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Introduction
Preface

This Manual for Strategic and Operational Project Cycle Management (PCM) aims at im-
proving Accountability for Results in SDC Financial Sector Development (FSD) cooperation
projects. It was initiated following a critical review of SDC evaluations (2005) undertaken
between 1995 and 2005 and a CGAP (Consultative Group to Assist the Poor) Peer Review.
Both reviews highlighted significant scope for the improvement of PCM processes, for in-
creased transparency on results, and for enhanced effectiveness of SDC’s support to ex-
panding the sustainable access of poor households and small enterprises to financial ser-
vices (savings, loans, insurance, payment services, etc.) in SDC partner countries.

Based on a mandate of SDC’s senior management, Dr. Ruth Egger (consultant), Markus
Engler (KEK-CDC Consultants), Hans Ramm and Hansruedi Pfeiffer (Focal Point and Net-
work Employment and Income, SDC) developed this manual. The overall coordination and
responsibility resided with Hansruedi Pfeiffer. The module Project Agreements with its con-
tract templates was reviewed by SDC's Section Contracts and Mandates. Valuable guid-
ance and feedback was provided by SDC’s Quality Assurance Section and colleagues and
partners engaged in implementing Financial Sector Development initiatives in Asia, Africa,
Latin America, Eastern Europe, and Central Asia. This final version also benefited from
comments received from CGAP, the Consultative Group to Assist the Poor.

The manual provides practice-oriented guidance to development professionals overseeing
Financial Sector Development (FSD) projects. It is complementary to SDC’s Financial Sec-
tor Development Policy (Update 2007) and focuses on planning, monitoring, evaluating and
steering FSD initiatives. Its main audience is SDC programme management staff and part-
ner representatives with whom projects are planned, monitored and evaluated.

This document consolidates much of the knowledge and experience SDC, its partners, and
other actors in FSD have gained over the last years. However, the field of FSD keeps
changing. The manual will therefore require regular updates. Thanks to its modular format it
is open to the future incorporation of significant additions.

Perhaps most important of all, the manual can only become effective if it is embedded in
SDC’s management processes. Better PCM processes are critically dependent on the
feedback and dialogue they generate, as well as on the results reported, over time, by part-
ners, SDC Cooperation Offices and Headquarters, and, as the case may be, by financial
sector specialists. In addition, the senior management must demand minimal standards in
PCM and accountability for results. Methods, tools, and indicators do exist, probably no-
where more advanced and standardized than in Financial Sector Development.

Our aim is to continue to ensure the support and coordination that is required to make this
manual effective. Its orientations make an excellent fit with SDC’s re-confirmed concern for
results and effectiveness as specified in the March 2008 Message of the Swiss Federal
Council to the Parliament on the continuation of SDC’s development cooperation activities.

The authors hope that this manual will contribute to more efficient and effective financial
sector development projects, and to better reporting on results achieved. Feedbacks on ex-
periences with the manual's use and propositions for improvements are most welcome.

Hansruedi Pfeiffer, Ruth Egger, Hans Ramm and Markus Engler
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CGAP
Fl
FRAME
FSD
HRD
MIS
NGO
PAR
PCM
PPI
SDC
SEVAL
SWOT
TA
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Abbreviations

Consultative Group to Assist the Poor

Financial Institution

Framework for Reporting, Analysis, Monitoring, and Evaluation
Financial Sector Development

Human Resource Development

Management Information System

Non Governmental Organisation
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Project Cycle Management

Progress out of Poverty Index

Swiss Agency for Development and Cooperation
Schweizerische Evaluationsgesellschaft (Swiss Evaluation Society)
Strengths, Weaknesses, Opportunities, Threats

Technical Assistance

Terms of Reference

World Council of Credit Unions
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Introduction . .
Objectives & Use of Manual

1 Rationale / Background

SDC is publishing this manual to provide a practice-oriented guide for development
practitioners in financial sector development, which integrates the general methodology
of Project Cycle Management (PCM) and the technical aspects of Financial Sector De-
velopment (FSD). By linking the essential elements of PCM with the requirements of FSD,
it aims at a comprehensive approach to improve the quality of the design, monitoring and
evaluation of FSD-projects. This should distinguish this manual from similar manuals which
exist, but which either explain the methodology of PCM or the technicalities of FSD.

The idea for such a manual was triggered by a review of evaluations of SDC's FSD pro-
grammes and projects. This Meta-evaluation was conducted in 2005 (Summary see Annex
I-1) to further analyse the findings and conclusions of a CGAP Donor Peer Review on aid
effectiveness in Microfinance in 2002.

The CGAP Peer Review addressed aid effectiveness not by concentrating on constraints
at the country level (governance, macroeconomic instability, etc.), but by focusing on
what donor agencies can most directly influence, i.e. their own procedures, practices,
processes and systems. The review concluded that the “SDC Policy for Financial Sector
Development (FSD) reflects good practices”, but identified shortcomings with regard to
the ‘accountability for results'. "Limited systematic emphasis on results and impact and
uneven monitoring prevents SDC from appreciating the impact of its investments, both in
terms of effectiveness and in comparison with other agencies”. The above-mentioned
meta-evaluation of SDC confirmed the underlying reasons stated in the review, i.e.
weaknesses in the planning, monitoring and evaluation processes. This also prevents a
systematic feed-back of ‘lessons learned’ from the operational level to the conceptual,
strategic level, which is necessary to continuously improve SDC's operations in FSD.

2 Purpose

This PCM manual provides minimal quality

standards and guidance for designing, moni- In this manual, the term FSD-project is used
orng and evaluating FSD-prjecs n ine wit (%31 39S of enentors 1 s of |
SDC’s FSD policy (2007). Itis a binding orien-  projects, programmes, sector-support, credit-
tation and working aid to be considered in components in non-financial programmes, etc.
FSD operations supported by SDC. The man-

ual highlights specific FSD requirements for the

management of PCM processes in FSD and explains general methodological aspects of
PCM to the extent necessary. It is customized to the needs of SDC staff and shall be an
important tool to enhance the quality in delivering SDC's support to FSD, in promoting regu-
lar reporting and feedback processes with partners and within SDC, and in measuring re-
sults. The manual does not outline detailed procedural steps and responsibilities since

these vary across SDC as a whole and keep changing.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 1



Introduction . .
Objectives & Use of Manual

The manual offers comprehensive information for the reader to select the information that is
relevant for a particular task or situation. However, it is not meant to be followed meticu-
lously like a ‘cookbook'.

The SDC Meta-evaluation (2005) shall provide one of the benchmarks against which SDC,
in 2011, intends to review whether PCM-practices have improved, with the availability and
use of the manual being possible reasons for such a positive change.

3 Audience

The manual addresses programme staff of SDC at Headquarters and in Cooperation Of-
fices as well as the partners with whom they plan, monitor and evaluate FSD-projects. Im-
proved PCM practices require that information flowing from partners to SDC and from Co-
operation Offices to Headquarters is complemented with qualified feedback.

The manual is designed in particular for staff who are not necessarily specialized in FSD,
but it can also be useful for specialists due to its particular feature of linking general PCM-
methods with FSD-aspects.

4 Objectives

The manual has a two-fold objective, i.e.:

e Improved quality of cooperation, which comprises:
- Clarity of purpose of intervention, i.e. a mutual mission of the involved partners

- Improved competence and methodological know-how in PCM for staff responsible for
FSD-interventions

- Improved quality of strategic and operational management of cooperation in FSD
- Enhanced dialogue within SDC and between SDC and its partners
- Enhanced institutional learning in SDC's partnerships and within SDC.

e Enhanced accountability for results, i.e. improved evidence of results achieved
through FSD-interventions.
The approach to enhanced 'Accountability for Results' focuses on improving:
a) Quality of the donor system, i.e. inputs provided by the donor and

b) Capacity to provide evidence of the results achieved on the different levels of
output — outcome — impact.

The 'input — impact' continuum or 'quality of aid continuum' (CGAP) on the following page
shows that the manual shall be a means to improve both the quality of aid at the entry point
of the continuum, i.e. effective donor systems and the measurement of results along the
continuum.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 2



Introduction

Objectives & Use of Manual

Quality of Aid Continuum
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5 Structure and Use of the Manual

The manual is:

The modules are:

SDC — Manual / January 2010

designed as a reference guide arranged in modules with sup-
plementary annexes, to facilitate the day-to-day business of manag-
ing FSD-interventions.

providing a comprehensive overview of issues for the reader to
select those relevant for a particular task, but is not a '‘cookbook'.
focusing on the specific aspects of FSD-projects. It does not re-
place the general PCM guidelines and manuals of SDC, but builds
on them.

organized along the project cycle distinguishing the three phases
(1) Project Preparation - (2) Monitoring - (3) Evaluation.

covering basically self-contained topics, but including references
to other modules wherever useful for a good understanding.

see figure next page
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Introduction . .
Objectives & Use of Manual

3 phases of PCM and contents of manual

&

Policy Orientation 1.1 3 Evaluation

1 Project Preparation

Scope of Evaluations 3.1
Context Assessment 1.2

Evaluation Process 3.2
Project Design 1.3

; ) Impact Assessment 3.3
Project Planning 1.4

Project Agreements 1.5

\ 2 Implementation

Monitoring 2.1

Modules include: 1 Key Messages and Good Practices (main text) concerning
A) General Aspects of Project Cycle Management

B) Specific Aspects of FSD-interventions
2 Additional Information (in boxes) such as:

e Short descriptions of useful tools
e Checklists

e Useful links to other sources and
further information

3 Annexes, with more detailed information such as:
e Detailed checklists or formats
e Description of the most relevant tools
e Comprehensive description of examples

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development



Phase 1: Project Preparation . . . .
. P Policy Orientation of SDC in FSD 1.1

Content of Module
1 Introduction

2 Levels of Intervention

3 Outreach

4  Sustainability and Entrepreneurial Approach
5 Subsidiarity

1 Introduction

The three dimensions of SDC's overall strategic orientation are:

 Poverty reduction, Strategic Orientation of SDC
e Human security and
. Poverty
e Global partnerships. Reduction
The concept of Financial Sector Develop-
ment, on which this manual builds, aims at
translating SDC's overall strategic orientation Global Human
into operational practice. Therefore, these EArtners s Becy

three dimensions are a bottom-line for designing FSD-projects.

More specifically, the SDC Policy for Financial Sector Development Policy (Update
2007) is the key reference for designing, implementing and evaluating FSD-projects.

2 Levels of Intervention

Macro — meso — micro — level: SDC structures its activities in Financial Sector Develop-
ment along the three levels as defined by the CGAP "Good Practice Guidelines for Fun-
ders of Microfinance" (2006) (see figure next page).

e SDC activities in financial sector development focus on the micro level, i.e. sup-
porting the development of retail financial institutions serving a growing number of poor
households and small enterprises on a sustainable basis, particularly in rural areas.

e SDC also facilitates and supports activities on the meso level such as professional
training programmes and access to other support services (e.g. auditing, rating, techni-
cal consultancy). The collaboration and mutual learning among existing Financial Insti-
tutions (FI) is a major area of attention for SDC.

e An SDC involvement on the macro level is basically possible in countries where SDC
is among the main donors supporting the development of an inclusive financial sector.
In such cases, SDC cooperates particularly closely with local partners (notably the
Government) and other donors (Alignment and Harmonisation).

For a successful project, the developments on all three levels have to be observed and
taken into consideration, because the development of sustainable financial services for
the poor, the small enterprises and the marginalized depends on the well-functioning of the
financial sector as a whole.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 5



Phase 1: Project Preparation . . . .
. P Policy Orientation of SDC in FSD 1.1

Levels of Intervention according to CGAP: "Good Practice Guidelines for Funders of Microfinance",
2006

Partners at:

Macro level: central banks, ministries of finance, supervisory
bodies;

Macro Level
Legislation,
Regulation, Supervision

Meso Level
Support Services and
Infrastructure

Meso- or market level: service providers (audit, rating, train-
ing, credit bureaus, technology, etc.), professional associa-

Micro Level tions and networks;

Financial Service . ) . . . . .
Provigers Micro level: Financial service providers such as financial
and non-banking financial institutions, NGOs, savings and

credit cooperatives, money lenders, and others;

Client level: poorer strata of population, people living in
more remote areas, small enterprises, etc., i.e. in general
people and entities that have no access to financial ser-
vices.

Clients

3 Outreach

Access to financial services for all being the overriding goal, SDC aims at increasing the
outreach in terms of clients reached, geographical areas covered (breadth) and in terms of
depth: low income people, small businesses, marginalized groups.

SDC is looking for partners who share its vision, who are ready to innovate and who aim
at the provision of cost-covering financial services that meet the needs of the target
group: the poor, the small enterprises, the rural community and others.

SDC focuses on the long-term (sustainable) access to safe savings products, on reduced
transaction costs, financial services specifically adapted to rural needs and on insurance
products.

4 Sustainability and Entrepreneurial Approach

The financial sector as an integral part of a country's economy needs to follow socio-
economic principles and rules, and entrepreneurial approaches to be sustainable. There-
fore, SDC projects have to:

¢ Build on the present and expected performance of the partner institution(s);
e Be limited in time and communicate the exit strategy to the partners;

e Base the cooperation on a mutually-agreed contract and performance indicators.

5 Subsidiarity

SDC, alone or with other donors, engages in financial sector development only if:
e |t has the necessary know-how and capacity.

e There is no risk of crowding out the private sector or other initiatives, or of disincen-
tives for savings promotion.
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Phase 1:

A

Al
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Project Preparation
Context Assessment

Content of Module:

A General Aspects

A 1 Rationale for Context Assessment

A 2 Mandate for Context Assessment

B ESD Aspects

B 1 Financial Sector Analysis

B 2 Target Group Analysis

B 3 Institutional Analysis

B 4 Framework Conditions at Macro Level

General Aspects B 5 Interpretation and Conclusions

Rationale for Context Assessment

The context assessment is a preliminary step for the decision on the desirability of a project
and for its design.

O Context assessments provide answers to the following typical questions:

Justification of the project idea, activity
Does the “idea” fit the needs of the target group, correspond to a genuine demand?
Is it adequate in the particular context?

Analysis of success factors and risks
Will the prevailing conditions on all levels allow reaching the objectives?

Sustainability
Will the project have a lasting, positive effect? What needs to be done to ensure that
the effects last beyond the duration of the external support?

Alternatives
Are there more convincing alternatives and which ones? What are the trade-offs
(cost-benefit)?

O Context assessments are used at different stages for different purposes:

Design / Planning: The quality of a project design strongly depends on the con-
text assessment. It basically provides all information relevant for planning the project
(see Module 1.3: Al & B1) and can serve as baseline for monitoring. The planning
phase is the most crucial and significant moment for a context assessment. If an ini-
tial, adequate assessment of the context is not possible, it is recommended to start
the project with a well-designed action-research or a pilot phase to complement the
context assessment.

Implementation / Monitoring: Adaptations of the project activities or of its de-
sign may be required due to changes in the context. Therefore, regular context
monitoring is needed in terms of:

- Legal, political, economical and social framework conditions

- Competitors and the financial sector as a whole

- Needs and behaviour of the target groups.

Evaluation and Impact: Relevance and effectiveness of the project results
need to be measured relative to a given context. At the same time, the evaluation
has to consider changes in the context compared to the design stage and the influ-
ence of the context on the project implementation and its results.

1.2



Phase 1: Project Preparation

Context Assessment

A 2 Mandate for Context Assessment

In the design phase the context assessment is preferably done by people familiar with the
relevant context, but not directly responsible for the design and implementation of the pro-
ject. ldeally, existing assessments performed by other donors / agencies and country stud-

ies are integrated where available.

During implementation, context monitoring has to be conducted by people responsible for
the implementation of the project. It can be validated by externals and/or supplemented by

external assessments during evaluations.

B FSD Aspects

U Steps recommended for the assessment of the financial sector:

Financial Sector Analysis

Institutional Analysis
Frame Work Conditions at

A WN PP

Target Group Analysis Important reference:
=CGAP Good Practice Guidelines for Funders

of Microfinance (Oct. 2006, 2™ ed.)
www.cgap.org/publications

Macro Level
5 Interpretation and Conclusions

U What aspects should be covered in the assessments?

The following tables provide check-

Do not forget while planning

lists of the most crucial aspects for a Context Assessment

each of the steps. A more in-depth =
analysis is usually not indicated. -

B 1 Financial Sector Analysis

A sector analysis is a must to identify needs and the potential for additional services. The

What do we or others already know?

