. Ideally, technical officers are technicians who receive in-service, 

. local, and third country training however, SEDOM's technical officers are 
actually loan/technical officers They routinely screen loan applications and 
perform regular loan monitoring tasks SEDOM has a substantial program for 
training its clients and potential clients, which includes seminars and actual 
on-the-job training. SEDOM provides its clients BASITAS during the course of 
loan appraisal and monitoring. It assists clients in determining equipment 
specifications, and attempts to provide them with appropriate technical 
packages 

SEDOM, like INDEFUND, is a fairly centralized agency; however, SEDOM 
does not operate field offices like DEMATT. Only nine professional staff are 
located in its Northern Regional Office. Field officers look to DEMATT to 
provide their clients with day-to-day services including accounting, marketing, 
and general business management Field relations between SEDOM and 
DEMATT are very good. DEMATT field staff are familiar with SEDOM loan 
appraisal and application procedures and routinely assist potential SEDOM 
clients with their loan applications. 

SEDOM has cooperated with the READ1 Project in a number of ways. 
SEDOM has a representative on the READI Project Selection (Promotion) 
Committee as well as the READI PIC. SEDOM staff assisted INDEFUND's 
technicallenergy adviser in developing and administering the national SME 
Energy Survey. SEDOM routinely invites D E W ,  INDEFUND, and MUSCCO 
clients to its workshops and field seminars Again, relations at a field level 
are supportive. SEDOM field staff believe DEMATT should take more of a 
BASITAS role in assisting clients 



There already exists a de facto mechanism with DEIMATT providing field 
advisory services to SEDOM clients and potential clients The evaluation team 
strongly recommends SEDOM and DEMATT cooperate more closely, and 
encourages SEDOM and DEMATT to consider more formalized advisory services 
on the line between DEMATT and MUSCCO, MEDI, and INDEFUND. 

MEDI 

- 
The Malawian Entrepreneurial Development Institute (MEDI) provides its 

graduates with both start-up capital and initial in-kind credit such as tools 
and materials; however, MEDI readily acknowledges that its ability to follow up 
MEDI training is difficult MEDI students learn a variety of business skills 
and must prepare business plans as part of their training exercise. The 
business plan sets out start-up, production, and marketing strategies for 
graduates. 

While at the Institute, many MEDI graduates do not receive as much 
practical training on business skills development as they do on technical skills. 
Consequently, many are not fully prepared to succeed in the competitive 
business environment that awaits them. Many graduates are in fiiancial 
trouble (MEDI's in-kind loans must be repaid and many have taken out SEDOM 
loans). Many graduates become DEMATT clients by chance, not by design. 

, 

The team visited four MEDI graduates receiving DEMATT field 
assistance. It was clear that DEMATT provides these entrepreneurs with much 
needed services that MEDI is unable to provide in the field. The team 
encourages MEDI and DEMATT to complete negotiations on DEMATT's 
provision of BAStTAS to MEDI graduates as  a matter of course. 

MDC 

The Malawian Development Corporation receives support from the UNDP 
for assisting SEDOM and INDEFUND with industrial advisory services An 
expatriate works out of MDC's Blantyre headquarters and provides in-service 
training and formal seminars. The adviser works with SEDOM and INDEFUND 



clients in areas such as production planning, layout, and inventory. There has 
been no direct contact with the READ1 Project. It is hoped that the UNDP 
Project will strengthen MTIT's role in providing BASITAS to the SME sector. 
An Industrial Consultancy Services Project document is currently under review 

at the SSI Unit at MTIT. 

Training Program Performance 

Training was one of the least well-defined components of the original 
READI Project Paper. Specific outputs were not clearly delineated; however, 
each of the participating institutions realizes that training is an integral part 

of institutional development. Recently, greater attention has been paid to 
assessing real training needs in the sector. 

The READI Project provided US$ 210,000 in training to strengthen the 
participating institutions, namely INDEFUND and MUSCCO, to serve their 
clients' needs better. Table I1 - 6 breaks down the original training budget by 
each participating institution. 

A READI Project Training Subcommittee was set. up in late 1987, two 
years after project implementation started The READI Coordinating Unit and 
the Training Subcommittee are currently formulating a sectorwide Training of 
Trainers (TOT) program This training element evolved from an original plan 
to hire an external agency (that had worked closely with MEDI) for the 
current subproject, which is based locally. 

Africare and WOCCU/CUNA 

The READI Project's entire approach to training evolved as  the project 
progressed The two U.S. grantees, Africare and WOCCU/CUNA, developed 
their programs within their own work plans. WOCCUICUNA focused on 
on-the-job training of MUSCCO staff and on formal training of MUSCCO1s 
members, societies, and study groups - groups preparing for registration as 
credit union members Africare conducted various seminars and workshops in 
areas ranging from beekeeping to brick-tile manufacturing. 



.The Project Paper outlines two specific training roles for Africare: 

To conduct seminars and training sessions for groups of 
entrepreneurs who express interest in participating in 
credit programs offered by the Project 

To provide on-the-job and informal training while working 
with INDEFUND and MUSCCO staff 

Table I1 - 7: Original READ1 Project Training Budget 
(U.S. dollars) 

Year 1 Year 2 Year 3 Total 

INDEFUND 

- U.S. 8t Third Countr 3 20,000 15,000 10,000 45,000 
On-the-job (contract 10,000 10,000 10,000 . 30,000 

Subtotal INDEFUND 30,000 25,000 20,000 75,000 

MUSCCO 

Staff training 
Credit leaders 

... 
CFD workshop 

Subtotal MUSCCO 

Africare 

Client seminars 
Entrep training 

In-country 
Third country 

Subtotal Africare 

Total original 

Note: The Energy Initiatives for Africa (EIA) Subproject initially targeted 
US$ 10,000 in training for INDEFUND. This amount was reduced to US$ 5,000 
during subsequent amendments and PILs. 



The Project Paper suggests. that Africare would also consider "establishing 
a revolving fund for financing individual training programs on a no or low 

interest repay basis." Africare was to explore the possibility of having a 
permanent organization such as the African Businessmen's Association or the 

Chamber of Commerce administer such a fund. 

Africare's records show that it has conducted 19 training sessions, of 

-. which 15 were in conjunction with MUSCCO and 4 with INDEFUND. Eight- 
hundred-six participants from MUSCCCYs member societies and 32 INDEFUND 
clients took part in these sessions. 

When the READI Project Grant Agreement was prepared, USAID increased 

the technical assistance component of WOCCU/CUNA's existing OPG by 
US$ 370,000; at the same time, US$ 114,112 was shifted out of the 
Institutional Support line item into training. The Grant Agreement called for 
WOCCUICUNA's involvement in three training areas: 

The lonrterm technical assistance to assist in d e v e l o ~ i n ~  . - 
field sekice programs, training field staff, and developing 
training materials for Credit Union membership education 
programs and MUSCCO staff training activities 

Short-term technical assistance to reinforce the various 
training programs MUSCCO conducts 

A limited amount of off-shore training for senior-level 
MUSCCO management staff 

MUSCCO 

The REAP1 Project design closely followed MUSCCO's institutional 
strategy of improving its member societies' operations and strengthening 
member cooperatives. The MUSCCO training element within READI has 
followed more of a needs-driven (and defined) strategy than any other training 

component within the Project The Project Grant Agreement foresaw the need 
to improve MUSCCO's educational and training programs and to link these 

programs to its central finance program The Project did not set out an 



Institutional Training Program, but provided for logistical and commodity 
support to strengthen the Field Services Program. 

MUSCCO Staff Training 

Most READI-supported staff training for MUSCCO has been in-service. 
WOCCU/CUNA has provided a senior financial management and planning 

- adviser to "assist and advise the Chief of Training and Field Services" in 
various training fields. The adviser was also called upon to "assist through 
both formal and on-the-job training, in assuring" institutional development 
(MUSCCO Staff Job Descriptions). In addition, WOCCU/CUNA has provided a 
field services and training technician, assigned to the Field Services and 
Training Department, charged with assisting the department head to "train 
MUSCCO field staff, societies' staff and elected officials to prepare written 
operational plans [and various training manuals]" (MUSCCO Staff Job 
Descriptions). 

Senior management and evaluation team observations indicate that 
. READI-funded staff training has been satisfactory and has assisted MUSCCO's 

+- institutional development The evaluation team believes that more emphasis 
needs to be placed on developipg the financial management skills of the head 

of the Central Finance Department (see BAS/TAS, above). The head of CFD 
should have a counterpart charged with the specific duties of transferring 
necessary skills to computerize the financial management systems (again, 

emphasizing the "needs drivenw approach to technical assistance). The present 
Africare adviser is an agribusiness specialist and does not have the 
background to provide this type of training. 

MUSCCO Member Society Training 

MUSCCO places considerable emphasis on educating its members, through 
their societies, in the general concepts of credit unions. The team was able 
to visit seven MUSCCO urban and rural societies in all three regions 
(Northern, Central, and Southern). s embers from all societies considered 



MUSCCO's educational assistance the foremost service rendered to the 
societies. Leaders of societies visited also felt the area of greatest need was 
improved and strengthened training assistance. 

It is important to understand MUSCCO's field training philosophy. First, 
MUSCCO is a movement Staff and members view the process of credit union 
building as a "mission." The core of this mission is to teach members how to 
mobilize savings and how to utilize -credit wisely. They view their primary 

problems as members' inability to understand these core concepts. Hence, 

much of member training focuses on the philosophy of savings and credit. 

When a group applies for MUSCCO membership, they form a study group. 
A study group consists of people who are trained on MUSCCO's core concepts 
for a period of about six months. They meet, on average, two times a month. 
MUSCCO has three Peace Corps Volunteers (one in each region) who serve as . 
its field training officers, assigned to each MUSCCO field office. These 
training advisers meet with study group members, provide them with training 
materials, and help the groups develop their core philosophies, which include 
the identification of a common bond, or central unifying feature, of each 
society. 

Once a study group understands the key concepts of MUSCCO's 
philosophy, they then apply for full membership as a MUSCCO society. If 
accepted, they request and receive regular field training assistance in a variety 

of areas, from bookkeeping to management Societies range widely in size and 
in level of sophistication, and, therefore, in their need for training assistance. 

Discussions with head office and field staff, as well as with members 
themselves, revealed some important issues that MUSCCO needs to address: 

Staffing. As this evaluation has shown elsewhere, 
MUSCCO field officers are seriously overextended. One 
of their primary responsibilities and concerns is training 
new groups and existing societies. It is clear that as 
MUSCCO continues to expand, it must increase its field 
staff. This will require additional assistance for an . 
expanded staff, including logistical support and operating 
funds. 



Field staff, whiIe very highly motivated, would like, and 
require, additional training to carry out their routine 
duties, as well as to serve member societies better. It is 
difficult, given present work loads and understaffing, to 
take these field officers out even for short-term training, 
much less long-term training. These issues need to be 
addressed to make their work more effective as well as to 
provide career incentives for dedicated staff. 

The Training and Field Services Office has performed 
laudably over the past eight years However, it too, 
suffers from the same basic constraints as field 
, , operations. Senior staff see their primary needs as 

improved organization, improved quality of teaching 
materials, improved monitoring and reporting (from the 
field), and the development of better adult education 
techniques. The office's quality of support and delivery 
to field staff and member societies could be improved 
through the provision of 

b Malawi-specific teaching materials (particularly 
in the vernacular) 

w Audiovisual equipment (with backup 
maintenance and spares) 

b Adequate transport 

Improved methods for following up and 
monitoring training performance (which should 
follow from better access to transport and 
from more staff) 

DEMATT 

As stated previously, DEMATT did not become funded through the READI 
- Project until early 1987. Training was funded by USAID through the PfP - 

Operational Program Grant Under the READI Project, technical assistance 
includes the services of a training specialist 

DEMA 7T Staff Training 

DEMATT has a Personnel and Training Department. The Department's 
major role is to upgrade staff skills In doing so, the Training Department 
works closely with the Field Services Department to improve field officers' 



skills. In addition, and in conjunction with the field services officers, any 
external training offers (short- and long-term training) must be developed and 
approved in conjunction with the Field Services Department Currently two 
business promotion consultants (BPCs) are training in Zambia. 

The READI Project provides the operational support for the Personnel and 
Training Department In addition, the READI Project funds a technical 
adviser for training. This individual is charged with "advising Management on 

all aspects of training affecting DEMATT's staff and clientsassisting in the 
development and implementation of specific annual training objectivesand 
regularly visit[ing] DEMATT field offices and monitor[ing] field reports in 
order to better understand and respond to training needsn (DEMATT Annual 
Plan). 

DEMATT staff participate in pre-service training during their first 12 
weeks on the job. The current pre-service training program differs markedly 
from the past when the major emphasis was placed on classroom training in 
basic business subjects such as bookkeeping and accounting. 

DEMATT's current pre-service training program emphasizes its new 
client methodology, which stresses working with the client to identify and 
solve business problems. The new pre-service training is practical and 
emphasizes the importance of actively interviewing clients. It uses role 
playing to stress this point This approach provides all new staff with a much 
higher level of understanding of actual client needs. DEMATT has also raised 
entry-level qualifications for hiring new staff. 

This new training program was introduced in February 1988. All 
DElMATT field staff were retrained using the new system during January and 
February, 1988 in a three-week intensive course. On-the-job training and 
follow-up on the new methodology took place during subsequent months. The 
positive effects of DEMATT's new pre-service training program are 
particularly apparent in the field 



In June and July of 1988, DEMATT trained its field staff to conduct 

resource surveys to facilitate the development of business promotion. The 

resource survey is an attempt to collect data on resources available 
throughout the country. Resources include anything from agricultural products 
to manufactured goods and even human resources available for SME 
development. The resource survey training exercise and the survey itself 

have provided DEMATT field staff with a better understanding of the 
geographic areas they cover. Moreover, field staff acquire survey, interview, 

data collection, and data analysis skills during the course of the resource 
survey. Finally, the exercise should provide a useful database that will enable 

DEMATT staff to access information useful in assisting clients, promoting new 
-- project ideas, and assisting sister organizations. 

The new client methodology (and intensive training on the methodology), 
the resource survey, and third country training (commencing with Kenya in 
May 1988 and planned for Zimbabwe and Botswana in October 1988) all make 
up what DEMATT calls its "staff retooling." In essence, DEMATT sees the 
"staff retooling" exercise as a means to enable field staff to provide client 
services in a more practical and integrated manner than has been the case in 
the past Moreover, the "retooling exercise provides staff with a clear sense 
that DEMATT is interested in upgrading their skill levels and advancing their 
careers. 

While the team has been very impressed with DEMATT's approach to 
staff improvement, DEMATT is faced with an important staff training issue 
that management must address if its training goals are to be achieved. 
DEMATT does not have, at present, a satisfactory mechanism for transferring 
the skills and knowledge of its expatriate training adviser to his counterpart. 

The training and personnel manager does not have the requisite training skills 
or background to meet the demands of the job. The evaluation team notes the 
exceptional dedication shown by the training and personnel manager to his 
job. However, because the training and personnel manager lacks training (as 
a trainer), the expatriate training adviser is currently serving as the 
DEMATT's de facto training manager. 