Synergies with existing projects of SDC and other
donors?

Cost-benefit ratio for getting more information?
How to make information accessible to others?

task can often be limited to verifying and appraising already existing information.

Aspects Issues to be assessed

Providers of financial

shop keepers.

Type of financial institutions: i.e. banks, non-bank financial institu-
services tions, NGOs, savings and credit groups, money lenders, traders and

- Quality of manpower, management and governance.

Services offered - Credits, savings, payment transfers, insurance, etc.

- Effectiveness and efficiency of services: outreach, price of services

Clientele / people - Urban-rural, men-women, rich-poor, individuals-groups, corporate

served sector, small businesses, farm enterprises, etc.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development
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Phase 1: Project Preparation

Aspects
Market

Support organizations

Major donors and in-
vestors active

Sources for refinanc-
ing

Role of Central Bank

Gaps and potentials

B 2 Target Group Analysis

Context Assessment 1.2

Issues to be assessed

What share of the market is covered? What is the market potential?
Major providers, level of competition (e.g. oligopoly, etc.)
Is there a stock exchange or a bond market?

Who provides financial services to low-income households, small
enterprises and agriculture, to women and other marginalized
groups?

Do relevant training institutions, networks, credit bureaus, insurance
schemes or other local initiatives exist?

Type and magnitude of support, objectives and level of
professionalism.

Local, regional, international funds, investors, creditors
Access to guarantees and apex organizations.

Do the Central Bank and/or the Finance Ministry play their role of
regulator, supervisor, and of policy maker?

How are the Fls regulated and supervised? Does the regulatory
framework contain provisions for savings and credit cooperatives, or
non-bank financial institutions?

Region/area of town or country underserved, group of population
without access, magnitude of gap/problem. Are there existing insti-
tutions that could close this gap on a cost-covering basis? What
would be necessary so that they do it?

Is there a necessity to adapt the legal framework for the good func-
tioning of the sector? Do we have the know-how and links to work
towards the necessary changes?

For the later choice of the “right” partner institution and instruments, a minimum under-
standing of the composition and functioning of the local society is a prerequisite. Done with
care it allows to minimize future negative effects and to later on assess the impact.

Involve existing and / or potential clients in the assessment by means of:

Focus group discussions, participatory appraisals, on-the-spot visits, wealth ranking and
household surveys. SDC normally plays an accompanying role only in this process. It is the
FI which has to be or become aware of the situation and allow SDC to monitor the same.

Aspects

Household and re-
gional economy

Social aspects

SDC — Manual / January 2010

Issues to be assessed

Economic activities, seasonality of cash flow (income), savings po-
tential, debts, assets.

Is there economic potential for the individual, the family, the enter-
prise, the area?

Gender relations in the family: Who controls and decides what
(budget, business, type of expenditure, etc.)?

Social status of women, men, youth and the poor in society.

Accountability for Results in Financial Sector Development 9



Phase 1: Project Preparation

Aspects

Access to services
and infrastructure:

Property rights, law
enforcement

Need assessment

Gaps and potentials

Context Assessment

Issues to be assessed

Existence of social structures to build on.

Social links and aspirations of groups and the community.

Access to financial services: proximity, timeliness, quality and ap-
propriateness.

Access to information, technology and innovations, markets, trans-
portation, energy, schooling (literacy) and health services.

Ownership of land, succession rights, functioning of administration,
law and order situation.

What are the target group's perceived needs or problems with re-
gard to access and quality of financial services? Cross-check
whether the assessment corresponds to reality and does not just re-
flect a list of wishful-thinking - not an easy task in the financial sec-
tor!

Do the needs of the target group relate to gaps and problems identi-
fied in the financial sector analysis, and to which ones?

Does the size of the target group or of the potential clients allow for
the development and maintenance of a new financial institution or of
new financial products (financial sustainability, cost-benefit)?

Are services other than financial services needed first, or is a com-
bination with financial services needed to allow for a profitable use
of financial services? Who can deliver such services?

What will/could be the benefits of financial services for the target
group?

Special Tools for Poverty Assessment

In addition to international or national income standards which should be taken into con-
sideration as a first step, the following tools can be useful:
- The poverty assessment tool and the poverty audit:

see www.cgap.org/p/site/c/template.rc/1.11.2745

Both are relatively sophisticated and time-consuming tools developed by CGAP.

- Progress out of Poverty Index (PPI), CGAP-Grameen and Ford Foundations:
see www.progressoutofpoverty.org

A quite robust and well documented tool, which needs some imagination and local know-
how, but easy to handle especially if a scorecard already exists for the country concerned
(see web; new countries are regularly added). Asks 10 simple questions relevant to pov-
erty in a particular environment: e.g. do you have a warm meal every day? Do all children
aged 6 to 15 attend school? The tool can also be used for follow up of clients and as a
proxi for impact assessment. Existence of national expenditure surveys or some other
surveys of reasonable quality is a precondition for developing the poverty scorecard.

B 3 Institutional Analysis
The institutional analysis is a core element of the context assessment. It has to assess
whether the values, mission and other organisational characteristics of potential partner or-
ganisations are suitable to reach the intended objectives efficiently and effectively.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development
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Phase 1: Project Preparation

Context Assessment

o A detailed analysis of one or several possible partners is necessary once the finan-
cial sector has been analyzed. This is usually done together with a potential partner and
on the basis of already existing information. The institutional analysis has to be tailored
to the type of partner — government, network or enterprise - and to the age of the institu-
tion. Not all questions given below are relevant on all the different levels. For enter-
prises, both on the micro- and the meso-level, a more thorough analysis is recom-

mended.

If the initial analysis shows that additional information has to be collected, this is best
done by means of specialists, i.e. rating agencies, auditors, legal experts, etc. depend-

ing on the task.

Aspects

Common Goal

Governance

Management

Manpower

Financial health

Social objectives

Products

Gaps and potentials

SDC — Manual / January 2010

Issues to be assessed

What are the longer-term vision, mission and strategy of the part-
ner?

Are they more or less coherent with SDC’s goals?

Who governs and what is the role and capacity of the entity?
Is ownership clarified and legalized?

How does politics influence decisions and in what aspects?

Capacity, instruments (organizational procedures, management
information system, business plan, etc.) and succession strategy

Discipline and transparency
Collaboration with the Board, i.e. the policy-making entity
Human Resource Policy, manpower market and training possibilities

Performance indicators, longer term projections and equity base
(capital adequacy)

Who is the institution's clientele? What is its mission?

How good is the institution's understanding of what is needed to
reach and serve the respective target group?

What is the institution's risk apprehension with regard to agriculture
and the poor?

What is the institutional commitment to client protection and social
performance? To what degree are the client protection principles re-
spected?

Type of products, adaptation of products to customers’ needs and
potential?

Interest and innovation capacity to serve the targeted clientele in an
optimal way, pricing policy, type of good (i.e. public or private)

Common understanding of where to go, mutual transparency, open-
ness and interest to learn and to change are preconditions for coop-
eration

Potential for innovation and improvement are an asset.

Accountability for Results in Financial Sector Development
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Phase 1: Project Preparation
Context Assessment

e Guidelines and Tools for the Assessment of Retail Financial Institutions and Net-
work Organizations

For retail financial institutions, detailed guidelines, partly tailored to the type and size of
the institution, exist (see box below).

For networks see ‘Format for Appraisal of Network Support Organizations, Techni-
cal Guide’ CGAP 2007, www.cgap.org/p/site/c/template.rc/1.9.3002

Appraisal of Retail Financial Institutions (FIs)

e While collecting information, look for existing results and data!
e Minimum requirements to look at:
- Outreach, number and type of clientele (poverty level)
- Portfolio quality
- Financial sustainability, profitability, liquidity and capital adequacy
- Efficiency

e Performance monitoring and appraisal tools recommended for Fls:
- PEARLS Monitoring System, World Council of Credit Unions (WOCCU), Madison 2002,
especially for savings and credit cooperatives
Www.woccu.org/pearls

- ACCION CAMEL Technical Note, USAID, 1998
builds on the criteria for commercial banks

www.mixmarket.org/sites/default/files/medialibrary/10011.150/CAMEL . pdf

- Appraisal Guide for Microfinance Institutions, A Technical Guide, CGAP 2008
www.cgap.org/p/site/template.rc/1.9.2972

- Social Performance Indicators: Social Performance Task Force or Mix Market
www.sptf.info/page/social-performance-indicators or

www.themix.org/standards/social-performance

- Compliance with Client Protection Principles in Microfinance: Smart Campaign, global ini-
tiative 2009 — 2011 with secretariat at Center for Financial Inclusion, ACCION International

WWW.smartcampaign.org

e Rating and Benchmarking
In general, audit reports and, if available, ratings allow for a good insight into Fls.
- The specialised rating agencies conducting financial and social microfinance ratings are:
Micro-Rate: | www.microrate.com | Planet Rating: www.planetrating.com
M-Cril: www.m-cril.com Microfinanza: www.microfinanzarating.com

- The Rating Initiative is a multi-funder initiative that promotes a global microfinance rating
market and co-funds the first two ratings of FIs. It also prepares an annual assessment of
the global microfinance rating market.

www.ratinginitiative.org

- The Mix Market allows for an international comparison (benchmarking) with a significant
number of regularly reporting Fls.

www.themix.org

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 12
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www.cgap.org/p/site/c/template.rc/1.9.2972
www.sptf.info/page/social-performance-indicators
www.themix.org/standards/social-performance
http://www.mixmarket.org/sites/default/files/medialibrary/10011.150/CAMEL.pdf

Phase 1: Project Preparation
Context Assessment

B4 Framework Conditions at Macro Level

Irrespective of the level of intervention chosen in Financial Sector Development, policies
and framework conditions at the macro level and changes in the particular context do influ-
ence the expected results of a project and its activities.

Make use of existing country studies for a first appreciation. Supplement them with high-
level discussions, and validate information with relevant actors (financial institutions and
other donors) in the financial sector. SDC's policy to concentrate on a relatively small num-
ber of countries, and its long-term cooperation perspective and practice normally allows it to
have access to much or all of the required data.

Aspects Issues to be assessed
Financial Sector policy - Requirements for becoming or remaining a bank or a non-bank fi-
and rules and regula- nancial institution (i.e. legal and capital requirements, rules and
tions regulations).

- Conditions for collecting savings or making transfer payments.

- Are interest rates fixed by regulator? If so, how high are they? Criti-
cal issues: usury and cost coverage.

- Foreign exchange regulations, reserve policies and their taxation.
National policies - Economic and political stability, inflation rate.
- Law enforcement and security situation.

- Development strategies with regard to regional and socio-economic
disparities.

- How independent are the Central Bank and the supervisory author-
ity?
Gaps and potentials - Political instability, wars and/or hyper-inflation are adverse situations
for entering into financial sector activities.

- Playing a significant and positive role in the development of the fi-
nancial sector in a country and/or working together with other like-
minded donors might put you in a position to influence the policy en-
vironment and especially financial sector regulations.
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Phase 1: Project Preparation
Context Assessment

B 5 Interpretation and Conclusions

In the final step, look at the coherence of the findings, the relevance of a particular type
of project, possible partners, risks and potentials.

Aspects Issues to be assessed

Level of intervention

At what level should SDC intervene: at the level of a target group, a
financial institution, with financial infrastructure (support services), in
the market or the regulatory environment or with a combination of
the options?

Note: SDC usually intervenes at the level of financial institutions, of
support services and of the target group (micro, meso and/or client
levels).

- What type of support is appropriate: Institutional support (capacity
building, TA), financial support (credit lines, equity), risk-sharing?

Donors / - Who are the like-minded donors and funders (incl. social investors)

social investors that are already active in the field and could be interested in cooper-
ating?

Partners - Who are the qualifying partners: their qualifications, mission and

vision, their potential and outlook? What are the profiles and motiva-
tions of the owners?

Means - What would be needed in terms of know-how, budget and time
frame from SDC to make a difference in the sector? (order of magni-
tude)

Risks and potentials - Political and economic stability. Real interest of the government

and/or the partners, shared vision and objective; availability of know-
how and potential to learn, to change and/or to grow. Good govern-
ance and qualified management.

For SDC, the context assessment is the basis for its decision making process regarding
type and scope of a project. At the same time, SDC has to assess whether it has a com-
parative advantage for the particular type of project and in the geographical area con-
cerned, and whether there are any synergies with other SDC activities in the region. (see
Module 1.3 B1 for answering these questions.)
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Phase 1: Project Preparation . .
Project Design

Content of Module:

A General Aspects

A 1 Designing a Project

B ESD Aspects

B 1 Designing a FSD-Project

B 2 Main Types of FSD-Projects
B 3 Main Instruments for FSD

A General Aspects

A1 Designing a Project

Planning a project or programme primarily /
Context

means designing an intervention that will
ultimately fulfil existing needs. These
needs, gaps or demands depend on - and
have to be identified within - the specific Needs - Impact
context. As shown in the figure, an appro- S EIIECE

i ) X ! Programs,
priate project design has, at the same time, 3 9 t
. . . Planned . Achieved
to consider the capacity of the implement- outcome | PTOJECIS,  Guicome
ing organization(s). Therefore, designing a ¥ Interventions *
project should be an iterative process in Planned Achieved
. R Output Output
which support is fine-tuned to the context % F

(actual needs) and the capacity of the im- \ s »

plementer(s) (human, institutional and fi-
nancial resources as well as relevant ex-

. . Structures & Processes
perience) to achieve the expected results =

(output, outcome, impact) on all targeted Implementing Organization(s)
levels of intervention, i.e. micro-meso-
macro.

For designing a project, different methods are available (e.g. logframe approach).
Whatever the method chosen, it should in one form or another cover the basic steps out-
lined in the figure shown here, and consider the following aspects:

e A comprehensible logic between the identified needs and the planned results of the
pproject is established (see figure above). It shows the means-end logic of how the re-
sults shall be achieved and indicates key assumptions with regard to the causal effects
within the socio-economic, political, institutional and legal framework (i.e. 'result chain
logic)).

¢ Involve all relevant stakeholders early on in the project identification process to en-
sure realistic objectives and to set the basis for good local ownership. The latter is cru-
cial for the effectiveness and sustainability of a project.

o Clear, realistic and verifiable objectives and intervention strategies on all levels,
shared among stakeholders. To crosscheck the feasibility of the objectives, measurable
performance indicators need to be agreed upon with the stakeholders, and assumptions
and risks relevant for achieving the results have to be assessed carefully.

e Consistency of project design and strategy with SDC’s Financial Sector Policy.
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Phase 1: Project Preparation

B FSD Aspects

B 1 Designing a FSD-Project

Project Design

The art of defining a good project strategy means combining and fine-tuning the differ-
ent elements shown in the figure below in such a way that the project provides an optimal
response to the identified needs in the given context. This implies an iterative process in
which the evolving project strategy is continuously checked against the four key criteria

mentioned below.

SDC Policy Orientation
(see Module 1.1)

- Macro, meso, micro

- Outreach

- Subsidiarity, etc.

A detailed checklist for the appraisal and selection of FSD project strategies is given in An-

nex 1.3.1.

1 Relevance, comprising two

Context  (see Module 1.2)
- Needs
- Potentials / Constraints
- Possible partners
- Institutional capacity
of partners, etc.

FSD Instruments

(see B 2 below)

- Technical Assistance

- Loans

- Revolving credit funds
- Guarantees

Project

(55

Types of FSD Projects
(see B 1 below)

- Macro-level projects
- Meso-level projects
- Micro-level projects

essential issues:

¢ Rapid expansion of outreach so that significantly more so-far-not-served and under-
served people can access financial services that meet their needs on a lasting basis

at affordable costs.

e Chances that the targeted population can be reached by the services and can use
these services for their benefit.

2 Sustainability: It should be ensured that the project results (e.g. increasing number of
active clients) and outcomes (e.g. an increasing number of clients expand their small
enterprises) continue upon completion of the project. Sustainability comprises institu-
tional, financial, social and environmental aspects.

3 Consistency with SDC’s financial sector policy: The project must be in line with the
goal, strategic orientation, operational principles and instruments as well as priorities of
SDC, as reflected in its Policy for Financial Sector Development.

4 Scope and SDC’s comparative advantage: A project is only justified if SDC has the
particular knowledge and expertise and, in addition, may create synergies under the
conditions of effective donor alignment and harmonisation, and does not crowd out
other potential stakeholders, in particular the private sector.