DEMA77 Uient Training 

. Prior to DEMATT1s direct participation in the READ1 Project, DEMATT's 

approach to client training couId best be characterized as "group training." 

Group training was practiced ad hoc. That is to say, client training was not 
needs driven; rather, it was seen as an end in itself. It was more of a 

numbers exercise (ie., number of clients trained) than a quality training 

program. previous topics ranged from soap-making to introducing prospective 
(or existing) clients to DEMATT (and other agencies within the sector). The 

situation deteriorated to the point that regional offices competed with one 
another on the number of courses they could offer and the number of people 

. they could train. 

The current DEMATT approach to client training, while still emphasizing 

"group training," focuses on the needs of entrepreneurs. Two approaches are 
used. First, the new client methodology (see BASITAS, above) enables the 
field officer (BPC) and the client to identify specific client needs (e-g., 

bookkeeping, marketing). Second, after identifying 10-15 clients with the same 
basic needs, DEMATT then provides "group training" to address those needs. 

This system is new, and it is difficult to judge the quality of the 
approach. Several new group training seminars have been conducted by 

DEMATT during the past quarter. Seminar topics have included record-keeping 

and quality controt Future seminar topics will emerge a s  needs are better 

defined. This is directly in line with DEMATT1s new client methodology 
approach: needs driven, not target driven 

Follow-up to group training is viewed as essential by DELMATT. All 
follow-up is one on one. Follow-up is ensured by DEMATT through its normal 
client service program; this works because all trainees are DEMATT clients 

selected by DEMATT field officers. It is incumbent upon field officers not 
only to select, but to ensure follow-up. Because client training is tied 
directly to solving a client's needs, the field officer gauges how effective the 
training has been by the extent to which the client's problems are addressed. 
This emphasizes the' integrated, needs-driven approach of DEMATT training 



and fits in very well with DEMATT's overall approach to field services a s  set 
out specifically in its annual work plan. That is, client training is not 
viewed as  an end in itself; it is viewed as a means to address a client's needs 
by removing particular obstacles. 

The team is favorably impressed, not only with the strides DELMATT has 

made in developing its new client (and staff) training programs, but also with 
the enthusiasm with which field staff are greeting the new approach 

However, three related areas deserve further attention: 

Client Selection. Headquarters staff has yet to develop an 
effective means to monitor the method by which field 
staff select ctients for training. It is important for 
DEMATT to* realize that, with its widely dispersed field 
staff, the tendency to fall back into the "numbersn 
approach to training (i.e., a BPC sending a client on group 
training to show she or he is actually addressing 
problems) is a real danger. While routine Field Services 
monitoring should be able to identify such tendencies, 
other formal techniques (e.g., interviewing trainees during 
group training to determine how they were selected and 
how they view their true needs) should be  used to . . 

monitor client selection for training. 

B Oualitv of Traininq. Effective monitoring systems have 
yet to be established- to determine if training actually 
meets client needs. It is difficult for non-technical staff 
(BPCs) to judge the quality of technical training (e.g., 
metalworking, or specific carpentry skills). DEMATT must 
put in place effective and objective means for gauging the 
quality of their group training within the field context 
One method for determining quality of training is a 
random sampling mechanism for visiting clients to 
determine the effectiveness of the training. 

A system for post-training fol1ow-u~ needs to be 
developed. Field staff require some means for routinely 
relaying to headquarters their own observations of the 
quality of training and any follow-up needs. It is too 
much to expect an officer with 20-25 clients to report 
monthly on all topics, including training, and to expect 
headquarters staff to pick up on every issue raised by the 
field on trainin It is recommended that, again, the 
Field Training 8 epartment develop s i m ~ l e  means to 
monitor post-training. Perhaps the same survey 
instrument (as above) could be utilized to develop an 
effective feedback mechanism. 



INDEFUND 

As set forth in the Grant Agreement, the purpose of READI Project 
training assistance was to help strengthen client advisory services within 

INDEFUND. The focus was on on-the-job training for professional staff to be 
provided "by the Project's technical assistance team (Africare), from local 
accounting/management consulting firms' or individuals, and from training 
programs developed jointly with other participating organizations within the 
READI Project (DEMATT, MUSCCO, etc.)." In addition, the Project Paper 
called for funds to provide some off-shore training for INDEFUND's senior 
management staff. 

INDEFUND Staff Development 

On-the-job training, provided by Africare, has essentially been ad hoc; 
this is primarily the result of a disagreement over Africare's proper role within 
INDEFUND. The Training of Trainers Program is an effort by both INDEFUND 
management (with Dutch support) and the READI Project to develop a more 
formal approach to staff training. The evaluation team views this effort as a 
step in the right direction. 

One area of staff training that needs immediate attention is loan 
monitoring. Project officers who formerly only had responsibility for loan 
appraisal now have monitoring responsibilities as well, as a result of 
INDEFUND's reorganization. Project officers have not been trained to carry 
out these monitoring responsibilities. 

IND EFUND Client Training 

INDEFUND staff, most recently through the newly created Client Services 
Department, have conducted a client seminar on bookkeeping. INDEFUND 
Client Services Staff have helped Africare conduct several client 
workshops/seminars. In addition, INDEFUND Client Services staff provide 
considerable on-the-job training to their clients in management, bookkeeping, 



and accounting. The INDEFUND Client Services Department, with Africare 
assistance, plans several more seminars during the remainder of the READI 

Project The team supports these more systematic client training efforts as 
means to strengthen the business performance of INDEFTJND borrowers. 

The Training of Trainers Program 

INDEFUND, as a member of the READI PIC and Training Subcommittee, 
agreed to co-finance the Training of Trainers (TOT) program with Dutch FMO 
assistance. The purpose of the TOT is to make INDEFUND's project officers 

- more effective trainers of entrepreneurs. An expatriate adviser and two 
professional Malawians make up the TOT staff. They are working with MEDI, 
INDEFUND, other SME institutions, and the READI Coordinating Unit to 
develop teaching curricula and a TOT program for other participating 
institutions, as well as INDEFUND. The program began in July 1988. The 
team interviewed numerous staff from proposed participating agencies who 
raised the following points: 

Many staff, both senior and junior, within participating 
institutions are unclear on the true objectives of the TOT 
Program. Senior staff (in DEMATT, INDEFUND, MUSCCO, 
~ ~ ~ - S E D O M )  told several members of the evaluation team 
that the TOT concept is new and that its staff have not 
adequately explained the real value of the program. 
Consequently, many senior staff - with the exception of 
INDEFUND's general manager - are not sure if the TOT 
Program can meet their training needs. 

Several INDEFUND project officers, who are to be the 
primary beneficiaries of the program, are skeptical about 
i t  They believe it will preclude more formalized training 
(both at home and abroad) and they do not believe they 
can be trained by people who are not experts in credit 
management. An effort needs to be made immediately to 
try and clarify TOT objectives and methodology to the 
participants. 

As PIC minutes, other correspondence, and interviews 
show, the TOT Program is designed to be housed 
(eventually) within MEDI. However, MEDI is a 
government body. Salaries and incentives provided under 
the current TOT Program are very much out of line with 
MEDI's own. Careful attention needs to be paid to these 



factors if the TOT Program is to be transferred eventually 
to MEDI, and if it is to serve as an institution-building 
exercise, and not just an expedient 

Training of trainers working in SME development institutions is a priority 
need for Malawi. It is unfortunate that these efforts were not initiated 
earlier in the READ1 Project; however, the lessons learned from the current 
exercise should be instructive for directing future TOT activities 

The program being implemented at INDEFUND should be monitored 
carefully in order to determine whether the training methodology -being used is 
the most suitable for Malawi and the needs of the sector. To the degree 
possible, trainers and training program designers employed for TOT involvement 
should be familiar with SME issues, including technical assistance and credit 
for small enterprise development. 



Ill. READ1 AND ITS RELATIONSHIP TO 
USA1 DlMALAWl PROGRAM INITIATIVES 

USA1 D/Malawi Action Plan Coals and Objectives 

The USAIDIMalawi FY 1987-1989 Action Plan strategy focuses on four 
major development problems impeding growth in Malawi: 

Low per capita income because of low smallholder 
agriculture productivity and limited sources of rural 
income and off-farm employment opportunities 

. -  -.. - .- - .. .. 
Critical shortage of foreign and domestic rmancial 
resources 

High population growth rate, low child survival rates, and 
overall poor rural health 

Insufficient technical, development planning, analytical, and 
management capacities in both the public and private sector 

Table Dl - 1 sets out USAID's May 1988 investment strategy to address 
these key problem areas. As can be seen, USAID sees READI playing an 
important role in addressing three of the four major development problems 
identified above. 

This chapter outlines the major contributions the READI Project has . 
made to strengthen the SME sector in Malawi It pays particular attention to 
the unique initiatives USAID has begun, through READI, to strengthen the 
Ministry of Trade, Industry, and Tourism, and other intermediary institutions 



Table Ill - 1: USAIDIMalawi's Investment Strategy 
/' 

i: 
(Prepared May 11,1988) 
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Program Interventions 
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working in the sector. Building upon the lessons learned from the READI 
Project, it suggests initiatives which USAIDIMalawi should promote to sustain 
this momentum in institutional development. 

READ1 Contribution to Program Objectives 

Efforts to Date 

Both GOM ministries and SME support institutions recognize the positive 

contribution the READI Project has made to strengthening SME development in 
Malawi. This recognition is based on the following 

READI completed the first SME sector survey in Malawi 

The READI Project Implementation Committee has brought 
together a critical mass of SME development institutions 
and has laid the foundation for future coordination. 

The READI Project contributed to the development of 
three key institutions - DEMATT, INDEFUND, and 
MUSCCO. The latter two institutions are more self- 
sustaining today than they were four years ago. 

The READI Project has contributed to the SME policy 
dialogue. Among other impacts, the project has 
contributed to the recognition that the MTIT's Small-scale 
Industries unit should broaden its mandate to encompass 
the entire SME sector. 

-.- 
The lessons learned from the READI Project clearly show that credit 

financing provided by INDEFW and MUSCCO and the business advisory 
services provided by DEMATT meet real sector needs. . The project further 
indicates that the needs of the sector exceed the ability of these institutions 
at current levels of operation to meet them. 

Lessons Learned 

The following sections outline important issues which 'the team feels 
should guide USAD in charting its course for future support to the SME 
sector in Malawi 



Institutional Support 

Several donors are active in supporting the SME sector in Malawi. We 
see USAID's effort to enhance coordination among governmental and non- 
governmental agencies as a unique contribution and one which will have a 
continuing demand in the future. With its long history of support to and 

involvement with most institutions in the Malawian SME sector, USAID is in a 
strong position to continue working closely with them and enhancing the 
services provided to small-scale businesses. 

Two levels of institutional support will require continued involvement by 
USAID. These are 

MTIT: With support of the READI Project, MTIT has - 
expanded its reach to the SME sector in Malawi. As part 
of its overall management development plan, MTIT sees 
strenathenina its smallscale unit as a ~rioritv. To 
achieGe this: USAID should provide appropriate technical 
assistance to plan an expansion of the small-scale unit's 
activities and -to strengthen the skill of its staff to carry 
out its mandate. 

Intermediarv Institutions: DEMATT, INDEFUND, MUSCCO, and 
MEDI will require operational support, technical assistance, and 
training beyonh December 1989. - h y  reduction in the support 
of these institutions will have a detrimental effect on their 
ability to meet critical sector needs. 

It is important that the READI Project work .closely with these 
institutions from now to the end of the Project (December 1989) to develop a 
plan for continued project support; therefore, an ongoing dialogue between 
READI, USAID, MTIT, and the htermediary institutions will be beneficial. The 
team believes it is important for USAID to examine how the functions funded 
under the READI Project (and often funded directly within the READ1 Project 
Coordinating Unit) can be transferred to relevant institutions before the 
READI Project's PACD. 



SME Credit 

Lessons learned from the READI Project highlight critical problems in 

providing credit to the SME sector in Malawi. One problem involves the 

capacity of local financing agencies to manage the risks of lending to new or 
expanding small-scale enterprises. As demonstrated in the cases of both 
INDEFUND and MUSCCO, institution building is a slow process It is 
particularly difficult when a lending agency has the dual objective of becoming 
financially self-sustaining and at the same time having a developmental impact 

-- 
Another problem concerns the availability of foreign exchange to meet 

the import requirements of SMEs. Through the MED Program, USAID will 
support efforts to liberalize the importation of spare parts and raw materials 
for all large and small businesses. However, there is no program in the 
ALD. portfolio to assist the small entrepreneur who will need foreign 
exchange to import the capital equipment needed to begin a new operation or 
to expand an existing one. 

Business Advisory and Technical 
Advisory Services Needs 

The evaluation team has reviewed the programs of the key institutions 
CDEMATT, INDEFUND, MUSCCO SEDOM, and MEDI,) which provide business 

advisory and technical advisory services to the SME sector. Lessons learned 
from the READI Project have confirmed the immense need for such services to 
SMEs in Malawi In fact, experience has demonstrated that BASITAS is 
crucial for the sector's development 



102 

Critical business advisory needs in Malawi include the following: 

Management 

Marketing 

Production management 

Personnel management 

Stocks and inventories 

rn Bookkeeping and accounting 

rn Quality control 

Financial management 

w ' Credit 
w Profit and Loss 
w Cash flow 
w Capital 

Tax and legal 

Banking and credit (including FX) 

Technical advisory needs include the following. 

f Production management 

Technology selection 

w Appropriate technology 
P Tools 
P Sources 
P Applications 

Upkeep and maintenance 

Energy sources 

Spares and sources 

Technical training 

Installation 

Technology adaptation 



SME Sector Business Promotion 

Another important area for sector development includes the identification 
and promotion of new business opportunities. At. present, most SME 
institutions carry out this activity at best in an ad hoe manner. The READI 
Coordinating Unit is currently attempting to fill this gap by systematically 
promoting new enterprise development READI is funding a Project Promotion 
Unit that has identified a number of potential projects for funding, primarily 
intended for INDEFUND. 

Lessons learned from the READI Project have demonstrated that the 
ability of existing Malawian institutions to promote new businesses is limited. 

- Promotional activities that should be further developed include the following: 

Project or product conceptualization 

Project identification 

Sponsor identification 

Project feasibility 

Locating appropriate financing 

Training 

The READI Project has clearly demonstrated both the need for and the 
positive impact that can result from properly targeted training programs. 
Such programs are necessary for developing institutional and human resources, 
as well as for strengthening SME businesses themselves. READI has initiated 
many programs that should continue in order to truly enhance local Malawian 
intermediary institutions servicing the SME sector. 

It is important that future training supported by USAID be delivered by 
organizations and individuals which have expertise in strengthening SME 
intermediary institutions. 



An Overview of USAIDIMalawi SME Initiatives 

The joint efforts of the READ1 project and GOM have contributed 
greatly to coordinating the efforts of agencies working in SME development 
The field of SME development in Malawi is much larger than the services 
currently being offered, warranting a continued' focus on expanding of service 

agencies working in the sector. 