SDC — Manual / January 2010
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Phase 1: Project Preparation

Project Design

B 2 Main Types of FSD-Projects

Based on the identified needs, the context assessment and SDC’s comparative advan-
tages, one (or a combination) of the following main types of projects is selected on macro-,
meso- and/or micro-level. The lists below indicate typical characteristics of the main types
of FSD-Projects and mention specific requirements and established ‘good practices’.

1 Macro-level Projects

Objective(s)

Typical type
of support

Specific
Requirements

‘Good
practice’

Improved regulatory and supervisory framework and general policy frame-
work. Equity requirements, interest rate policy (liberalisation), framework for
deposit-taking Fls, etc.

Improved legal framework for financial transactions, such as general contract
and property laws and collateral laws.

Advice in developing/reviewing financial sector laws and regulations and in
establishing efficient and non-bureaucratic supervisory mechanisms.

Contribution to sector policy dialogue and providing appropriate fora for
learning and exchange.

Advice in improving selected legislation and law enforcement, relevant for
financial transactions.

Financial sector reforms aiming at greater breadth and depth require very
specific expertise and sufficient leverage (i.e. require collaboration with key
donors), due to their political nature.

Potentially time-consuming interventions with little guarantee for success, as
progress is largely determined by national political conditions.

Close collaboration and long-term dialogue with relevant government authori-
ties to promote the role of the government as an enabler (i.e. not as a direct
provider).

Effective donor co-ordination and harmonisation (International Finance Institu-
tions, bilateral donors with recognized FSD capability).

2 Meso-level Projects

Objective(s)

Typical type
of support

Specific
Requirements

‘Good
practice’

SDC — Manual / January 2010

Strengthen or facilitate creation (where necessary) of microfinance networks
and associations to stimulate professional exchange and strengthen lobbying
power, especially with regard to the regulatory and supervisory framework.

Promote services for accounting, audit, rating, information technology, human
resource development, market research, etc.

Facilitate market development for essential services to Fls, i.e., payment and
clearing systems, credit bureaus, apex organisations, guarantee funds, stock
exchanges and other elements of financial and capital markets.

Capacity-development and/or financial support for strengthening sector
associations and developing service provision.

Risk-sharing in the development of markets for support services.

Promote transparency and financial literacy.

Utmost caution is required when funding or creating apex funding institutions,
and credit guarantee schemes, since many of them fail.

Ensure that most Fls have access to appropriate services from the service
providers supported.

Subsidies to networks and research programmes with a ‘public goods' charac-
ter may be justified if they are time-bound and linked to clear performance in-
dicators.

Accountability for Results in Financial Sector Development
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Phase 1: Project Preparation

Project Design

3 Micro-level Projects

3.1 ‘Up-scaling’ (strengthening of FIs) and ‘Greenfield’ (creation of new FIs)

Objective(s)
a) Up-scaling
b) 'Greenfield’

Typical type
of support

Specific
Requirements

‘Good
practice’

Support microfinance service providers with a vision and potential for eco-
nomic viability and large-scale outreach, also to poor people. Help them to get
formalised and, eventually, regulated.

Creation of a new FI where no Fls are present or willing to extend their ser-
vices to SDC's target groups or where a competitive and innovative new FlI
can induce rapid market development.

Human and institutional capacity development and technical assistance.
Risk-sharing to pilot test new products and product delivery mechanisms.

Facilitate access to funds: in the domestic capital markets or from re-
gional/international microfinance funds and private investors, or from SDC.

Equity in exceptional cases where the FlIs offer very innovative products to
poor clients and where the FIs act as market innovators to be followed by
other Fls. Need for high potential to attract other funders and/or collect sav-
ings.

Proper assessment of partner Fls, (e.g. realistic perspective for financial self-
sufficiency; shared mission of rapidly expanding outreach per se and/or depth
of outreach, as well as socially responsible behaviour).

The 'Greenfield’-approach requires long-term support and high capital outlays
for the new institution to mature into an economically viable operation, unless
an international microfinance group (e.g. ProCredit Holding, Opportunity In-
ternational, ACCION, FINCA International) creates a new micro bank accord-
ing to its ‘ready-made’ management systems.

Long-term commitment but with a clear exit strategy.

Support adjusted to the (stage of) institutional development of the FI and
linked to clear performance indicators.

Transparency and accountability by insisting on regular financial- and social
performance reporting (in line with international reporting standards, national
regulations and CGAP norms), annual external audits, regular ratings, etc.

3.2 ‘Down-scaling’ (assisting banks in reaching down-market)

Objective(s)

Typical type
of support

Specific
Requirements

‘Good

SDC — Manual / January 2010

Deepened outreach of fully operational banks to small enterprises and/or poor
households on a long-term, profitable basis.

Employment generation through development of SME lending operations.

Increased competition by encouraging banks to go down-market and, thereby,
forcing Fls to become more efficient while margins are declining.

TA and training support to banks in areas such as product development,
costing and marketing, customer relations with the new clientele, etc. This in-
cludes the understanding of the household, farm and small enterprise econ-
omy.

Banks willing/committed at the highest levels (board, management) to diver-
sify their clientele towards small enterprises and poor households in a socially
responsible manner.

More appropriate approach, particularly for small enterprise finance and in
more mature financial markets where significant bank branch networks exist.

Demonstrate the profitability of selected products for a new clientele to all

Accountability for Results in Financial Sector Development
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Phase 1: Project Preparation

practice’

Project Design

bank levels, including the board, to secure full support in rolling out new prod-
ucts.

Support product development and management procedures in line with those
of other product lines, and help train a core group in charge of product testing.

3.3 ‘Linkage* (linking self-help organizations with financial institutions)

Objective(s)

Typical type
of support

Specific
Requirements

‘Good
practice’

Reduced risks (through "social collateral") and financial transaction costs.

Facilitation of links between existing or newly created self-help organiza-
tions (e.g. ROSCAs in Kenya, self-help groups in India), their associations,
NGOs or other types of semi-formal financial service providers on the one
side, and formal FIs on the other side (strategic alliances, like service com-
pany models).

Work through existing networks, as far as feasible.

A minimum branch network of the Fls is required so that the self-help organi-
zations or their associations can reach a branch within an acceptable travel
time.

Avoid undermining the balance between savers and borrowers of the self-help
organizations through e.g. credit lines.

Let informal financial intermediaries set their own pricing policies and encour-
age them to be transparent about their pricing.

B 3 Main Instruments for FSD

SDC has the following four main instruments for supporting FSD projects partly on all
levels, i.e. micro, meso and macro.

1 Performance-based Grant Support

1.1 Technical Assistance and Training Grants

Objective(s)

Specific
Requirements

- Overcome constraints in the human and institutional capacity of the partner
institutions for achieving self-sustained operations. This instrument applies to
Fls, sector associations, service providers for FIs and regulatory authorities.

- The partner institutions should themselves assess their key TA and training
needs and priorities. ToR and the corresponding profile for the service pro-
vider(s) should be developed jointly.

- The partner institution should co-finance the TA and training according to its
financial capabilities to ensure commitment to the process. It should thus
have the right to (co)select the TA and training provider(s).

- The TA / trainer provision agreement should clearly specify the targets, the
cost-sharing and the obligations of the donor and the partner institution, in-
cluding reporting requirements.

1.2 Learning Platform and Applied Research Grants

Objective(s)
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- Strengthening Fls, sector networks / associations, credit bureaus, govern-
ment agencies and so forth in developing innovative solutions.

- Exchanging experiences and developing common understanding for joint
action.
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Specific
Requirements

Phase 1: Project Preparation

Project Design

Peer-to-peer training can be effectively supported for members of a sector
association.

Exposure visits to other FIs or supervisory authorities in other countries.

Applied research can provide the necessary information for follow-up action,
for example, market research and client satisfaction surveys; studies on cli-
ent indebtedness; capitalization of experiences for dissemination; etc.

1.3 Risk Sharing Grants

Objective(s)

Specific
Requirements

2 Loans

Objective(s)

Specific
Requirements

Special case:
Objective(s)

Specific
Requirements

SDC — Manual / January 2010

Risk-sharing on all levels, e.g. for the testing of innovations.

Trigger/allow a FI to offer a product that it would otherwise either not be able
to offer or, if so, only at too high a cost or with an unknown risk, by sharing
the risks with the FI.

Clear contractual obligations of both parties, with a time frame and clear
definition of the events that trigger risk sharing, and under what conditions
and procedures.

Refinancing the outreach expansion of the FlI, if the FI has no access to
loans from domestic banks and other refinancing sources, incl. savings mo-
bilisation.

Only FlIs which are at least operationally self-sufficient are credit-worthy.

Loans should not be subsidised as a general rule, as this may discourage
savings mobilisation and financial sector integration. Subsidised loans are
only justified in the build up of an immature Fl as long as the sub-loans are
priced at (near) market rates.

Loans should preferably be in local currency. The donor should at least en-
sure that poor borrowers do not bear a foreign exchange risk. Ideally the do-
nor should encourage a domestic bank, for instance with a credit guarantee,
to lend to the FI in domestic currency.

The loan agreement should clearly specify the expected target groups, the
lending conditions, the obligations of both parties, including reporting re-
quirements.

Revolving Credit Funds - to be avoided, in principle!

Provision of funds for specific lending operations where a professional lender
is not available and where no other viable options exist, e.g. for time-bound
action research to promote innovation.

Professional management is a must. If the credit component is under a rural
integrated project, specific FSD expertise must be ensured.

Needs to be institutionalised as early as feasible, and ownership must be
clear from the onset. If not, such funds consistently fail in reaching their tar-
gets.

Need for clear contractual obligations of both parties and clarification of risk-
sharing and ultimate ownership and purpose of the funds.

Accountability for Results in Financial Sector Development
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Project Design

3 (Wholesale portfolio) Guarantees

Objective(s)

Specific
Requirements

4  Equity

Objective(s)

Specific
Requirements

SDC — Manual / January 2010

SDC shares the risk of a bank willing to wholesale first-time loans to (a) mi-
cro / rural financial institution(s) with no previous commercial refinancing
track record. Common purposes for (commercial) banks are to test new
markets through specialised intermediaries prior to a direct engagement or
to develop pro poor financial service providers as a new clientele for whole-
sale lending, money transfers etc.

Guarantees should be demand-oriented and cover not more than 60% of the
risks so as to keep the bank motivated in managing the guaranteed loans
professionally.

Wholesale loan portfolio guarantees are far more cost effective and prag-
matic than retail loan guarantees. As a general rule, the latter should be
avoided.

Wholesale loan portfolio guarantees should improve access to commercial
refinancing in domestic currency and should lead to lasting relationships be-
tween banks and other Fls.

Clear contractual obligations of both parties and clear definition of the events
that trigger guarantee payments, and under what conditions and procedures.

This instrument is used in rare and well justified cases only (SDC is, in prin-
ciple, not an investor). Objectives for SDC becoming a shareholder are:

To contribute to the shaping of the development mission of an Fl and to fa-
cilitate the mobilisation of additional (local) funds.

Responsibility sharing with strong control. Qualified representation on the
board essential.

Strategy and modalities for an SDC exit to be conceived at the moment the
engagement is taken.

Often to be combined with a technical assistance grant.
SDC Working Aid for Equity Participation must be considered (Annex 1.5.3)
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Al

Project Planning

Content of Module:

A  General Aspects

A 1 Elements of Planning

B FSD Aspects

B 1 Allocation of Resources

General Aspects B 2 Performance Indicators
B 3 Agreed Exit Strategy

Elements of Planning

Once the project strategies have been selected (see Module 1.3: B1), the operational mo-
dalities of the project need to be planned, namely:

1 Allocation of resources
2 Basis for performance measurement
3 Exit strategy.

The SDC guidelines on preparing entry proposals (‘Eintretensantrag’), project documents
and credit proposals (‘Kreditantrag'), provide general guidance for this step of project plan-
ning.

1 Resource and Activity Planning

Adequate funds, time and human resources are critical for the success of a project. Plan-
ning means to ensure that the resources required can be mobilised in terms of quantity and
quality. The basis for resource planning is the definition of key activities, or at least areas of
activity, expected results and an implementation schedule. In an iterative process, the tim-
ing of key activities and the required inputs (human, financial, technical) from all parties in-
volved need to be identified and incorporated into an operational plan.

2 Performance Indicators

To measure the performance of the project, i.e. progress of key activities and achievement
of results, throughout implementation and ultimately during evaluations, clear and objec-
tively verifiable performance indicators need to be agreed upon in the planning stage. Thus,
a situational analysis is required, preferably including baseline data, to monitor essential
change processes.

Wherever possible, indicators should be drawn from existing information to avoid that the
partner institutions are taken up by extra reporting requirements. Where several donors are
involved, coordination for harmonizing reporting is a must.

3 Exit Strategy

The withdrawal of external (donor) support already has to be considered as part of the pro-
ject planning.
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Project Planning

B FSD Aspects

B 1 Allocation of Resources

Some principles and good practices to be considered when planning resources and ac-
tivities for micro-, meso- and macro level interventions:

v
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Subsidise operations of FIs and meso-level organizations only on a temporary
basis with a regressive scheme and don’t undermine market incentives. A more lenient
approach may be justified on the macro level, because the services of a regulatory au-
thority can be looked at as a ‘public good'.

Link co-financing to transparent and measurable performance indicators of the
partner institutions as part of collaboration contracts (see Module 1.5: B1, point 6). For
instance, achievement of financial self-sufficiency is important not only for Fls but also
for audit, rating, training, or IT companies operating on the meso level. The number of
poor people served on a sustainable basis is another indicator to be considered.

Clarify social objectives and responsibilities at the partner and SDC level. There is no
contradiction between reaching financial and social goals, i.e. the so-called 'double bot-
tom line' can be met.

Set the right incentives for the partner institutions (at all levels) to reach the joint
targets including its social mission as effectively and fast as feasible. For instance,
part of a loan could be converted into a grant if the partner FI achieves joint targets on
time or ahead of time. Incentives for macro-level projects may be linked to compliance
with policy conditionality as set down by the Bretton Woods Institutions.

Offer resources to a partner institution according to its own organisational logic
in terms of timing and availability of management resources to ensure that the partner
institution takes the lead and develops full ownership. An oversupply of resources may
overtax the capacity of the partner institution and is likely to send wrong signals.

Define realistic targets which provide for contingencies for unforeseeable events, i.e.
no ‘blue-prints’, leaving sufficient flexibility to respond to changes.

Have an adequate time horizon to ensure that the results can be reached on a sus-
tainable basis, particularly the lasting access of SDC’s target groups to client-oriented
financial services offered by financially self-sufficient FIs. New FIs usually require be-
tween 3 and 7 years reaching financial self-sufficiency. In a rural context, they may re-
quire even more time. Consider that political events (e.g. general elections, parliament
approval of new legislation, etc.) and administrative requirements have a significant in-
fluence on the timing of macro-level projects.

Allocate resources for regular joint reviews with the implementing organization(s) to
adjust the project to changing conditions, as required.

Disbursement pressures due to administrative requirements of the donor must be re-
sisted. Be aware that too many foreign re-financing sources, besides other negative ef-
fects, may hamper domestic savings mobilisation.
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B2

Performance Indicators

For agreeing on realistic targets during plan-

ning and for measuring performance during For a list of proposed Performance
implementation  (monitoring) and  during Indicators see Module 2.1 - Monitor-
evaluation, the definition of verifiable, transpar- ~ ing - of this manual.

ent performance indicators at the outset of the S

project is important.

An international consensus has been reached regarding a set of minimum financial per-
formance indicators for retail Fls. They are integrated in the 'Monitoring System of SDC'
(Short version: see Annex 2.1.1 or
www.intercooperation.ch/finance/download/#monsystem) or in the 'Core Performance Indi-
cators for Microfinance' (Draft by Richard Rosenberg): www.microfinancegateway.org.
Likewise, there is widespread agreement on outreach and institutional performance indica-
tors for retail Fls.

Over the last few years, donors and social investors have shown an increasing commitment
to improve transparency with regard to the development (pro poor) results in financial sec-
tor development. A common framework and indicators have evolved to also measure and
report on the social performance of financial institutions, complementary to their financial
performance. The process has been led by the 'Performance Task Force', see
www.sptf.info/page/social-performance-indicators. Dimensions taken into account include
mission (design), activities (process) and results (output, outcome, impact). The agreed
upon indicators have become part of the Mix Market (Microfinance Information eXchange)
reporting: www.themix.org/standards/social-performance.