USAID's action plan for Malawi contains several key projects for 
supporting SME development, including the Human Resources and Institutional 
Development (HRID) project, the Support for Health, Agriculture and Rural 
Enterprises (SHARE) project, and the Malawi Enterprise Development (MED) 
Sector Assistance program The following sections discuss these three 
initiatives in light of the sector's development requirements. 

Human Resources and Institutional 
Development (HRI D) 

The objectives of the HRID project in respect to the SME sector are 

To improve technical and professional capabilities within 
MTIT 

To strengthen SME business and technical advisory 
services, and credit provision capabilities within 
DEMATT, INDEFIMD, MUSCCO, and SEDOM 

The Malawian organizations targeted to receive HRID assistance in the 
SME sector are MTIT, DEMATT, INDEFUND, MUSCCO, SEDOM, and MEDI. 
The Project Paper describes specific types of institution building and staff 
training priorities for these agencies working in the SME sector, including 

- Long-term technical assistance - 18 person years 

Short-term technical assistance - 57 person months 

Long-term participant training - 10 person years 

Short-term participant training - 43 person months 



The HRID project could prove to be an invaluable tool for expanding 
HTIT's and other institutions' institutional capabilities for promoting SME 

development. However, implementing the project has been slow, raising 
questions about whether resources can be mobilized fast enough. Discussions 
with SME development institutions suggested that some confusion and concern 
exists about the application approval process for technical assistance and 

training. 

- . .. During the upcoming months, it will be important for USAID and the 

READI CU to focus on assisting READI Project participants in preparing 
training and institutional development proposals to the HRID Project 
Implementation Committee. It will also be important to look 'closely at HRID's 

ability to meet the SME sector's training needs. The evaluation team believes 

that USAID should take a more active role in working with SME support 
institutions to determine their needs and mobilize resources to meet them 

- Malawi Enterprise Development (MED) 

The Malawi Enterprise Development (MED) Sector Assistance Program has 
two components: 

Direct program assistance in support of policy and 
institutional reform 

- Technical assistance, studies, and training in support of 
program objectives and the policy ,dialogue process 

- 
The program assistance component provides US$ 35 million for stimulating 

policy reforms aimed at Liberalizing foreign exchange allocations for spare 
parts and raw materials; the program is designed to closely parallel reforms 

- 
embodied in the World Bank Industrial Trade Policy Adjustment Credit (ITPAC). 

- MED conditionality in its second and third years of implementation is directed 
at removing obstacles to the expansion of small and medium enterprises and 

- to increasing the labor absorptive capacity of the economy. 



MED provides US$ 1.6 million in resources to monitor and evaluate 

progress toward the attainment of program objectives, conduct various studies 
that will serve to broaden and deepen the policy dialogue, and finance 
technical assistance and training important to development of Malawian 

businesses. 

MED monies are not dedicated for specific SME development institutions. 

The US$ 35 million in program assistance can be utilized by GOM for line item 
budget support only. Therefore, the SLME development institutions eligible for 

operation support include DEMATT, MUSCCO, SEDOM, and MEDI. Any 
expansion in these institutions' programs would have to be approved by  MTIT 
and MOE. 

The evaluation team is concerned that this centralized, public sector 
funding strategy may not meet the institutional development needs of the SME 
developmgnt agencies that USAID has supported. Although we recognize that 
MED is the result of a shift toward greater program lending, in the case of 
SME development in Malawi, a project strategy containing specific and clearly 
identified sectoral goals is also needed to continue the institutional 
development efforts already begun by USAID. 

Services for Health, Agriculture, 
and Rural Enterprises (PVOs) 

This project is at a preliminary stage of development. Basically, it would 
serve as an umbrella for funding the efforts of PVOs working in the SME 
sector. It could serve as the funding mechanism for WOCCU, Africare, and 
other U.S. PVOs operating in Malawi. It is scheduled to come on line in FY 
1989. 

Based on the lessons learned during the course of the READ1 Project, 
the team feels strongly that the utilization of PVO staff and resources in SME 
development should be closely linked to the ongoing efforts of Malawian 
institutions working in the sector. GOM officials and senior management of 
Malawian institutions believe that expatriate advisers can play an important 



role in training and institutional development onJy if there is a clearly d e f i e d  
program for counterpart staff development Open dialogue between USAID, 
GOM and other local organizations will be vital to ensure that the best and 
most appropriate technical assistance and training resources are employed for 
development of SMEs in Malawi. 



IV. ISSUES AND RECOMMENDATIONS 
CONCERNING THE POLICY ENVIRONMENT 

FOR SME DEVELOPMENT IN MALAWI 

As mentioned earlier, DEVPOL places a high priority on SME sector 
development; however, the actions necessary to realize fully this policy 
objective stili need to be developed. Some efforts have already begun, such 

as the World Bank Industrial and Trade Policy Adjustment Credit, in which 
USAID/Malawi is participating with a US$ 35 million sectoral assistance 
program It will be important for the GOM to closely monitor the impact of 
these programs on the SME sector. Furthermore, some consideration should be 
given to assisting businesses, particularly the smaller ones of the SME sector, 

in gaining the full benefit of these new programs. These points are discussed 
in greater detail below. 

Key policy Issues 

DEVPOL outlined several strategies to pursue its overall industrial and 
SME development objectives. These strategies will have a direct impact on the 
provision and delivery of credit, business and technical advisory services, and 
training to the SME sector. The key policy issues surrounding the 
development of SMEs in Malawi focus on the availability and cost of credit, 
access to foreign exchange, and favorable adjustments in the system of 
business taxation and licensing. 



SME Credit 

Several of the strategies outlined in DEVPOL will have a direct bearing 
I 

on the flow cf credit to small- and medium-size enterprises in Malawi. Under 
the general heading of strategies for industrial development, DEVPOL 

recommends that action be taken to 

Attain a simple, moderate, and uniform corporate income 
tax structure 

Continue a .liberal policy on industrial licensing 

Improve the availability of long-term capital, particularly 
loan capital for small ventures with foreign investors, as 
well as short-term working capital, particularly for new 
Malawian-owned enterprises 

When focusing more closely on the SME sector, DEVPOL recommends 
additional strategies to 

Prepare and introduce a number of legal and 
administrative measures concerned with taxation, foreign 
exchange, and credit, which will directly stimulate the 
subsec tor 

Enhance in parallel with the progression of institutional 
capability, the availability of credit, including that from 
the commercial banking sector, and review the resources 
made available to support small-scale manufacturing 
enterprises' credit administration in light of lending rates 
and on-lending margins 

Based upon its analysis of the credit component of the READ1 project, 
the evaluation team believes that DEVPOL has pinpointed accurately the types 
of strategies needed to improve the flow of credit to the SME sector. The 
paragraphs that follow review these recommended strategies. 

Availability of Credit 

DEVPOL recommends legal and administrative measures to improve the 
flow of credit to the SME sector. A clearer understanding of the specific and 
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unique roles of the three institutions that provide credit to the SME sector 

would be helpful. There is too much unnecessary overlap in the areas that 
LNDEFUND, MUSCCO, and SEDOM serve. For example, the short-term loans 
that MUSCCO's primary societies provide to members and SEDOM's mini-loan 
program service the same segment of the market There is considerable 
overlap between SEDOM. and INDEFUND as well. SEDOM makes term loans up 

to K 75,000, while INDEFUND's targeted range is set currently at K 30,000 to 

K 150,000. 

It would be useful for the MTIT to work with these three institutions to 
develop a clearer understanding of the market segments they were individually 

- best suited to serve. In addition, this would outline a process to "graduate" 
entrepreneurs up through successively higher levels of credit. Finally, the 
ultimate objective of a unified credit strategy should be to turn over the more 
successful and faster growing SMEs to the commercial banks as their credit 
requirements increase. 