A specific initiative which SDC has been promoting to enhance transparency on social per-
formance is the work of CERISE with the platform ProsperA : www.cerise-microfinance.org.
The tool (social performance indicator audit) pays special attention to the outreach to the
poor and excluded, the adaptation of services and products to the target clients, economic
and socio-political benefits for clients and their families and the institutions’ social responsi-
bility towards staff, clients, community and environment. It is fully compatible with the Social
Performance System report of the Mix Market, user-friendly and cost efficient.

The work to measure and report on social performance continues to evolve. Challenges
are the wide-spread use of common indicators agreed under the Task Force, standards
and transparency for social investment funds, and the consolidation of a combined set of fi-
nancial and social performance indicators.

Performance indicators for macro-level projects are difficult to standardize, due to the
complexity of the objectives, the difficulties in attribution of effects and due to variations in
the socio-economic and political context. For companies operating at the meso-level, gen-
eral performance indicators for private sector operations exist. They have to be selected
according to the type of organization (member organization, share holding company) and
the services (training, audit etc.) promoted.
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Good

. Project Preparation . .
Project Planning

Practice

v' Wherever possible, derive indicators from existing information which the FI or others are
reporting to their investors, to the supervisory authority (if regulated) and to MIX
(www.themix.org).

v' Chose proxy indicators, if direct indicators are too costly and/or difficult to collect.

v Indicators must be incorporated from the onset. They are part of the contractual agree-
ment. The more developed the partner institution, the more complex the performance
tools that can be applied.

v En

sure appropriate co-ordination and communication mechanisms, if more than one im-

plementing institution is involved, i.e.:

B3 Agre

Foresee joint reporting and performance reviews.
A competent and motivated ‘project steering committee’ may play an important role.

ed Exit Strategy

An exit strategy is required from the onset of the project and needs to be clearly communi-

cated

In the

with the partner to make mutual expectations transparent.

case of strengthening the retail capacity of a FI, the exit strategy should comprise a

shared vision with the Fl, clarifying what objectives should be achieved in what time frame
and by what means. This implies the following features:

1 7T
g

a.
b.

e

2 T

he medium-term business plan (three to five years) of the FI must demonstrate the
radual achievement of financial self-sufficiency through clear time-bound targets on:

Outreach expansion in depth and coverage;

Gradual improvement in key indicators for efficiency, productivity and profitability
(i.e. administrative cost ratio, number of clients per field staff, financial self-
sufficiency, equity in relation to debts/savings etc.);

Introduction of up-graded and new financial products;

. Improvements in product delivery systems to reduce transaction costs for both the
Fl and its clients;

. Governance and ownership.

he targets are jointly reviewed by the FI and the donor at regular intervals to ensure

timely corrections, if required (see Module 2.1: B1).

3 A clear and transparent incentive/disincentive system (monetary, as well as non-
monetary incentives; e.g. facilitation in mobilising investors, etc.) for the Fl to follow the
exit strategy as fast as feasible. The incentive/disincentive system has to be part of the
contract (see Module 1.5: B1 & B2) and should not cause any negative side-effects or
moral hazards.
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Project Agreements

Content of Module:

A General Aspects

B ESD Aspects

B 1 Principles of Contracting

B 2 Agreements with Financial Institutions
B 3 Specific Contents of Agreements

General Aspects

Project design and decision-making follows an iterative process. If the preliminary project
design convinces the SDC Cooperation Office, it prepares the first documentation (i.e. entry
proposal) for a preliminary decision by Headquarters. This entry proposal is used to check
whether the project idea or concept receives basic approval from the SDC decision-making
body. The complete project design, described in a project document, is finalised only after
this initial step. Often the project document is developed parallel to the preparation of the fi-
nal documentation for decision-making, i.e. the credit proposal. Ultimately, the project
document serves as basis for the collaboration agreement, and is attached to the latter.

The formal project decision-making process of SDC comprises three steps
1 Preparation of Entry Proposal

2 Preparation of Project Document

3 Preparation of Credit Proposal

(see Annex 1.5.1 for examples of the mentioned documents)
(see SDC Intraweb for Guidelines on Credit Proposals)

For all these steps, it is important to be clear on:

e Who prepares the proposal?

¢ Who decides (according to proposed financial commitment)?

¢ Who needs to be involved in the consultation process, and when?

Once the project has been approved, contracts with implementing organizations need to be
prepared as legal basis for the implementation of the intervention.

FSD Aspects

In this step of the PCM-process, the particularities of FSD-projects are mainly with the con-
tracting process. Agreements with FIs and service providers on the meso-level will differ
partly from ‘classical’ project agreements, since the implementing partner is usually an en-
terprise operating according to private sector principles. Therefore, agreements with Fls
need to follow the principles below.

Principles of Contracting
In the process of contracting, the following principles need to be adhered to:
1) Clear joint objectives and rationale for co-operation, mutually agreed with partners.

2) Clear ownership agreement on grants (notably fixed assets financed), loan funds and
sub-ordinate debt.

3) Clear understanding of how to achieve the objectives operationally within a realistic
time-frame.
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4)

5)
6)

7
8)

Project Agreements

Well-defined exit strategy, specifying conditions and possible incentives.

Rights and responsibilities of both partners explicitly defined.

Agreement on an efficient and effective monitoring and reporting system for a perform-
ance based implementation (see Module 2.1: B1). In general, annual external audits, to
be carried out by an independent and professional audit company. The partner institu-
tion submits a copy of the audit report and the management letter.

All agreements and amendments only in writing, i.e. no gentlemen's agreements.

Regular joint reviews by steering committee or appropriate joint supervisory body.
= Scope of review depends on importance of co-operation for the FI and its
degree of professional maturity.

B 2 Agreements with Financial Institutions

Generally, the agreements with partner FIs state the terms and conditions of the support
provided by SDC to these Fls within the scope of an FSD project.

Main Generic Contents of an Agreement

Topics Issues to be covered
Preamble Overall development co-operation goals.
Co-operation framework Objectives and targets with agreed and verifiable per-

formance indicators.

Reporting For regulated Fls: preferably little or no extra reporting
than what the supervisory authority demands.

Not yet regulated FlIs: should be encouraged to comply
with the reporting requirements set by the supervisory
authority as soon as feasible.

Refer to minimum performance indicators in Module 1.2:
B3 (p. 12) and 2.1: B2 (p. 35).

Frequency of reporting has to be fixed according to
the type and magnitude of support and the internal pro-
cedures of the institution.

Annual external audit reports
and management letters

Joint review of progress At regular intervals. This underlines the partnership and
allows the partners to review progress made in the light
of rapidly changing market and overall financial sector
framework conditions. Changes, if required, can be
agreed upon in time by signing an addendum to the

agreement.

Built-in incentives For good performance: financial (i.e. conversion of loans

(if appropriate) into grants or equity) and non-financial (i.e. public rela-
tions)

Duration Reasons for earlier termination and procedures for
amendments.

General covenants and signature of authorised representatives
(preferably with the board of the FI).
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B 3 Specific Contents of Agreements

In addition to the main generic contents of a contract, agreements need to be designed
according to the specificities of the instrument used. Templates for the most common
financial instruments (grants, loans and wholesale guarantees) are provided in Annex
1.5.2. The following table presents the main issues to be considered when applying one of
these instruments or equity participation.

Grant Agreement e SDC uses performance based grant agreements to fund technical
assistance and training, learning platforms and applied research, and
to share specific risks of innovating Fls.

e Technical assistance and training grants (mainly human and institu-
tional capacity building) are normally provided on a cost-sharing ba-
sis according to the financial capacity of the receiving FI. This en-
sures quality control of the services by the recipient FI.

e Time-bound and regressive subsidies for branch expansion can be
granted in order to share the up-front investment costs of outreach
expansion into a poor rural area.

e The experimental costs in developing and testing new financial prod-
ucts and new product delivery mechanisms can be shared by SDC
S0 as to motivate the partner Fl to enter into new market segments
with limited risk.

e Grants and subsidies need to be factored into the annual operational
budget of the institution supported.

Template for Grant Agreement in Annex 1.5.2.

Loan Agreement o Responsibilities of borrower/the FI: Fund utilisation according pur-
pose agreed upon, conditions for using funds (e.g. on-lending on full
cost-covering basis). Repayment of full loan amount (with or without
interest) to SDC

¢ Responsibilities of SDC: Transfer of funds according conditions and
disbursement procedures of the Loan Agreement.

e |nthe case of a more infant/immature FI: Sub-loan management
policies, procedures and eventually even forms (e.g. client loan
agreements).

e Technical assistance package, if applicable.
e Loan repayment to SDC may be backed-up by a State guarantee.

¢ Aloan agreement in local currency means that SDC, and not the end
clients are bearing the exchange rate risk.

e Special case of Revolving Credit Funds: SDC aims at avoiding
Revolving Credit Funds wherever feasible. If, under special circum-
stances, such a fund is justified, the following are key issues to be
considered: (1) Legal identity of the partner (ownership, governance
and responsibilities); (2) Professional credit-delivery policy, capacity
and monitoring system. Considering the usually transitional character
of the instrument, laying down an exit strategy in the agreement is a
must.

Template for Loan Agreement in Annex 1.5.2 with differentiation
between "mature" and "immature” (start-up) Fls.
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'‘Wholesale'
Guarantee
Agreement

Equity Investment
Agreement

Project Agreements

e The beneficiary of an SDC 'Wholesale' Guarantee normally is a local
commercial bank that provides a local currency loan to the partner Fl
serving SDC target groups. A complementary objective of the guar-
antee instrument is to facilitate the development of domestic capital
markets (regular business/lending relationships between commercial
banks and pro-poor financial institutions).

o Clear definition of the guarantee event is important to avoid moral
hazard.

e At the very least, the local commercial bank must bear 40% of the
risks of lending to its client(s).

Template for 'Wholesale' Portfolio Guarantee Agreement in Annex
1.5.2.

¢ Only in exceptional cases where other investors cannot yet be mobi-
lised. Only on a temporary basis with an exit strategy for the moment
when other investors can be mobilised.

e Responsibility sharing with strong control: representation on board.

e Fix specific contents, like capital share, profit allocation, loss-sharing,
etc.

e Technical assistance package, if required.

e SDC guidelines on equity investments (Annex 1.5.3: Document
t.110.0/t.300-8, in German only).

No template can be provided. Agreements to be designed for a
specific case and situation, considering good practices.

Combinations of the different agreements mentioned above are possible, e.g. a Loan
Agreement can include provisions for a conversion into a Grant or Equity Investment
Agreement, depending on the particular objectives of the FSD project concerned. Likewise,
Loan-, Guarantee- and Equity Agreements can be combined with a Grant Agreement.

SDC — Manual / January 2010

Accountability for Results in Financial Sector Development

29

1.5



Phase 2: Implementation . .
Monitoring

Content of Module:

A  General Aspects

A 1 Purpose and Definition

A 2 Key Elements of a Monitoring System
B ESD Aspects

B 1 Monitoring Requirements for FSD Projects
A General Aspects B 2 Monitoring Requirements & Tools for Fls

Al  Purpose and Definition

The purpose of monitoring can best be described as "Keeping in Touch with Reality".

Monitoring means the continuous systematic observation of specified indicators which al-
lows the stakeholders in charge of the project to make informed decisions, steer and form
the intervention in order to reach the objectives in the best way possible.

A2  Key Elements of a Monitoring System

To design a monitoring system, the following elements need to be considered as a minimal
requirement.

U What needs to be monitored?
Basically, three fields of observation need to be distinguished:

¢ Results to be achieved (i.e. performance monitoring). This shows whether a project
or an institution is on track in reaching the set objectives on the different levels, i.e.
output and outcome.

o Context monitoring: Observation of the assumptions on which the project strategy is
built and of new risks and opportunities that may implicate changes in the project
design or in the implementation.

e Process monitoring for analysing why results are achieved or not achieved. This
helps to identify potentials and shortcomings in the capacity of the implementers
and to define corrective measures.

O How to monitor and collect the information?

¢ Who needs what information for what purpose? The implementing organizations
primarily require information for the management of their operations as a whole,
whereas donors focus more on the support project and on information for strategic
steering. There is, of course, an overlap of these requirements so that donor re-
guirements to a great extent should be covered by information collected by the im-
plementing organization. If support is provided for institutional development, it
makes sense to look at the whole institution and not just at the supported activity of
the institution, and thus select information accordingly.

¢ What kind of information is needed? Since we cannot observe everything, moni-
toring is the art of selecting the relevant information out of the abundance of
available information. Practical quantitative or qualitative indicators are needed,
which describe the achievement of a situation or a change in situation objectively.
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Both facts and interpretations are necessary. Objective figures and facts provide
the basis for discussing the subjective impressions and experiences, which often
contain important insights into the processes that lead to the results.

e When is information gathered and used by whom? The frequency of information
collection depends on the purpose of monitoring (e.g. activity monitoring can be
daily, outcome monitoring annually) and, according to their role, the various stake-
holders have a different focus of monitoring and thus different needs in terms of type
and frequency of information.

e How is information processed for reporting? The information collection needs to
be organized in such a way that information can be aggregated from lower to higher
levels. To avoid unnecessary work for the supported organizations, reporting re-
guirements of different donors should be harmonized and should help to improve
the partner's own monitoring and reporting.

FSD Aspects

For any project, monitoring systems with clear and measurable indicators are a prerequisite
for steering projects systematically and an important source of information for evaluations.
The particular situation in FSD-projects (on the micro level) is that FIs as 'financial enter-
prises' must have their own systematic, reliable monitoring system with a minimal
set of standardized financial performance indicators, irrespective of external support.
This is an indispensable prerequisite for their operations. For example, a FI must have
regular, daily information on the cash/liquidity situation to allow for new lending or saving
withdrawals or to fulfil the legal requirements. Either such a system exists or else the Fls
need to be supported in developing it.

Monitoring Requirements for FSD Projects

On the part of SDC, the type, amount and frequency of information required for the
monitoring of FSD-projects, depend mainly on 1) the level (macro, meso, micro) on which a
project works, 2) the type of support, and 3) the function or role that SDC has in the project
(shareholder, main funding partner, etc.). Therefore, the focus of project monitoring varies
according to the partner institution and type of support. The following tables show the foci
and provide some reference for possible indicators.

The financial commitment of SDC determines its involvement in monitoring. The bigger
the funds at risk, the closer the performance will be monitored. A minimal requirement for
monitoring Fls is the provision of a yearly financial statement and a short report with
agreed-upon performance indicators related to the type of support (e.g. advancement of the
product to be developed or its usefulness).

The indicators for monitoring the projects are defined in the planning stage and depend on
the objectives to be reached (see Module 1.4: B2). They also serve as reference for evalua-
tions. In line with the possible development of the project and its context, the initially set in-
dicators may need to be supplemented or revised to adapt the monitoring to the changed
reality.
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Monitoring

Focus of Monitoring and Performance Indicators

1 Macro-level Projects

Typical Objective(s)

Improved regulatory and supervisory framework and/or capacity to implement the same.

Typical focus of monitoring Commonly suggested performance indicators

- Quality and advancement of policy -
development processes

- Quality of regulated and supervised -
Fis

- Important changes in the context -

2 Meso-level Projects

Typical Objective(s)

Participatory approach: Number and type of FlIs par-
ticipating in the dialogue.

Reference to good practice, engagement of high level
administrators.

Number and type of Fls being supervised; number of
on-the-spot visits; amount of trust into the sector: re-
sults of FIs (amount of deposits, capital adequacy and
liquidity).

Political support, policy environment, personnel situa-
tion: related changes must be reported.

Strong apex-organizations and markets for essential financial-sector support services

Typical focus of monitoring Commonly suggested performance indicators

- Quality and advancement of proc- -
esses of institutional development

- Quality and adaptation of services

- Important changes within the institu-
tion and its environment (risks, op-
portunities) -

3 Micro-level Projects

Typical Objective(s)

Percentage of market covered; rate of cost-coverage
(financial self-sufficiency).

Turnover, number of members/clients, etc. Improve-
ment of financial sustainability and/or outreach. What
type of Fls are reached.

Management, Board, internal and external rules and
regulations: important changes must be reported.

Broadening and deepening sustainable access to financial services

Typical focus of monitoring Commonly suggested performance indicators

(see also table below for a "Minimal Set of Indicators",
page 6 and Annex 2.1.1)

- Outreach with emphasis also on -
social performance

- Financial health/sustainability of FI -

Number of active clients; geographical coverage
Poverty outreach

Adaptation of services to the clients’ needs and pos-
sibilities (client protection)

Portfolio quality, Profitability
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- Institutional performance - Security
- Capacity building, board activities, exchange with
others. Changes in management and board composi-
- Changes in the context that might  ton or status.
affect the Fl's operation - New product developments, client surveys, etc.

- Competitors, political and economic stability, regula-
tion.

Most of this information should be readily available, because FlIs will produce it as part of
their own monitoring system. See, for example, FRAME: A tool providing a 'Framework for
Reporting, Analysis, Monitoring, and Evaluation' of Fls in different languages under
www.seepnetwork.org.

Good Practices

v To the extent possible, indicators as a basis for decision-making have to be monitored
by the FIs and client groups (i.e. through participatory monitoring). It is important that an
institution internalises review processes (e.g. on gender in staff development, service at-
titude towards clients, etc.) and builds capacity to analyse the information and translate it
into the necessary adjustment of operations.

v Monitoring reports are always addressed to a decision-making body (e.g. Directorate,
Board, Donor). To ensure that the monitoring information is used for decision making
and thus steering of the operations, these bodies need to prepare a response to the re-
ports.

v' SDC shall accept, as much as feasible, financial- and social performance data gener-
ated by the MIS of the FI or enterprise concerned. It may suggest that the FI expands its
MIS in line with up-coming or existing reporting criteria of the supervisory authority, even
if the Fl is not yet licensed.

v' As important as the data are trends. To allow for trend analysis it is helpful to ask for
timelines (data at different points of time) for some very specific indicators.

v Important changes in the organisational set up or in the context, which might affect fu-
ture results, should be mandatory in reporting.

v' Reporting on a yearly or half yearly basis should include a chapter on special actions
(remedies) taken and lessons learned. Quarterly reports (if any) are usually just financial
progress reports and focus on some particular highlights or difficulties. Depending on the
sequence of reporting, content may differ.
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B 2 Monitoring Requirements and Tools for FIs

An internal control and reporting system is a precondition for any Fl to ensure sustainable
operations. Formal Fls also need it for reporting to supervisory and/or regulatory bodies,
and ultimately, it is useful for all FIs when cooperating with / looking for (new) funding
agencies and/or partners. For evolving FIs, technical assistance (and possibly co-financing)
is often required to strengthen and upgrade their monitoring system.

Key Internal and External Control and Reporting Systems of Fls
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For details of the instruments shown in the figure, see Annex 2.1.2
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U Minimal Set of Key Financial and Social Performance Indicators for a Fl:

Focus of moni-

toring Key performance indicators

- Outreach with - Number of active clients (or number of accounts with move-
emphasis on so- ments in a certain time frame): differentiated by borrowers and
cial performance depositors and type of clients (women, rural) and products (terms,

economic sector, etc.).

- Poverty outreach: Number of poor (as defined) people reached
as a percentage of total number of clients. Average loan disbursed
or outstanding balance per client or account, as a proportion of
gross national income per capita: differentiated by borrowers and
depositors. A more useful average stems from grouping deposits
and credits according to size.

- Adaptation of services: drop-out rates, client survey results

- Geographical coverage: number of branches, field staff, etc.

- Financial health - Portfolio quality: Portfolio-at-risk (PAR) beyond a specified num-
Sustainability ber of days (usually between 1 and 30 days), or loans at risk (<10
%)
In both cases, additional information is needed on
o the write-off policy/value of loans written off
o the loan loss reserve ratio

o the amount of rescheduled loans.

- Profitability:
Return on assets or return on equity if Fl is not subsidised.
For a subsidized Fl, the revenue has to be adjusted for grants and
the expenses for inflation (loss of real value), for financial and in-
kind subsidies. (Financial Self-sufficiency >100 %).

Interest rate margin / portfolio yield
Operating expense ratio (or cost per client)
Asset composition (percentage of earning assets)

Active borrowers per loan officer or active clients per field offi-
cer.

- Security:
Capital adequacy ratio: to what extent does the FlI's capital (incl.

quasi capital) cover the outstanding loans and therewith possible
losses. (min. 8 %, recommended 15 %)

Liquidity: relation of liquid (current) assets to current liabilities or
volume of deposits

For more details and definitions, see 'Microfinance Consensus Guidelines', “Definitions of
Selected Financial Terms, Ratios, and Adjustments for Microfinance”, September 2003, and
“Disclosure Guidelines for Financial Reporting by Microfinance Institutions”, July 2003, both
under www.cgap.org/p/site/c/template.rc/1.11.2744. Or the SDC Monitoring System for sav-
ings / credit operations under www.intercooperation.ch/finance/download/#monsystem.

For social performance measurement: www.sptf.info/page/social-performance-indicators
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Scope of Evaluations

Content of Module:

General Aspects A General Aspects

A 1 Purpose of Evaluations
A 2 Types of Evaluations

Purpose of Evaluations B  FSD Aspects

Evaluations are:

O Systematic and objective assessments of ongoing or completed projects, pro-

grammes or policies. They analyze actual achievements (results) and appraise them
against the plans / concepts and the actual implementation on the basis of selected
questions. They look at the context to assess the relevance of the results and the pos-
sible influence of changes in the context on the project implementation.

Essential tools for the management of development cooperation. They are used
both as a tool for PCM, where the focus is on the improvement of implementation and
on providing the rationale for the continuation or discontinuation of a project, and as a
tool for strategic steering, where the focus is on the periodic adjustment of policies
and strategies and on the relevance of projects and programmes.

Serving different purposes. Depending  pyrpose of Evaluations:
on its objective, an evaluation serves for further details refer to Annex 3.1.1 and

one or several of the following purposes: SDC Manual ‘External Evaluation’, page 9.

e Accountability: Producing evidence of results achieved (i.e. effectiveness) at the
level of outputs and outcomes and in selected cases of impact; Showing the effi-
ciency and relevance of (Swiss) development cooperation to political decision-
makers and to the public.

e Learning: Systematic learning from

experiences by capitalizing experi- Clarification of I?urpose among all in-
. . volved partners, incl. all concerned SDC-
ences and drawing conclusions to

) L i units (COOF, Country Desk, Thematic
guide future decisions regarding pro-  geryices FSD) is essential as it has a

jects, programmes or policies. number of implications with regard to:

e Objective and scope

Type of evaluation

Approach, method

Selection of evaluators

Responsibilities for the design and imple-

¢ Quality improvement: Identification
of improvements in the approaches,
methods and tools used for the im-
plementation.

e Decision-making: Support to making mentation. _
decisions regarding completion or A chef:kl.lst.of issues to t_)e gon_3|der_ed when
continuation of oroiects by outlinin commissioning an evaluation is given in

. proj y g Annex 3.1.2.
OptIOI’]S and consequences.

Types of Evaluations

U The type of evaluation is basically defined by its purpose. Depending on the spe-

cific purpose, the timing (ex-ante, accompanying, ex- post), perspective (external, in-
ternal, self-evaluation), and focus of assessment (accountability, learning/ improve-
ment) will be different.
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The SDC Guidelines on Evaluation and Controlling distinguish 4 basic types:

e Independent Evaluation
| luati Characteristics of the four types:
e External Evaluation see SDC Intraweb — Processes — External

e External Review Evaluations:

e Self-evaluation Criteria for Categorizing SDC Evaluations

0 Choosing the appropriate type of evaluation is an important step in commissioning
an evaluation. If the emphasis is on accountability, the independence of the evaluators
may be a key criterion, if improvement of quality is the issue, the evaluator's under-
standing of the project and its context and a strong participation of the project staff are
more important. Internal reviews and self-evaluations are useful to complement the
external view of evaluators with detailed inside views, strengthen the participation, and
stimulate internal reflection. They are usually conducted prior to the external evalua-
tion. Tools for self-evaluations range from simple SWOT-analysis to client satisfaction
surveys, focus group discussions, and to participatory organisational appraisals.

B FSD Aspects

The assessment of evaluations of FSD-projects (Meta-Evaluation, June 2005) and the im-
portance of demonstrating the effectiveness of development interventions has lead the
thematic service for FSD to put the emphasis in the evaluation of FSD-projects on:

e Accountability, whereby results achieved at the level of outputs and outcomes and the
relevance and efficiency of interventions are of particular interest.

e Learning / Improvement of quality, with a focus on capitalizing experiences and as-
sessing delivery mechanisms (strategies, approaches, tools) as a basis for adjusting
overall strategies, approaches and policies. Evaluations shall provide a systematic feed-
back of ‘lessons learned’ from the operational level to the conceptual, strategic level.

A few, but important, FSD-specific aspects to be considered while commissioning an
evaluation are:

e FSD-evaluations have in general to look at the whole undertaking, not just at the
project activity or the support component because, with the exception of macro-level pro-
jects, FSD-evaluations usually deal with an entrepreneurial activity where the survival of
the institution as a whole is absolutely essential to achieving the project objectives.

e Outreach and reaching the target group on a sustainable basis is at the centre of
the evaluation because SDC's support in FSD has the ultimate goal of broadening and
deepening the access to financial services, an objective shared by all development ori-
ented funders of FSD.

e Social and environmental responsibility should be considered and assessed as inte-
gral elements of good governance in responsible enterprises or governments.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 37

3.1



Phase 3: Evaluation .
Scope of Evaluations

e Trend analysis and benchmarking with other institutions of similar age and busi-
ness should be an integral part of the evaluation. In general, related data is regularly col-
lected in the financial and entrepreneurial sector (see also Module 2.1), in the ideal case,
according to international standards. This data should be verified and used for the
evaluation.

o Context analysis as well as a closer look at the immediate environment is particu-
larly important, since the financial sector is in general extremely sensitive to political and
economic developments.

e Joint evaluations are recommended where other sponsors are involved in supporting
the same organization, not only for reasons of efficiency and of work load on the project
partners, but also for providing an opportunity for mutual learning and harmonization.

e A clear distinction should be made between evaluations of FSD interventions and
assessments such as the analysis of either organizational capacity of financial institu-
tions (FIs), or of cooperation arrangements, or backstopping support for FSD projects.
These assessments involve some elements of a result oriented evaluation, but are
mainly concerned with the organizational set-up.
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A General Aspects

A1l Mandating

Evaluation Process

Content of Module:

A General Aspects

A1l Mandating

A 2 Terms of Reference

A 3 Standards for Implementation

A 4 Sequence of Evaluation and Criteria
A5 Good Practice

B ESD Aspects

B 1 Evaluation of Results

B 2 Evaluation of Project Design

U General aspects and detailed procedures for commissioning an evaluation are
given in the guidelines of SDC published in the Intranet: Processes » Strategic and
operational processes » External evaluation » Important moments in cooperation »
Preliminary examination and decision

The results of the FSD Meta-evaluation, 2005 (see Annex I-1) point at the importance of )
evaluations for improving the result-orientation of FSD-projects and for showing the effective-
ness of aid (accountability). Therefore, this manual places particular importance on the
Evaluation Modules with additional emphasis on the General Aspects.

emm— s

O Getting the mandate right can make a difference in
a) the quality of the evaluation and
b) the absorption of results by the involved partners.

The most important aspects of mandating are:

Key Questions

Who is mandating?

How to establish the
Terms of Reference?

How to select the
evaluator?

Is the evaluation
mandate clear to all?

When to plan and
how to time the
evaluation?

To be considered

The responsibility within SDC for mandating depends on the purpose
and type of evaluation.

Circulating the draft ToR to all parties involved is mandatory to establish
a consensus on the focus of the evaluation, but should not result in a
long list of questions accommodating all concerns indiscriminately.

A clear concept for the evaluation is an important basis for defining the
profile of the evaluator(s).

An explicit ‘clarification of mandate' between the evaluators and the
mandating unit is essential to ascertain a mutual understanding of the
ToR. The evaluators should have a chance to identify the ‘hidden agen-
das' of various stakeholders.

Planning well ahead allows mandating qualified evaluators. The timing of
the evaluation should be adjusted as much as possible to the schedule
of the evaluated organisation / project.

For a more detailed checklist, refer to Annex 3.2.1
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Evaluation Process

A 2 Terms of Reference

Freqqen_tly observed Short'F:ommgs of Typical Structure and Content of Evaluation ToR
ToR indicate that the following aspects 1. Background, Rationale

need to be accorded particular attention Purpose
for writing clear and comprehensive ToR Objectives and Key questions
(based on the 'Meta-evaluation of FSD- Scope: issues, actors, geographical areas,

evaluations', SDC June 2005). levels (micro-meso-macro) to be assessed
Methodology

Profile, composition of evaluator team
Timeframe, logistics
Reporting

Criteria for assessing quality of ToR,
see Annex 3.2.2

H WD

© N o U

Key aspects of ToR to be considered
Purpose To be specified unambiguously and mutually agreed by project part-
ners
Addressees Mention explicitly who will use the evaluation results.

Indicate for which audience the report needs to be written, i.e. termi-
nology used, level of subject-specific knowledge anticipated, institu-
tional context.

Objectives Focused, limited in number and as specific as possible.
Only a limited number of key questions per objective.
Note that long lists of questions are easy to establish, but bear the risk
that the evaluators decide on the focus, and not the mandating organi-
zation!

Description of context A description of the sector, the institutional landscape and the activities
of other stakeholders in the sector, namely other donor agencies,
should be asked for explicitly.

References / linking Assessing the coherence of project design with relevant policies,
the evaluation to rele-  strategies and generally accepted concepts is important for the im-
vant SDC-policies provement of strategies and operations.

Effects Also ask for the observation / assessment of unintended effects.

Synthesis of ‘lessons  Should be an explicit task to ensure that evaluations contribute to the
learned’ further development of policies and strategies
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Phase 3: Evaluation

1 Evaluating achieved re-

sults against planned re-
sults shows how effective
implementation was. The in-
creasing demand for aid ef-
fectiveness requires a
stronger focus on both out-
puts and outcomes. The as-
sessment of impact is not
part of an ordinary evalua-
tion as it involves special
methodologies and  ar-
rangements (see Module
3.3: A3). The information for
this step of the evaluation
should largely be available
from the project's monitoring
system.

Evaluation Process

Standards for Implementation

Applying evaluation standards as de-
veloped by evaluation societies helps to
ensure the quality of evaluations. We
recommend consulting such standards
while planning an evaluation. The mandat-
ing agency and the evaluators both have a
responsibility in this.

Key Aspects of Evaluation Standards
(acc. to SEVAL)

e Utility: information requirements of stake-
holders are well considered.

e [easibility of implementation: evaluation is
realistic, well conceived and cost-effective.

e Correctness: legally and ethically correct,
and taking into consideration the integrity of all
involved.

e Accuracy: producing valid and usable / rele-
vant information.

See www.seval.ch/de/standards/index.cfm

Sequence of Evaluation and Criteria

Context-
analysis
< Relevance

-
c
L0
o E
oo Demand Impact a3
o .S o
g c g g
3 <
= >
0o g
S Expected Achieved >
i Outcome Outcome 2
o 9
< S
. =
Planned Achieved |
— Outputs c Outputs
o S 5
© = = £ 9
% = Planned g Implemented a §
o % Activities (7] Activities o
on £ x>
o 2 - m
Planned [=% Applied
Inputs E Inputs

3.2

An evaluation is basically a 'mirror' of the planning as shown in the figure below. In princi-
ple, it is conducted in three steps which correspond to the basic evaluation questions
"What did we achieve?", "Are we doing the right things?", and "Are we doing things right?".
These questions comprise the typical evaluation criteria efficiency, effectiveness, relevance
and sustainability.

Assessing the rationale and scope of the project means, relating achieved results to
the context, namely to the actual demand or needs. This relation determines how rele-
vant the project, respectively the intervention strategy is, and leads to the following

questions:

o Rationale: Is the applied project strategy the most suitable (effective, efficient) one
to achieve relevant results, i.e. to cater to the identified needs.
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Evaluation Process 3.2
e Scope: Does the project work on the right levels (macro, meso, micro) with the right
instruments? Is the project strategy too broad, unspecific, or too narrow, leaving out
essential elements?
Thereby, the actual context and the changes since the planning of the intervention
need to be considered to ensure a consistent evaluation of the original project strategy.

3 Assessing the project design and the quality of implementation, including the qual-
ity of the SDC-support, involves the comparison of the project with SDC's sector-
specific strategies and with good practice or 'state of the art' in the particular sector.