On the subject of the availability of credit, it is important to mention 
the ITPAC proposal to establish a credit guarantee scheme. Specifically, the 
proposal calls for SEDOM to manage the scheme through the commercial banks. 

As a risk-reducing measure, a guarantee scheme could have a positive impact 
on the flow of credit to the SME sector. However, no financial intermediary 
should take on this responsibility if it is going to divert it from the primary 
objective to become self-sustaining. 

On the issue of the availability of credit, there is a need to investigate 
what the market will bear in terms of interest rates. According to the 
original project design, READ1 was to experiment with demand responsive 
credit schemes. Currently, there is a huge gap between the country's informal 
credit markets, where interest rates can range from 100 to more than 1,000 
percent per annum on very small loans (K 100 or less), to the formal markets, 
where current rates range from 16 percent on agricultural loans to 26 percent 
on some leasing arrangements. With the possible exception of SEDOM's mini- 
loan program, the three financial institutions providing credit to SMEs take 

the same basic approach to lending: they charge low interest rates, given 



market rates and the risks involved, and make high demands for equity 

participation and collateral and other security. (However, given the difficulties 
in seizing the assets often pledged as collateral, it is arguable just how 

effective this approach is) Any study of measures to increase the flow of 
credit should investigate the possibility of encouraging INDEFUND, MUSCCO 
and SEDOM to modify the risks and rewards of their lending. One possibility 
might be to increase interest charged in return for a reduction in equity or 

collateral requirements 

Foreign Exchange 

Difficulty of access to foreign exchange restrains SME development. 
During the course of the evaluation, several entrepreneurs related stories of 
projects that were delayed because of difficulties in obtaining the Reserve 
Bank's permission to import and access foreign cash. The worst example of 
this was the SEDOM client whose request for financing to import a lathe was 
approved four years ago, but whose request for foreign exchange was approved 
just recently. 

The foreign exchange problem is twofold. One problem is the limited 
availability of foreign exchange, which affects all sectors of the economy, 
large and small. However, this situation is improving. The evaluation team 
met with executives of Malawi's commercial banks and other financial 
institutions which reported mat they are experiencing few if any problems 
obtaining foreign exchange for their larger clients. 

A more pressing problem appears to be small-scale borrowers' inability 
to manage the bureaucratic procedures required to gain access to foreign 
exchange. It is unfortunate that the foreign currency the READ1 project was 
supposed to make available to the SME sector through INDEFUND was never 
used in the way originally intended Strategies to make the Reserve Bank 
more responsive to the needs of SME borrowers a r e  needed. 



* 
Licensing and Taxation 

Although only indirectly reIated to credit, licensing and taxation are two 

factors that have a profound impact on the SME sector. Based on the 
evaluation team's visits to more than 20 small- and medium-size businesses, 
licensing may be more of an issue now than taxation. To many small 
entrepreneurs, the licensing procedures appear complicated, time consuming, 
and sometimes expensive. The K250 Iicensing fee can be onerous for the small 
enterprise. However, the data that the government can collect on the 
application is valuable. The team recommends that licensing fees for SMEs be 

scaled down. 

As for taxation, it is difficult to argue that the current tax system has a 
- s serious negative effect on the cash flow and profitability of SMEs; however, 

it is clear that the current procedures are confusing. It is evident that many 
SMEs d o  not have the bookkeeping systems and accounting expertise that 
would make tax co11ection easier .and more understandable. As a result, tax 
authorities come into a small business, gather up whatever records are  
available, and calculate the amount of tax the. business owes. In any review of 
the tax system, it would be instructive to investigate the cost effectiveness of 
the current system for collecting taxes from SMEs 

BASKAS Services 

The key business and technical advisory service issues within the 
MaIawian SME sector are well defined in the Government of Malawi's 
"Statement of Development Policies: 1987-1996." According to this statement, 
the GOM has set priorities to 

Review all regulations, rules, and practices which affect 
the sector 

Prepare and introduce a number of legal and 
administrative measures concerned with taxation, 
government procurement, and marketing which will 
directly stimulate the sub-sector 



Clarify and harmonize the roles of various public, 
parastatal, and private organizations concerned [and] 
involved in [SME] development 

Tariff and tax reform will be concerned with simplicity, 
stability, and creating an adequate and clear incentive to 
undertake efficient investment. 

In its "DEVPOL" statement, the GOM calls for "an urgent review of all 
laws, regulations, rules, and common business practices which bear on [SMEs].' 

As the READ1 Small Enterprise Survey highlights and as  field interviews 
confirmed during the course of this evaluation, there is an urgent need for 

the GOM to review numerous policies that affect the development and growth 
of the sector. 

T h e  following examples highlight business and technical problems that 
face the small and medium enterprise entrepreneur: 

1. Securing the title to a lease as  collateral for an 
INDEFUND loan routinely takes over three months; it 
can take as long as two years INDEFUND has one full- 
time staff member who, a s  Senior Implementation Officer, 
secures the necessary legal documentation on securing 
INDEFUND loans. This process should be significantly 
streamlined to benefit the small and medium enterprise 
entrepreneur. 

For testing and product approval, visit and initial 
valuation by the Malawi Bureau of Standards routinely 
costs the applicant K 2,000. Bureau of Standards approval 
is required for a variety of products, particularly any 
processed agricultural goods, food products, or  consumer 
items such as soap or  paper products. The fees that 
apply to large-scale producers apply equally to small-scale 
producers, thereby discouraging development of the latter. 

Costs for testing products such as meat can be prohibitive for the small 
producer, barring entry for small and medium entrepreneurs They provide 
little incentive to advance from the artisan stage to larger scale production. 
These barriers could be significantly reduced by decreasing, or  eliminating 

entirely, valuation and testing costs charged to small and medium 



entrepreneurs by the Bureau of Standards and other government agencies such 

as the Veterinary Department 

3. Government field extension and support agencies could 
lay a more significant role in assisting off-farm SMEs. 

FA any government extension services are not geared 
towards the S W  sector, particularly in the agricultural 
and food production (e.g., fishing) sectors 

4. Taxes are little understood by most small entrepreneurs. 
Most SME business people have little knowledge of tax 
policies affecting either their business or their personal 
incomes. It would be useful for an agency such as 
DEMTT to work with relevant GOM authorities to review 
existing laws and determine if simple publications 
(brochures) could be developed to enable entrepreneurs to 
understand tax and other laws better. 

5. In general, procuring necessary inputs remains a problem 
for many small-scale producers Everything from paints 
to nails to spares are usually unavailable in the rural 
areas. Businessmen spend amazing amounts of time in 
Blantyre and Lilongwe trying to obtain these inputs. The 
evaluation team notes that rural wholesaling is poorly 
developed and that many entrepreneurs suffer high costs 
in both time and transport because they do not have easy 
access to wholesale networks. 

MDC-funded Import-Export Shops are located in all District Centers. 
These shops should be able to provide a variety of necessary wholesale inputs 
to the SME sector. Such inputs should include hardware and industrial goods 
(nails, sheet metal, paints, and glues). The evaluation team recommends 'that 
the Import-Export Company research the market in their districts more 
thoroughly to address the input requirements for SMEs. 

6. In several instances, government procurement practices 
and standards do. not favor small businessmen. This is an 
area that should be studied carefully. The government is 
a major procurer of many kinds of goods produced in the 
SME sector. It is recommended that the government 
encourage its agencies to explore actively how to buy 
from SMEs, when appropriate (e.g., uniforms, school 
supplies, foodstuffs). 



Strengthening Training Programs 
for SME Development 

The following observations are offered to assist in setting training 

objectives and priorities among an array of Malawian institutions affecting the 

human resources for SME development: 

Malawian colleges offering courses in education should 
expand their curriculum to include adult education. 
Pedagogical techniques stressing rote learning and 
repetition are poorly suited to the needs and temperament 
of adult learners. 