A5 Good Practice

v Relevance, effectiveness, efficiency, sustainability are used as standard criteria.

v Quantitative and qualitative results are assessed explicitly and evaluated against
set objectives, which are ideally available in the form of a logframe.

v" Building on existing monitoring information, drawn from the monitoring system of
the project for assessing achievements.

v Feed-back processes during the implementation of the evaluation are essential to
cross-check the external view of the evaluators with the insights and experiences of the
actors involved, e.g. through discussion of working hypothesis at an early stage or
feed-backs on preliminary findings and conclusions towards the end of the evaluation.

B FSD Aspects
B 1 Evaluation of Results

Key aspects that need to be focused on in the evaluation of results depend on the level of

the SDC intervention (macro-, meso- and/or micro levels) and the objectives planned and

agreed upon between the contracting partners. The following tables provide a list of typical
aspects and questions to be taken into consideration, as the case may be.

1 Macro-level Projects

General Macro-level projects have a huge potential to make a difference in FSD. Pre-

considerations requisites are: government commitment, selection of the right point in time, and
allowing for a sufficient time frame to show results.

Efficiency Is the necessary know-how and specific expertise available within the project?
Is the institutional set up and capacity in line with the project’s objectives? Do
or will the control and regulatory function correspond to good practices? Does
the collaboration with other donors and knowledgeable entities allow for lever-
age? Is accurate data on the sector available?

Effectiveness Is the project evolving according to plan? Are the changes introduced going in
the right direction with regard to increasing outreach (breadth and depth), com-
petition and security within the financial sector?

Do the capital and other requirements also allow for and promote financial insti-

tutions other than commercial banks? How are risks of small enterprises, farms

and poor households perceived and accounted for? Is trust built up and is there
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a provision to securitize savings? Does the national interest rate policy give the
right incentives and allow for cost recovery? What is the policy for loan provi-
sions and their taxation?

Relevance Are the project activities helping to lift some of the key hindrances for a good
functioning of the financial sector and/or for opening up access to financial
services for all? Is there political support?

Sustainability Are changes in the political environment or specifically in the financial sector
taken into account or foreseen? Is the government authority monitoring the
effects of its policy and making the necessary adaptations? Does regular and
qualified controlling take place?

Lessons What are the lessons to be drawn?

[ Are changes needed in the design of the project or the planning?

2 Meso-level Projects

General There are two types of partners at the meso level: networks for lobbying, ex-
considerations change and mutual learning and independent entities, or apex organizations
which offer support services to the financial institutions in the market.

Efficiency Networks *): Is there active participation by the members and is the network
working towards cost coverage? Is there ownership?

Support services: Is there an entrepreneurial approach and behaviour on the
side of the service provider? Is there a real demand for the service and is it
affordable for the FIs? Does it replace a more expensive solution? Is the poten-
tial demand of the service large enough to keep the service alive?

Effectiveness Networks *): Is there a value added for the members, such as mutual learning,
international linkages, replacement of an internal service, e.g. training, im-
proved negotiating capacity, etc.? Does it make a difference?

Support services: Does the service have the quality necessary to make a
difference on the demand side? Does it improve transparency and in general
the functioning of the market?

Relevance Does the service fill a critical gap, correspond to a need? Does it add to the
good functioning of the Fls, especially the ones serving the target group?

Sustainability Does the service organisation or the network have a long-term strategy and the
capacity to adjust its services to a changing market/demand? Are the services
cost-covering, can they reach financial self-sufficiency including the building of
a capital stock?

Lessons What is worth being documented and followed up for possible use elsewhere?

learned Are changes needed in the design or planning of the project?

*) See also 'Format for Appraisal of Network Support Organizations, Technical Guide' - CGAP
2007, www.cgap.org/p/site/c/template.rc/1.9.3002
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3 Micro-level Projects

General For the evaluation of a FI, the existing data serves as an entry point (see Mod-

considerations ule 2.1: Monitoring: internal and external control and reporting systems of FIs).
Quality, accuracy and appropriateness of these data need, however, to be
verified.

Age of the FI and the environment it is operating in are, in general, critical for
the results, their interpretation and for benchmarking. Trends (3 to 5 years) and
early warning indicators are normally more telling than current data.

Efficiency Has the support of SDC allowed increasing the number of active clients or
number of active accounts and the area covered within the last three to five
years, and in what relation to the money invested? Has competition in the mar-
ket increased? Have the prices or operating costs for the financial services
gone down?

Effectiveness For SDC, effectiveness usually means outreach to the target group.

Number of low income and poor clients, small businesses, farm families,
women served, as defined in the planning phase (for poverty level, see Module
1.2: B2).

Number of drop-outs or people who do not join as clients (reasons).

Product adaptation to client needs: conditions, administrative hurdles and fol-
low-up policy.

Relevance Has the supported FI made a positive difference, or will it make one for the
target population, the geographical area covered, the country with regard to
access, quality and number of services, and a possible/observed positive im-
pact on the clients, their families, and the community? Are there any negative
effects, such as over indebtedness of clients etc.?

Sustainability
e Financial - 5 parameters are of major concern for financial sustainability:

Portfolio quality, profitability, financial self-sufficiency, capital adequacy and
liquidity. (For the indicators, see Module 2.1: B2)

- Capital structure and source of funds: dependencies, possibilities of growth.

- Financial provisions and projections for the future: market developments,
new competition, access to financial resources (refinancing and equity),
economic and political developments, and possibilities of cost reduction.

e Institutional - Organizational structure and internal organization: Clarity of responsibili-
ties; flow and management of information (MIS); documentation of proc-
esses and procedures.

- Quality of manpower and management capacity: Investment in human
resources (training), career and succession planning. Salary and other in-
centive systems.

- Innovation capacity and risk management: Client screening, product de-
velopment, cost reduction measures, non-formal guarantees, etc.

- Ownership and governance: Is the ownership clarified and documented?
Does the governance body play its role of supervision and strategic guid-
ance? Are the board members qualified and motivated for their job? No
predominance of political or personal interests?

- Legal and regulatory support: Is it functioning well, are there gaps to be
filled or adjustments to be made?

- Growth potential and strategy: Human resources, technical and adminis-
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3 Micro-level Projects
trative capacities.

- It is important to check whether the social mission is kept up and has the

[ ]

Social support from the highest level of the FlI (board and management). Has it
been translated into product/service development adapted to the needs of
clients? Are client protection measures taken into account? Are the person-
nel management and policy issues oriented to and serving the target group
and the community? Do social standards prevail in HRD?

e Ethics and - Especially in the case of credits to small and medium enterprises, aspects of

Environment environmental damages and of unethical activities should be brought to no-
tice.

Lessons Effectiveness of innovations, tools and procedures?
learned

Are there steps to be taken by the FI and/or SDC for the improvement of future
results; is the exit strategy realistic; do the design and planning need adapta-
tion?

Standards for evaluating accomplished results are either levels of achievement defined
in the planning documents or benchmarks generally agreed upon. For projects on the micro
level, i.e. for Financial Institutions, minimal sets of performance indicators and related stan-
dards exist for the financial, institutional and social performance of Fls.

See Module 1.4: B2 and 2.1: B2 or www.microfinancegateway.org or www.cgap.org.

Evaluation of Project Design

References for assessing the project design are the 'Specific Requirements' and the
'‘Good Practices' for different types of FSD-Projects as given in the Module 1.3/ B 3 and the
objectives and principles spelled out in the 'SDC-Policy for Financial Sector Development".
For the evaluation of the quality of implementation the following aspects need to be con-
sidered:

1 FSD-instruments supported by SDC are applied according to 'Good Practices' men-
tioned in Module 1.3 /B 3;

2 Good practice of general project cycle management (PCM) is followed; and
3 Quality and quantity of SDC support is adequate.

4 Value added created thanks to the project design and its implementation?

3.2
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General Aspects

Impact Assessment

Content of Module:

A General Aspects

A 1 Definition of Impact Assessment (used by SDC)

A 2 Purpose of Impact Assessment

A3 Methods

A4 Skills, Resources (for data collection and analysis)

B FSD Aspects

Definition of Impact Assessment (used by SDC)

Impact assessments evaluate positive and negative, primary and secondary long-term
effects produced by a project, directly or indirectly. These effects can be intended or un-
intended.

Impact assessments have to take into account that the relevant context usually is a dy-
namic, complex system with a multitude of variables influencing the impacts. This im-
plies a number of methodological challenges regarding the attribution of the observed
effects (impacts) to particular causes, namely project interventions.

Purpose of Impact Assessment

Impact assessments mainly serve three, closely interlinked purposes, i.e.:

A

Checking relevance and effectiveness of specific intervention strategies, policies and in-
struments.
= Learning

Demonstrating effectiveness and relevance of development cooperation on a level be-
yond immediate project results.
= Accountability

Testing the underlying development hypothesis on which development cooperation
builds (e.g. microfinance contributes to sustainable poverty reduction).
= Research

clear distinction between impact assessments and evaluations respectively reviews is

necessary. While the latter are periodically used for the steering and improvement of indi-
vidual projects or programmes on the operational level, impact assessments are a more
strategic tool (see Module 3.2: A4 figure). They are selectively applied to produce insights
needed for developing and/or improving instruments, strategies and policies, at the level of
SDC and the international community, i.e. for steering on the strategic level. This distinction
in the use of impact assessments compared to evaluations and reviews is also necessary
due to the particularities of the methods applied.
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Impact Assessment 3.3

Methods

In principal, three methodological approaches for impact assessments can be distinguished:
(Sources: 'Evidence from Impact Assessment' - Is microfinance a good poverty alleviation strategy? SIDA 2004:
www.sida.se/sida/jsp/sida.jsp?d=118&a=3340&language=en_US and USAID's Private Sector Development Im-
pact Assessment Initiative: www.microlinks.org/ev02.php?ID=13197 201&ID2=DO_TOPIC)

1 Scientific Methods (experimental and quasi-experimental)
e Seek to provide evidence that effects can be attributed to causes through experi-
mentation. Given the difficulty that experimental design is virtually unfeasible in the
social sciences, quasi-experimental approaches are usually employed, i.e.:

- Relate to baseline study if such exists;

- Compare outcomes and impacts of intervention with a simulation of what would
have happened without the intervention;

- Control group approach where a 'before - after' comparison is made between a
group that receives support and one that does not.

2 Qualitative Methods

¢ Inductive approach, i.e. focusing on key informants and on recording by notes or
images. Usually the data analysts are directly involved in the data collection.

¢ Build on and emphasize the importance of observation and the value of subjective
interpretation.

3 Participatory Learning and Action Research

e Case studies relying on extensive narrative descriptions by beneficiaries of pro-
grammes and on other evidence to assert that activities have caused certain out-
comes and impacts.

e Use multiple sources of information including direct observation, interviews, and
documents.

In practice, these approaches are often combined in a balanced way to get a comprehen-
sive picture.

Challenges / Methodological Problems
- Attribution gap of effects to the project activities.

- Non-random programme placement: The placement of a programme in a
particular area introduces a specific bias in terms of impact.

- Non-random participation: Likewise, the selection of beneficiary groups influ-
ences the results in terms of impact, making it difficult to attribute impacts solely
to the type of activity.

- Representative participation / Profile of control group: question of bias,
reason for non participation, comparability of environment, etc.

- The impact study basically has to relate to the development goal that has
been defined and agreed upon during planning and has to look at other impacts
as additional effects.
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Skills / Resources (for data collection and analysis)

Impact assessment studies which fulfil a minimal methodological and scientific standard re-
quire considerable skills, are usually time consuming, and costly. Ideally they can rely on
base line data for comparison or at least on a control group with its advantages and disad-
vantages (e.g. danger of biased, non-random selection).

Therefore, the purpose and adequacy of the exercise should always be carefully clarified.
Impact assessments need to be well planned. Usually, implementation after the termination
of a project or at intervals of 5 to 10 years makes sense.

If a full-fledged impact assessment is not possible, there exist instruments that can and
should be used more regularly and still allow for a good proxy measurement with regard to
impact. They are usually more qualitative than quantitative, or a mix of both. Examples are
household surveys, market research, participatory appraisals and case studies.

FSD Aspects

Methodologically, the financial sector does not require specific approaches for impact as-
sessment. The key questions are the same as in other sectors: What impacts are expected
and shall be measured on what level? Are there positive or negative impacts which were
not foreseen or intended?

An advantage of the FSD is that many of
the tools used for monitoring (e.g. PPI, SPI,
client satisfaction or client-exit surveys) can
serve as a valuable (data) base for impact
assessment, if the related data is system-
atically and reliably collected. However,
special attention has to be paid to the fungi-
bility of loans (money) and to the diversity of financial services and service providers that
are used in a particular context by poor people.

Client Satisfaction Survey: )
www.seepnetwork.org/Resources/646 file

aimstools.pdf

Client Exit Surveys:
www.seepnetwork.org

—

The FSD-specific aspects, therefore, mainly relate to the type of impact expected on the dif-
ferent levels. The following tables provide a selection of typical impacts.

Examples for Impact in Financial Sector Development

1 Macro-level Projects

e Increased competition in the market: Cost and interest rate reduction, search for a new
group of clientele (deepening), and new products.

o Stability (security) of the financial institutions and the sector as a whole has increased
(fewer cases of bankruptcy, etc.).

e Economic growth including the poor, low income families, small businesses, etc.
(GDP, employment rate, poverty reduction index, etc.).
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2 Meso-level Projects

o Effects of the services at the level of the Fls:
- Has the quality of services and the outreach of Fls increased (increased capacity on
the level of the Fls)?
- Does the target group benefit from the taken measures in the short and in the long
term and, if so, how?
- What are the side effects (cost structure, dependency, exclusion of a certain group
of people and enterprises, etc.)?

3 Micro-level Projects

o How do the services affect positively and negatively the target group, the poor, women,
small enterprises, and the like: Increase of income, assets and debts; aspects of over
indebtedness and of vulnerability; schooling of children and access to healthy food;
empowerment, social status and new dependencies? How significant is the impact in
relation to the problem identified? What is its influence on national and/or regional
level?

e What is its significance with regard to outreach (breadth)?

e Was there an influence on other FlIs, on the market, and on the national-policy level?
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Annex

A Manual on Managing Cooperation
in Financial Sector Development

Strategic and Operational Project Cycle Management

Note: In Annex 1.1.1 & 1.5.1 & 1.5.2 reference is made to supporting documents
which are embedded as attachments in this pdf-file. To provide an overview of
these documents, a cover page (for a print version) and a list of contents is also

embedded as a separate document. 8
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Introduction Objectives of Manual Annex 1-1

Summary of Meta-Evaluation of Financial Sector Projects & Programmes

1 Objectives

Assess strengths and weaknesses of evaluations with regard to process, approach, structure, and
linkage to the PCM-process, etc.

Assess how the planning, monitoring and evaluation processes and instruments complement each
other.

2 Findings and Conclusions

Purpose of evaluations is in most cases on the formative aspect, i.e. on improving a next phase.
a) puts focus on the improvement of the PCM-process at project level,
b) gives little consideration to “accountability for results”.

Causes for an inadequate result-orientation of evaluations and projects are:

a) no clearly defined or identifiable, quantitative results,

b) insufficient clarification of responsibility for measuring and achieving results among
project partners,

c) weak context assessments which prevents an adequate evaluation of the projects'
relevance

d) the apparent weakness of projects in applying available FSD monitoring tools
systematically.

Quality of PCM-processes is weak in terms of linking the project level with the strategic level, i.e.:
a) principles of the FSD policy are hardly used as reference for the evaluations
b) evaluations provide little systematic information for the further development of the
strategy
c) feed-back loops between the monitoring and evaluation of projects and the level of
strategy and policy, all important for institutional learning, are hardly made by the project
evaluations.

The underlying causes are found in institutional conditions of SDC rather than at the level of tools. The
“thin capacity and unclear role of the FSD team” (CGAP-review), prevents a systematic and binding
involvement in the design and evaluation of FSD interventions to ascertain compliance with FSD
principles and to capitalize project experiences for strategic purposes. Whereas the main responsibility
for the quality of FSD interventions is with the line-units of SDC, these units do not always have
sufficient expertise and "incentives to build expertise are limited” (CGAP-review).

3 Recommendations

Define minimal standards for Terms of References for evaluations as key to improving the quality of
evaluations and the feed-back loops / link between project and strategic level

Enhance competence and capacity of those responsible for planning and monitoring FSD-interventions
as a means to improve the result-orientation, in particular the design of projects along established
principles and good practice as well as the application of principles of good monitoring.

Institutionally, strengthening the role of FSD focal point in supervising FSD-interventions, to improve the
quality of projects and the link between the project and the strategic level and by doing so,
strengthening the institutional learning.
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Project Preparation Policy Orientation Annex 1.1.1

SDC Policy for Financial Sector Development — Summary of Up-date 2007

Note: for full version see document “SDC Palicy for Financial Sector Development 2007” 8
https://intraweb.deza.admin.ch/en/Home/Organisation/F _Bereich Themen und Fachwissen/T
hematische Leitdokumente/Wirtschaft und Beschaeftigung/Politiken Leitlinien und Strateqi
en

Summary

Financial sector: function and relevance

The financial sector of a country comprises all individual and institutional players in the financial
market, both on the supply and on the demand side, along with the market's legislative and regulatory
framework. Well-functioning financial markets are an essential factor facilitating the generation of
income, employment and asset building by small enterprises, farmers and poor households (notably
women). Such financial markets can contribute to SDC's efforts to alleviate poverty effectively,
provided that SDC'’s target groups are also able to access essential ‘non-financial’ services like
education, health, physical infrastructure, market information, etc. Still, only a small proportion of the
economically active, yet poor population in developing countries has access to formal financial
services. The key development role of the international community is therefore to facilitate the rapid
outreach of institutional financial services to large numbers of poor people.

SDC financial sector policy: rationale, goal and strategic orientation
The policy offers strategic guidance to SDC decision-makers at head office and the co-operation
offices, executing Swiss, international and national agencies, and consultants so as to ensure
coherent and effective financial sector development (FSD) projects. It also guides SDC positions in
multilateral organisations. Guidelines, tools and other instruments supplement it.

SDC supports its partners in their development, while aiming at sustainability and maximum depth
and breadth of outreach (access), by strengthening financial sectors at four levels:

e Demand side: helping clients in strengthening their social capital and financial literacy, and thus
their bargaining position, so as to facilitate their access to institutional financial services.

e Supply side: supporting financial institutions that have the potential to significantly expand their
services to SDC'’s target groups on a cost-covering basis and share the development vision in
becoming viable institutions to maximise their breath and depth of outreach.

o Infrastructure: supporting networks and associations of financial institutions, training institutions,
rating agencies, credit bureaus, auditors, transfer and payment systems, information-technology
and technical-assistance providers, etc., so as to strengthen FSD.

¢ Policy, regulatory, and supervisory framework: supporting regulatory and supervisory institutions
and financial sector reform where framework conditions impede FSD.

SDC gives priority to rural areas and to capacity development in its FSD projects, and
intervenes particularly at the first three levels mentioned above.

SDC financial sector policy: operational principles and instruments
Demand-side measures

e SDC does not intervene directly on behalf of its target groups, but through dedicated and skilled
support organizations (e.g. member-based associations, self-help groups) that help the target
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@ POLICY FOR FINANCIAL SECTOR DEVELOPMENT

UPDATE 2007

FINANCIAL SECTOR:
FUNCTION AND RELEVANCE

The financial sector of a country
comprises all individual and institu-
tional players in the financial market,
both on the supply and on the demand
side, along with the market’s legisla-
tive and regulatory framework. Well-
functioning financial markets are an
essential factor facilitating the gene-
ration of income, employment and
asset building by small enterprises,
farmers and poor households (notably
women). Such financial markets can
contribute to SDC'’s efforts to alleviate
poverty effectively, provided that SDC’s
target groups are also able to access
essential ‘non-financial’ services like
education, health, physical infrastruc-
ture, market information, etc. Still,
only a small proportion of the econo-
mically active, yet poor population
in developing countries has access
to formal financial services. The key
development role of the international
community is therefore to facilitate the
rapid outreach of institutional finan-
cial services to large numbers of poor
people.

SDC FINANCIAL SECTOR
POLICY: RATIONALE, GOAL
AND STRATEGIC ORIENTATION

The policy offers strategic guidance
to SDC decision-makers at head office
and the cooperation offices, execu-
ting Swiss, international and national
agencies, and consultants so as to
ensure coherent and effective financial
sector development (FSD) projects. It
also guides SDC positions in multila-
teral organisations. Guidelines, tools
and other instruments supplement it.

SDC supports its partners in their
development, while aiming at sustaina-
bility and maximum depth and breath
of outreach (access), by strengthening
financial sectors at four levels:

o Demand side: helping clients
in strengthening their social capital
and financial literacy, and thus their
bargaining position, so as to facili-
tate their access to institutional
financial services.

o Supply side: supporting financial
institutions that have the potential
to significantly expand their services
to SDC’s target groups on a cost-
covering basis and share the deve-
lopment vision in becoming viable
institutions to maximise their breath
and depth of outreach.

e Infrastructure: supporting networks
and associations of financial institu-
tions, training institutions, rating
agencies, credit bureaus, auditors,
transfer and payment systems, infor-
mation-technology and  technical-
assistance providers, efc., so as to
strengthen FSD.

« Policy, regulatory, and supervisory
framework: supporting regulatory
and  supervisory institutions and
financial ~ sector  reform  where
framework conditions impede FSD.

SDC gives priority to rural areas and
to capacity development in its FSD
projects, and intervenes particularly at
the first three levels mentioned above.

SDC FINANCIAL SECTOR
POLICY: OPERATIONAL
PRINCIPLES AND INSTRUMENTS

Demand-side measures

o SDC does not intervene directly on
behalf of its target groups, but
through  dedicated and  skilled
support organizations (e.g. member-
based associations, self-help groups)
that help the target groups to
empower themselves through the
choice and effective use of diverse,
client-friendly and reliable financial
services.

o Realizing synergies with other
development programmes, notably
in the fields of small enterprise
development and rural develop-
ment. Very poor people in particular
can only wuse financial services
effectively in combination with access
to essential ‘non-financial’ services.

Supply-side measures

e Support is provided to financial
institutions with a clear vision of
providing SDC'’s target groups with
lasting access to financial services
that are financially and institutionally
viable or have a clear plan to reach
such status. Revolving credit funds
should thus generally be avoided,
as they tend to fail to cover costs,
have a limited client outreach, and
face a trade-off in pursuing a mix of
a wide range of social, economic
and project-specific objectives.
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“good  practice”
management and a “client first” aftitude

o Application of

that appropriately addresses the needs of
the clients. Particular atffention is paid to
savings mobilization as a client service
and with respect to a healthy liability
structure including savings deposits.

e Considering the lack of banks cate-
ring to poor rural clients, the ‘up-
scaling’ approach is still very rele-
vant in the South. Microfinance service
providers with a vision and poten-
tial for economic viability and large-
scale outreach are strengthened,
thereby leading to their potential trans-
formation info regulated  institutions.

SDC may offer them capacity develo-
pment, technical assistance, risk capital
instruments (e.g. grants or guarantees)
and facilitated access to domestic capital
markets or to international social inves-
tors so as fo improve their governance

and financial leverage.

o This ‘linkage’ approach of brin-
ging self-help groups, their associa-
tions, or other types of semi-formal finan-
cial service providers together with formal
financial institutions (strategic alliances)
helps reduce both risks and financial tran-
saction costs. SDC may facilitate linkage
processes through institution building of
self-help groups and their associations on
the one side, and that of financial institu-
tions on the other side. It may underwrite
risks by guaranteeing the financial institu-
tions a percentage of their loan portfolio.

o The ‘greenfield’ approach of crea-
ting new financial institutions is only
justified where no institutions are
present or existing ones are not willing
to extend their services to SDC’s target
groups in a financially and institutio-
nally sustainable manner. It normally
requires long-term support and high
capital outlays. SDC may cover part
of the start-up costs and facilitate the
access to (social) investors.

e The ‘down-scaling’ approach
can be a promising strategy, particu-
larly in small enterprise finance and in
more mature financial markets where
significant bank branch networks exist
(e.g. in Eastern Europe). The commit-
ment and strategies of banks to target
and/or  poorer
market segments is essential for down-

small  enterprises
scaling. Support to fully operational
banks to deepen outreach to SDC’s
target groups on a long-term, profi-
table basis may cover technical assis-
tance, training and access to long-
term refinancing sources.

o In the course of financial sector

deregulation of former socialist
systems, SDC may assist in the restruc-
turing of development and agricultural
banks and apex institutions, if they
assume strategic roles vis-a-vis retail
financial institutions serving SDC'’s
target groups in terms of refinancing,
guarantees, equity participation, secu-

ritization, etc.
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SUPPORT OF
THE INFRASTRUCTURE OF A
FINANCIAL SECTOR

Financial sector infrastructure
support includes improving the quality
and flow of information between finan-
cial institutions, their clients, inves-
tors and the general public. SDC may
provide support with technical assis-
tance, the organization and (co-)
financing of national and interna-
tional partnerships, exchange visits,
traineeships, quality analytical work,
seminars and conferences.

HOW TO SUPPORT THE POLICY
AND REGULATORY FRAMEWORK
OF A FINANCIAL SECTOR

Financial sector reforms for greater
breadth and depth are needed to
create more competition for improved
services at lower costs. This requires not
only banking laws conducive to deve-
lopment of financial institutions, but
also efficient, non-bureaucratic super-
visory mechanisms. SDC may engage
in policy dialogue and in innovation
and reform processes of the regulatory
and supervisory environment, in close
coordination with other bilateral and
multilateral donors.

GENERAL OPERATIONAL
PRINCIPLES AND PRIORITIES

SDC'’s interventions comply with the
following main operational princi-
ples and priorities:

e Based on a sector-wide analysis,
country-specific  strategies are desi-
gned to take into consideration local
priorities, partnerships, and SDC'’s
comparative advantages.

o SDC aims at capitalising potential
synergies in its FSD operations with
interventions in  agriculture, small
enterprise development, (functional)
literacy and integrated approaches,
without compromising the need to
institutionally separate financial and
non-financial services.

o Capacity development is essential at
all levels for the strengthening of
financial sectors. An institutional
perspective and  joint  planning
of capacity development measures
enhance ownership and infegration
into the partners’ own strategies and
resource plans.

o Recognition of the strategic impor-
tance of savings mobilisation, as
savings promotes the autonomy of
the target groups, the financial insti-
tutions and the national economy.

o SDC supports the development,
testing and dissemination of innova-
tive banking technologies adapted
to local conditions that help rural
financial institutions to reduce the
relatively high transaction costs and
risks associated with services to the
agricultural sector.

o Importance is given to the capitali-
sation, exchange and dissemina-
tion of practical experiences and
good practices.

o The quality of the planning, moni-
toring, and evaluation practices
and the «accountability for results» in
SDC’s financial sector operations
will be enhanced, building on inter-
nationally  recognised ~ methods,
indicators, and in-depth institutional
dialogue with SDC'’s partners. Im-
portance will be given to both
financial and social (development)
performance.

SDC’S MAIN COMPARATIVE
ADVANTAGES IN FSD

SDC sees its main comparative
advantages as follows:

e Rural finance, capitalising on syner-
gies with  complementary rural
development activities.

o Proximity to partners and understan-
ding of local contexts.

o Ability to work in multi-partner
arrangements at retail, infrastruc-
ture, and policy levels.

o Ability to take risk and to engage
early or to stay on in an institution’s
development process.

o Supporting innovation and experi-
mentation.

o Development cooperation with @
long-term perspective.

o Diversity of instruments that can be
used flexibly according to local

needs and conditions.

o Capacity development at all levels.
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DEFINITION AND FUNCTION
OF THE FINANCIAL SECTOR

The financial sector of a country
comprises all individual and institu-
tional players in the financial market,
both on the supply and on the demand
side, along with the market’s legislative
and regulatory framework. The finan-
cial sector comprises all banking acti-
vities as well as other asset-building
activities such as insurance, leasing,
factoring, pension funds, lotteries, and
so forth. Microfinance constitutes an
integral part of the financial sector that
targets, in particular, poor households
and small enterprises as clientele who
have no or only limited access to
formal financial services.

The main suppliers of financial
servicesinclude commercial, co-opera-
tive, development, and postal banks
(private and public ownership alike),
as well as regulated microfinance insti-
tutions, insurance companies, trading
companies and other financial institu-
tions in the formal sector. The informal
sector includes not only village savings
groups, self-help groups, development
funds, financial NGOs and tempo-
rary projects, but also moneylenders,
traders, traditional savings and credit
groups (rotating savings and credit
associations, savings clubs, etc.), as
well as friends and relatives. Many co-
operative savings and/or credit institu-
tions, associations and financial NGOs
are registered, but not regulated, and

fall into the semi-formal sector.
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The policy and regulatory framework
of the financial sector encompasses
policies, laws, and regulations on (1)
banks and their registration and super-
visory regulations, (2) the banking and
insurance supervisory authorities, (3)
the central bank, and (4) monetary
and foreign exchange policy. In some
countries, the legislative and regula-
tory framework of the financial sector
also covers insurance companies.

A national financial sector can
function quite differently in selected
regions/localities depending on its
overall level of maturity, the geogra-
phical,  socio-cultural,  economic,
political and historic features of the
regions/localities, and the level of
socio-economic infrastructure. At the
same time, a national financial sector
is embedded into regional and infer-
national financial markets.

The financial sector is vital to
national socio-economic development
because of its intermediation function
of mobilising savings and channel-
ling them to investments. Well-functio-
ning financial markets are an essen-
tial factor facilitating the generation of
income and employment as well as the
building of assets by small enterprises,
farmers and households. Financial
institutions offer the following main

services:

e Savings products
(including deposits on current
accounts and term deposits);

e Loans, not only for working capital
and investments, but also for
consumption and emergency
purposes;

e Domestic and internationall
payment transactions;

e Insurance products for
risk-mitigation purposes.
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RELEVANCE OF
THE FINANCIAL SECTOR

Still, only a small proportion of the
economically active, yet poor popula-
tion in developing countries has access
to formal financial services (notably
savings and credit products). The vast
majority continues to turn to the semi-
formal and informal sectors, including
relatives and moneylenders. Usurious
interest rates charged by moneylenders
often lead to increased indebtedness
and dependence. Informal savings are
very insecure as the poor may lose
them through theft, fraud, fire, etc. The
key development role of the interna-
tional community is therefore to assist
in facilitating the rapid outreach of
institutional financial services to large
numbers of poor people.

The situation is somewhat different
in fransition economies where subs-
tantial branch networks often exist. But
many people still hesitate to entrust
their savings to banks due to their
recent experience of high inflation and
bank failures in the wake of economic
transition. And all transition econo-
mies, including countries in Southeast
Europe, share the same challenge as
developing countries with respect to
the very limited access to credit — if at
all — for most farmers and small enter-
prises (in 2004, the general level of
credit penetration in Southeast Euro-
pean countries was a third of that in
the Euro area).

The financial sector in the South
and the East fulfils a specific develo-
pment function when it mobilizes what
are often substantial, locally available
funds and encourages their reinvest-
ment in the local economy. In this
context, a properly functioning finan-
cial sector is a precondition for the
creation and growth of small enter-
prises and the related generation of
jobs and income for a large propor-
tion of the population, thereby repre-
senting an instrument for effective
poverty alleviation. Access to financial
services helps households to better
manage their cash flow, thus helping
them to mitigate risks and vulnerability.
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The infrastructure supporting a finan-
cial sector comprises various types of
service providers (training institutions,
organisational  advisors, auditors,
technology firms, raters, etc.), credit
bureaus, associations, and so forth.

An empirically verified, positive
correlation exists between the overall
level of financial sector development
and economic growth and pro-poor
growth, respectively. The development
role of the financial sector in its own
right has been acknowledged inter-
nationally since the 1989 World De-
velopment Report. The UN Millennium
Declaration in 2000 underlined the
importance of the financial sector in
achieving prosperity and peace. The
UN Monterrey Conference in 2002
called for financial sector strengthe-
ning as a priority development task.
The donor guidelines on good prac-
tice in microfinance developed by the
CGAP (Consultative Group to Assist
the Poor) in 2006 call for the building
of inclusive financial sectors, and the
United Nations launched the Blue-
Book on microfinance in late 2005 to
underline the significant role of lasting
and cost-covering financial services
for poverty reduction.

However, financial services can only
help poor households and small enter-
prises to increase and/or diversify their
entrepreneurial  activities  provided
that they are also able to access the
required know-how, socio-economic
infrastructural services, and markets
where they can sell their products and
services. The better both the enabling
macro-economic and business envi-
ronment existing, and the law and
order situation prevailing, the more
efficiently financial institutions will be

able to operate.