All GOM agencies which influence perception's concerning 
training should make a concerted and sustained effort to 
upgrade its image and importance. This is equally true 
for development agencies and donor organizations. 
Training must be perceived as being of equal importance 
with credit services, technical assistance, and business 
advisory services. Today, few Malawians consider training 
as a career with its own theory and techniques separate 
from traditional classroom teaching. As a result of the 
underestimation of training as a career, people enter SME 
organization training departments with little relevant 
education. 

General managers and supervisory personnel in SME 
. service organizations that provide training should 

facilitate and encourage informal meetings of trainers to 
exchange information, experiences, and equipment and to 
attempt to design and implement collaborative problem- 

. solving strategies. 

The GOM should ~rovide radio access to SME training 
departments expressing the desire to begin pilot radig 
school training programs DEMATT has expressed 
interest, if results are favorable, in examining and 
implementing a radio training curriculum for SME-related 
programming. Training funds should be made available for 
radio curriculum development and the training of 
facilitators in villages throughout the country. This 
approach offers significant potential to reduce training 
service delivery costs by eliminating or reducing extension 
officers' travel needs and expenses. 

Malawian members in the training departments of 
organizations that provide SME services should be given 
whatever technical assistance they need to prepare 
funding proposals for HRID to upgrade their skills. This 



assistance should be provided by the READI/TOT Program 
staff within HRID. 

Institutional Development Requirements for 
Implementing SME Policy Initiatives 

Institutional development should correspond to the goals and objectives 
identified by an organization to increase its managerial and human resources 
capacity. In the case of SMEs in Malawi, institutional development at several 
levels in the public and non-governmental sectors wouid create a better 
environment in which businesses could grow. These levels can be broadly 
characterized as the Government of Malawi, primarily the Ministerial and 
Departmental levels, and intermediary institutions serving the sector, such as 
DEMATT and INDEFUND. 

Strengthening the Role of the GOM 

As discussed in various sections of this evaluation, the team believes 
that recent steps taken by the MTIT in establishing a Small-Scale Industry . 

Unit (SSI) are laudable. Further efforts should be considered to broaden the 
scope of this unit to address the SME sector as a whole. Strengthening this 
leadership role of MTIT in SME development should be a priority for the 
remainder of the current READI agreement and for any follow-on effort 

As part of strengthening its capacity, MTIT should also act more as a 
liaison, reaching into the donor community to share information about 
initiatives and to coordinate resources for the maximum impact from training 
and institutional development efforts in the sector. Regular communication 
between MTIT and donors should also identify and monitor appropriate 
implementation programs for achieving policy objectives. 

The Role of READ1 in Policy Dialogue 

The READI Project, working in close association with MTIT, has played 
a central role in furthering the dialogue about SME development policy and in 



achieving the goals and objectives spelled out in DEVPOL. READI's influence 
in this effort has indeed been impressive: 

The PIC has served as one of the first forums for 
exchanging views between government and the private 
sector about SMEs in Malawi 

The READI CU has assisted each funded institution in 
developing their first institutional plans, which set the 
stage for long-term planning in the sector. 

A study tour to Botswana and Kenya arranged by READI 
resulted in a set of SME development recommendations 
addressed to the GOM by representatives of the 
government and other intermediary institutions working in 
the sector. 

The information gathered by the READI SME survey 
provided some of the background on which the GOM based 
its policy statements for DEVPOL. 

The activities undertaken by READI in supporting SME policy initiatives 
have facilitated greater communication among participating SME institutions 
and donors working in the sector. We see this coordinating function as an 
appropriate effort to move into the Ministry of Trade, Industry, and Tourism. 
However, we would caution. against burdening MTIT with any project 
management responsibilities unless they are supported by an appropriate level 
of technical assistance and operational programming. 



V. CONCLUSIONS AND RECOMMENDATIONS 

The READI Project has played an important role in strengthening several 
key institutions involved in SME development in Malawi. This chapter 

summarizes our conclusions and recommendations in three areas of concern: 
* the performance and future direction of the READI Project, the role of 

USAIDfMalawi in further strengthening SMEs in the country, and strategies 
and actions needed to implement GOM small enterprise development policy. 

READ1 Project Performance 

The overall impact of the READI Project on the institutional planning 
capabilities of funded agencies has been positive. The team recommends that 
during the remainder of the project priority be placed on 

Evaluating and transferring the Project Promotion function 
within the Coordinating Unit to DEMATT 

Transferring sectoral coordination responsibilities - not 
to include roject management responsibilities - to an 
expanded P ME Unit within MTIT 

Further developing the management and field capabilities 
of MUSCCO 

Liberalizing the guidelines for INDEFUND on-lending of 
READI credit funds 

Strengthening the management and field operations of 
DEMATT (and ex anding them to include more active 
project promotion S 



Better defining the training needs of the TOT Promam, 
and clearly darning a program for developing -an& 
institutionalizing the TOT 

Funding appropriate studies and surveys as outlined in the 
READI Project Coordinating Unit Workplan 

The design of the READI Project was complex, which explains why there 

were so many financial and managerial problems. The utilization of OPGs has 
made it difficult to track budgetary expenditures 

Accountability of technical advisers, in an institutional sense, has been 
difficult because of the numerous funding mechanisms. The team recommends 
that expatriate advisers be selected by and accountable to their relevant 
institutions. Future design should ensure that all participating agencies fully 
report fiscal matters and implementation issues within a centralized framework. 

Project design suffered from the lack of a clear definition of the 
responsibilities of contractors and PVOs, as well as poor definition of the 
expectations of participating institutions. This has proven particularly 
problematic in Africare's role with participating institutions 

Future design should define fully institutional needs for technical . 
assistance and the expectations of institutions for contractors and technical 
advisers. 

lnstit utional Development 

The team believes that the overall impact of the READI Project on both 
intermediary institutions and MTIT has been positive. 

The Role of  MTIT 

The active role taken by MTIT has been lauded by all institutions 
working in the sector. Key actors within the sector would like to see MTIT 
further develop its role in coordinating and supporting growth in the sector. 



Given the increase in momentum through the efforts of READI and other 
agencies working in the sector, USAlDlMalawi should continue its support to 
further strengthen MTIT in its efforts to establish an expanded small-scale 
unit to service the SME sector. A strengthened S h E  Unit would have the ' 

following responsibilities in the sector: 

Reviewing institutional development and sectoral workplans 
prepared by funded agencies - e.g., MUSCCO, INDEFUMI, 
SEDOM, Africare, WOCCUICUNA, and others - active in 
SME development 

Coordinating information requirements for the sector such 
as surveys and statistical database maintenance (in 
collaboration with Statis tical Bureau), coordinating policy 
studies, and monitoring policy implementation and impact 

Sponsoring forums for discussion among GOM, SME 
development intermediary institutions, finance institutions, 
and the private sector 

Negotiating and periodically reviewing, as well as 
coordinating, donorfunded programs and projects for SME 
development 

- 
The development of an implementation plan for achieving these objectives 

- 
within MTIT is an immediate priority. 

The Delivery of BAS/TAS 
to the Sector 

- -.- 
DEMATT has undergone significant changes over the past two years The 

READI Project's most significant contribution to DEMATT has been to assist 
- 

the institution in focusing its attention on its primary base, the field staff 
and its field network. However, the evaluation has shown that there appear to 
be differences in opinion between senior management and the field as to how 
DELMATT will achieve its objectives. 

During the READI Project, INDEFUNDJs management has been moving 
towards a more developmental role; however, INDEFUND1s Board appears to 
have grown more conservative (financially) in its approach to development 
(Among other factors, INDEFUND1s high debt to equity ratio is a factor that 



reinforces this conservatism) This has placed considerable pressure on 
management to separate INDEFUND1s business and technical advisory services 
from its credit operations, to the detriment of effective project monitoring. 

Because of poor design, the READ1 Project did not provide INDEFUND 
with funds adequate to meet its growing BASITAS needs. Africare support, 
while useful in many ways, has not met many of INDEFUND's institutional 
needs. Consequently, INDEFUND's Client Services Division is weak, , 

understaffed, and overextended. The team recommends that INDEFUND 
collaborate with DEMATT in providing BASITAS to INDEFUND clients. 

Project Promotion 

* d The team believes that the promotion of new projects is an important 
area in SME sector development The READI CU's promotional activities have 
served to bring together various financial institutions to discuss new project 
ideas. However, while it is too early to evaluate the effectiveness of this 
effort, it is clear that costs per project approved will be high and probably 
beyond the financial means of any institution to sustain. The promotion of 
new projects needs to be strengthened among participating institutions. 

The Provision of SME Credit 

The delivery of credit under the project has been less experimental than 
envisaged by  the Project Paper. As a new effort, the MUSCCO long-term loan 
program has been experimentat However, INDEFUND has followed its - 
traditional procedures to on-lend READI funds to selected enterprises For 
example, lending to agribusinesses has an experimental aspect. 

- 
Because the Board is the only mechanism for loan approval, approving 

INDEFUND loans is a slow process. INDEFUND is the only development 
finance institution in Malawi that does not have a standing loans committee. 
INDEFUND's Board meets only eight times per year to review and approve loan 
applications, and four of these meetings coincide with the board's regular 
quarterly meetings, at which it discusses all aspects of INDEFUND1s business. 



This, we  believe, leads to its cautious approach and slow loan approval. In 
addition, the requirement that MDEFUND send loans approved by its board to 
USAID, through the CU, adds yet an additional step in an already cumbersome 
approval process. 

The rate at which both INDEFUND and MUSCCO have been able to 
disburse READI project funds has been slower than anticipated The authors of 
the Project Paper were overly optimistic in estimating the time required to 
strengthen the lending capacities of INDEFUND and MUSCCO, and they 
seriously underestimated the problems inherent in lending to SMEs. 

Both INDEFUND and MUSCCO have significantly improved the 
-8 s 

management of loans. INDEFUND has recently computerized its loan 
accounting operations. This should result in better monitoring and fewer 
delinquencies. MUSCCOJs manual loan processing and accounting system is 
adequate for the current small volume of longterm loans. However, if this 

program is to grow, the CFD will need dedicated hardware, software, and 
appropriate technical assistance to computerize its operations. 

Both institutions need additional vehicles to support their appraisal and 
monitoring efforts. 

Key Credit Recommendations 

The READI Project should restore both INDEFUNlYs and MUSCCO's 
credit line item to the levels originally proposed in the project plan The CU 
and USAID should prepare a contingency plan to insure that INDEFUND, in 
particular, will have funds available to meet its anticipated disbursement 
schedule if additional funding is delayed. 

The READI Project should not consider any additional funding for credit 
operations to either financial intermediary until each demonstrates that it has 
the management capability to monitor the performance of its borrowers 
closely and that each is able to reduce the high levels of delinquencies. The 
evaluation team recommends that both INDEFUND and MUSCCO report monthly 



to USAID, through the CU, on the status of the READI-financed portion of 
their portfolios. 

We recommend that INDEFUNDJs Board of Directors create a loans 
committee that will meet monthly and have the authority to approve loans of 
up to K100,OOO. Further, we recommend that a representative of USAID be 
present when the committee or board reviews loans to be funded by the 
READ1 Project 

INDEFTJND's foreign exchange portion of the line of credit has not been 
used as originally planned, and the reasons for this are.not fully understood 
by the parties involved. INDEFUND, with the support of the CU and USAID, 
needs to study the reasons and obtain the Reserve Bank's permission to .use 
the dollar account established for it as originally intended. 

MUSCCO's long-term credit program should continue, but cautiously, in 
order to ensure proper institutional strengthening, particularly at the field 
level. USAID should continue to support this program, but at a pace that is 
more realistic in terms of MUSCCOJs &pacity, which should be determined by 
MUSCCO itself. 

We recommend that both INDEFUND and MUSCCO develop plans to 
strengthen their accounting departments These plans should detail the staff 
training and technical assistance in accounting, financial management, and 
computerized information systems required to do. The CU should work with 
both institutions to turn their plans into proposals for assistance from the 
HRID Project 

Finally, the team encourages the study of a guarantee scheme to increase 
the flow of credit to the SME sector; however, any guarantee scheme should 
be housed in a separate institution, rather than in an existing SME financial 
intermediary. Placing the additional task of managing a guarantee scheme 
within an existing institution deters that institution from its principal 
operations and slows the pace at which it becomes self-sustaining. 



Training 

Training instructors will continue to be a critical element for supporting 

SME sector development Training can reduce delivery costs and increase the 

efficacy of training. However, there is a need to sharpen the focus of the 

TOT Program under READI, to reduce the confusion about the program among 
recipient institutions, and to match TOT Program objectives with institutional 

needs. 

USA1 D Program Initiatives 

The evaluation team believes that. the USAIDlMalawi Program can 

.. ,_ provide the Malawian SME sector with significant development support over 

the next decade. However, USAID's growing emphasis on cross-sectoral 
programs could result in less focused attention and support to the crucial SME 
sector. Key areas for support include the following 

BASrrAS 
- 
- The Mission should provide assistance to Malawian SME agencies through 

host country contracting mechanisms. In the case of PVO OPG agreements, 

clear lines of accountability need to be established between the technical 
advisers and the participating institution. 

BASITAS is a priority sectoral need. Institutional planning capability 
- - 

rising out of READI is a positive development and should provide the basis for 
defining appropriate technical assistance to strengthen this function DEMATT 
is the institution which should be the focus of this effort because it is in a 

position to link with other agencies working in the sector. 

Credit 

In terms of future credit programming, the team believes that the MED 
program should provide local currency resources for SME credit However, 



since MED only supports GOM budget line items, it will be unable to funnel 
additional credit funds to INDEFUND. 

USAID's strict focus on the rural sector has created problems for 
INDEFUND. USAID should adopt a more flexible set of guidelines for the use 
of its credit funds, especially for INDEFUND. For instance, the network of 

wholesale outlets that should supply raw materials and supplies to SMEs is 
weak and underdeveloped. USAID should permit m D E F m  to loan its funds 
to wholesale enterprises serving rural areas. In addition, USAID should 

emphasize the use of credit to develop urban-based agribusinesses, which 
creates demand for locally produced crops and animals, thereby helping to 
increase rural income. 

Training 

As the Project Paper sets out, the HRID Project must serve as a major 
mechanism for funding training and institutional development in the SME 
sector. We believe that READI Project resources should be used to assist 

SME development institutions in developing proposals for HRID funding. 

The Policy Environment for SME Development 

The Government of Malawi has clearly enunciated its policy objective for 
the SME sector in its "Statement of Development Policy 1987-1996." This 
document should guide policy development in the sector during the coming 

decade. . The READI Project should contribute to these objectives by 
supporting studies in the following policy areas: 

Registration and licensing of SMEs 

Potential for utilizing differential interest rates to 
increase the availability of credit for SMEs 

Reducing costs for obtaining Bureau of Standards and 
other GOM certifications for SME products 

Potential for making foreign exchange more accessible to 
SMEs 



Streamlining GOM procurement procedures and regulations 
to make it easier for SMEs to sell to GOM agencies 
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