@ POLICY FOR FINANCIAL SECTOR DEVELOPMENT  UPDATE 2007

RATIONALE FOR A FINANCIAL
SECTOR POLICY

The Swiss Agency for Development
and Cooperation (SDC) developed its
Financial Sector Policy (FSP) to offer
strategic guidance to the decision-
makers at SDC Headquarters and in
SDC cooperation offices, to project
executing agencies, and to specialist
consultants in order to ensure coherent
and effective cooperation programmes
and projects inthe SDC's partner coun-
tries in the South and East. Equally, the
FSP serves as strategic guidance for
those Swiss and international organi-
zations whose financial sector deve-
lopment projects are fully or partially
funded by the SDC. The positions of
the SDC on financial sector develop-
ment in multilateral organisations are
guided by this policy, too.

The FSP is periodically reviewed in
the light of SDC experiences and inter-
national ‘best-practices’ to ensure its
continued validity and, if necessary,
its adaptation and further develop-
ment. It is supplemented by guidelines,
tools and other instruments to facilitate
implementation.

The financial sector is a core sector
for sustainable economic develop-
ment, in which the SDC has a long
history and broad experience. The FSP
is based on the Federal Law of 1976
on Infernational Development Coope-
ration and Humanitarian Aid, the
Federal Law of 2007 on Cooperation
with the Countries of Eastern Europe,
the SDC Guidelines and its Strategy
2010, and the Medium-Term Strategy
2008-20110of the Employment and
Income Division. Important comple-
mentarities exist with small enterprise
development, agriculture, and rural
development.  Successful  projects
and programmes in these areas
depend on a well functioning financial
system.

As the SDC and SECO both operate
in the financial sector, their actions in
this field are closely coordinated. The
SDC also aims at co-ordinating with
other donors, the private sector, and
civil society in order to maximise deve-
lopment impact.
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GOAL OF THE SDC
IN PROVIDING FINANCIAL
SECTOR SUPPORT

The SDC employs the FSP as one
of its strategies in the fight against
poverty. It supports financial sector
development in selected partner coun-
tries with the goal of promoting income
and employment, as well as fostering
asset building by poor households,
individuals (notably women), small
farms, and small enterprises by means
of reliable and long-lasting access to
demand-oriented, diverse financial
services. Financial sector development
contributes — directly and indirectly — to

pro-poor growth and reduced vulne-
rabilities of poor people.

The SDC aims at strengthening
financial sectors in partner countries at
four levels:

o The clients: by helping them in
strengthening their bargaining posi-
tion together with their financial
and other management skills so as
to become more bankable.

e The financial institutions: by suppor-
ting them in becoming viable insti-
tutions that can maximise their
breath and depth of outreach to the
SDC'’s target groups.

e The support infrastructure (such as
microfinance networks and associa-
tions, auditors, rating agencies,
credit bureaus, training institutions,
IT providers, and so forth): by
assisting them in improving the
quality of the services they provide to
the financial institutions.

o The regulatory and supervisory insti-
tutions, and governments: by advi-
sing them in creating an enabling
legislative and regulatory framework
for the financial sector.

Country-specific  strategies define
the levels of cooperation and the
roles, specific instruments and areas
of expertise the SDC intends to employ
in coordination with local partners and
other donors, based on comparative
advantages.
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STRATEGIC ORIENTATION
OF THE FINANCIAL SECTOR
POLICY

The SDC's strategy is to support its
partners in their development, while
aiming at sustainability and maximum
depth and breath of outreach (access),
i.e. moving towards or staying in the
upper right quadrant of the diagram.
A diversity of financial and non-finan-
cial (e.g. personnel and organisational
development) instruments can be used
for this purpose, depending on local
needs and circumstances.

HIGH SUSTAINABILITY

Sustainable financial
services with low access
of the target clients.

LOW ACCESS

Highly subsidized
financial services with low
access of target clients.

Sustainable financial
services that reach
the target clients.

>

Highly subsidized
financial services that
reach the target clients.

LOW SUSTAINABILITY

SS3DJV HOIH
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In pursuing its above-mentioned
goal and strategy, the SDC supports
its partner countries with measures
targeting:

A) the demand side: by strengthe-
ning the social capital and the financial
literacy of poor house-holds and indi-
viduals (notably women), small farms,
and small enterprises so as to facili-
tate their access to financial services.
Social capital comprises the organi-
zational and knowledge-based capa-
city of a group to mobilise resources
from the outside and from among its
members and to employ them for the
common benefit of the group, i.e., to
build assets, to enhance bargaining
power, fo proactively change, or to
influence local factors impacting on
their livelihoods.

The SDC does not intervene directly
on behalf of its target groups, but
through relevant support organiza-
tions (e.g. member-based associa-
tions, self-help groups) that help the
target groups to empower themselves
through the choice and effective use
of appropriate financial services. Only
then can the target groups gain social
and economic advancement through
the access to institutional financial
services. Most often, this will also
require access to non-financial services
and access to markets. The SDC there-
fore also supports better access of its
target groups to non-financial services,
such as functional literacy, business

development services, plus social and
infrastructural services. Delivery of
non-financial services, however, must
be organised separately from financial
services.

The SDC pays attention to envi-
ronmental laws and regulations so
as fo contribute to the environmen-
tally sustainable business operations
of its target groups. The sustainable
use of natural resources determines
the quality and long-term productivity
of the livelihood systems of the SDC
target groups.

B) the supply side: by supporting
only financial institutions that (1) have
the potential to significantly expand
their services to the SDC's target
groups on a cost-covering basis within
the given market and legal framework
conditions, and that (2) share a deve-
lopment vision with the SDC and
commit themselves to implementing it
within a specific time frame based on
the following principles:

o «Client-first» attitude and client-
oriented financial  products  that
appropriately address the needs of
the SDC’s target groups. A parti-
cular focus is given to safe and
accessible savings products for the
lower strata of the poor population.

o "Best-practice” management  to
maintain or aim at institutional and
financial sustainability. This requires

openness for developing, festing,
introducing and adapting innovative
banking technologies that  help
reduce fransaction costs and risks
associated with the services to the
target groups.

o Particular attention is paid to savings
mobilisation as a client service (as
mentioned above) and with respect
to a healthy liability structure inclu-
ding savings deposits.

e The early development of internal
controlling  systems,  transparent
performance evaluation, and repor-
ting on a regular basis.

e Good governance practices and
importance given to personnel and
leadership development.

C) the infrastructure of the financial
system: by supporting networks and
associations of financial institutions,
training institutions, rating agencies,
credit bureaus, auditors, transfer and
payment systems, information-techno-
logy and technical-assistance provi-
ders, and so forth. Support is particu-
larly required and can have substantial
leverage in those partner countries
where the poor quality level of such
institutions constitutes a serious bottle-
neck for financial sector development.

D) the policy, regulatory, and
supervisory framework of the finan-
cial sector: by supporting regulatory
and supervisory institutions and finan-
cial sector reform in coordination and
collaboration with the World Bank,
the Infernational Monetary Fund,
and other donors in partner countries
where framework conditions impede
financial sector development.

Overall, the SDC gives priority to
rural areas and to capacity develop-
ment in its financial sector develop-
ment programme. Furthermore, focus
is given to the following levels of inter-
vention: support to target groups (the
demand side), selected («strategic»)
financial institutions, and the strengthe-
ning of the financial sector infrastruc-
ture. In its most important partner
countries and based on country-
specific strategies, the SDC can also
contribute to the development of more
favourable regulatory and supervisory
framework conditions, particularly in
collaboration with other bilateral and
multilateral donors. In such cases it is
important that the SDC is able to put
its experience to effective use and that
relevant know-how can be successfully
mobilised for the benefit of the local
partners or for sharing on an interna-
tional level.
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OPERATIONAL PRINCIPLES
OF THE FINANCIAL SECTOR
POLICY

The operational principles of the
financial sector policy are outlined
below according to intervention levels
and the key actors which the SDC
supports in strengthening the financial
sectors of its partner countries.

How to support poor households
and small enterprises in
accessing financial services.
(demand-side measures)

The FSP’s key operational principles to
support potential and current clients are:

e Target group  orientation in
compliance with the SDC'’s overar-
ching goal of poverty reduction
by focussing on poor households
and individuals, small farms and
small enterprises in all sectors of the
economy. Special attention is paid
to rural areas and women by consi-
dering their particular socio-cultural
and economic situation.

e Strengthening the human and social
capital of these target groups
through  dedicated and  skilled
support organisations. The «banka-
bility» of poor people is important
for them to be able to access diverse,
client-friendly and reliable financial
services.

e The SDC aims at realizing synergies
with other development programmes,
notably in the fields of small enter-
prise development and rural deve-

lopment (linking with business, exten-
sion and infrastructural services like
education, transportation, etfc.). Very
poor people in particular can only
use financial services effectively in
combination with access to certain
non-financial services (e.g. func-
tional literacy).

o Customer protection that can take
the form of financial literacy training,
along with disclosure of lending
terms and conditions, etc. Potenti-
ally effective measures are efficiency
improvements in  financial institu-
tions and the development of a policy
framework  facilitating  competition

so as fo bring down interest rates.
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How to support financial institu
tions in targeting poor house-
holds, small farms, and small
enterprises as strategic clientele
(supply-side measures)

The FSP’s key operational princi-
ples to support financial institutions
that target or would like to target poor
households, small farms, and small
enterprises as strategic clientele are:

e Support is provided only to insti-
tutions with a clear vision of provi-
ding SDC'’s target groups with lasting
access to financial services. Such
institutions are either already finan-
cially and institutionally  viable
or have a clear plan to reach such
status.

Therefore, revolving credit funds
are generally avoided, as they tend
to be run by staff without the
required  technical  qualification,
particularly as components of non-
financial development programmes
and projects. They tend to fail to
cover costs, have a limited client
outreach, and face a trade-off
in pursuing a mix of a wide range
of social, economic and project-
specific  objectives. However, in
exceptional cases, in the absence of
any other viable options and, if well
designed and managed professio-
nally, such funds can be used as an
action research activity for inno-
vative  financial service activities.

However, funds should be institutio-

nalised as soon as feasible, and the
ownership must be clear.

e New financial institutions are sup-
ported only where no institutions
are present and where existing ones
are not willing to move or extend
their services to the SDC's target
groups in a financially and institutio
nally sustainable manner. The ‘green
field” approach normally requires
long-term support and high capital
outlays during ten or more years for
the new institution to mature into an
economically viable operation. The
time needed to reach financial and
institutional  sustainability can  be
significantly  reduced, however, if
established  financial institutions
are prepared to bring in their human
resources and proven management
know-how and systems. In such
situations, the SDC may cover part
of start-up costs and facilitate the
access to (social) investors.

e The SDC may forge links between
existing or newly created self-help
groups, their associations, NGOs
or other types of semi-formal finan-
cial service providers on the one
side, and formal financial institutions
on the other side (strategic alliances).

This ‘linkage’ approach helps reduce
both risks (through «social colla-
teral») and financial transaction costs
(with client groups assuming selected
tasks in the delivery of services).

The SDC can facilitate the linkage
process through (1) institution buil-
ding of self-help groups to increase
their social capital, notably their finan-
cial literacy, asset building capacity,
organizational strength and  bargai-
ning power; (2) insfitution building of
NGOs, associations etc. on the one
side, and financial institutions on the
other by training staff; (3) identifica-
tion of linkage partners and support in
negotiating ‘linkage’ contracts; and (4)
underwriting risks by guaranteeing the
financial institutions a cerfain percen-
tage of their loan portfolio with self-
help groups or other linkage partners.

o The SDC endeavours to facilitate
lasting access to financial services
in the most efficient manner. There
fore, the ‘down-scaling’ approach
may be a promising strategy, particu-
larly in small enterprise finance and
in more mature financial markets
where  significant  bank  branch
networks exist (e.g. in certain coun-
tries in Eastern Europe). The commit-
ment and strategies of banks to
target small enterprises and/or poorer
market segments is essential for
down-scaling. Support to fully opera-
tional banks to deepen outreach
to the SDC's target groups on a

long-term,  profitable  basis  may
cover technical assistance and trai-
ning in areas such as product deve-
lopment, costing and marketing, the
adjustment of management infor-
mation systems (MIS), customer rela-

tions with the new clientele, etc.
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o Considering the lack of banks that
are interested in serving poor rural
clients, the ‘up-scaling’ approach
is still very relevant in the South.
Microfinance service providers with
a vision and potential for economic
viability and large-scale outreach
are strengthened, thereby leading
to their potential transformation into
regulated institutions. The SDC may
provide support for capacity deve-
lopment and technical assistance,
and facilitate access to domestic
capital markets or - where this is not
possible or not the most favourable
option - to regional or inter-national
microfinance  funds and  private
investors as early as feasible. This
contributes to improve governance,
strategic  guidance, and financial
leverage.

e In the course of both financial sector
deregulation and the transformation
of former socialist financial sectors,
the SDC may also assist in the
restructuring  of development and
agricultural banks and apex institu-
tions. A precondition for SDC
support is that these institutions
assume strategic roles vis-a-vis retail
financial institutions  serving  the
SDC’s target groups. Such a role
may include refinancing, guaran-
tees, equity participation, securiti-
zation, and other services. The
SDC’s assistance would be depen-
dent on sound equity structures
and governance, professional
management, and the absence of
political interference.

What the operational
instruments are for supporting
financial institutions

The SDC can apply (combinations
of) the following operational instru-
ments in its cooperation with financial
institutions, depending on needs and
local circumstances:

o Institution building through organi-
zational and human resource deve-
lopment. This may encompass stra-
tegic planning and financial fore-
casting,  organisational  change
processes, the introduction and
development of key management
systems (e.g. MIS, internal control
and audit, risk management, liqui-
dity/treasury management, and so
forth), as well as product develo-
pment and marketing etc., involving
both technical assistance and training.

e Financial instruments depending on
the development stage of the institu-
tions concerned:

o Grants for co-financing start-up
and expansion costs may be required
and justified temporarily at gradually
decreasing levels.

o Loans may be needed for refinan-
cing purposes as long as access to
credit and equity on the national and
international  markets is  not
possible.

o Guarantees or other instruments
may be needed to facilitate the deve-
lopment of local refinancing markets
for the sustained growth of pro-poor
financial institutions.

o Equity or quasi equity in specific

cases, following separate SDC
guidelines. However, SECO, social
and commercial microfinance funds,
international financing institutions
and  other specialised inter-
mediaries  have  comparative
advantages in enhancing impor-
tant dimensions of good gover-
nance and in financial leveraging.
o Risk capital instruments (basically
grants or guarantees) to share risks
that financial institutions take when
developing and testing new products
and innovations with a potential to
reduce transaction costs and deepen
outreach towards poorer clients and
rural areas.

How to support the infrastructure
of a financial sector

The SDC may support the crea-
tion and institutional strengthening of
microfinance networks and associa-
tions, training organizations, credit
bureaus, rating agencies and apex
organisations, and the development of
markets for essential services to finan-
cial institutions, i.e., services for audi-
ting, information technology, human
resource development, etc. The more
qualified the services of these organi-
zations are, the better they enable the
financial institutions to improve their

services to the SDC's target groups.






@ POLICY FOR FINANCIAL SECTOR DEVELOPMENT

UPDATE 2007

A wide variety of instruments are
available to strengthen the infrastruc-
ture of a financial sector. These include
technical assistance, the organization
and (co-)financing of national and
international partnerships, exchange
visits,  traineeships, quality analy-
tical work, seminars and conferences.
Improving the quality and flow of infor-
mation between financial institutions,
their clients, investors and the general
public may be an effective interven-
tion, too.

The SDC may also support such
improvements of the legal framework
for financial transactions as have an
important impact on the operations of
financial institutions and their clients,
such as general contract and property
laws and collateral laws. The latter
depend on the status of the cadastre
system, the regulations for mortgages
and foreclosure, as well as the quality
of the judiciary system.

How to support the policy
and regulatory framework of
a financial sector

Financial sector reforms for greater
breadth and depth are needed in
many partner countries to create more
competition for improved services
at lower costs. This requires not only
the banking laws conducive to deve-
lopment of financial institutions, but
also efficient, non-bureaucratic super-
visory mechanisms.

Financial institutions must be able to
determine cost-covering interest rates
based on their management strategies.
Government inferest rate caps generally
prevent financial institutions from serving
poor clients. An environment fostering
competition, together with measures to
facilitate the lowering of transaction costs
prove more effective in bringing down
inferest ratfes.

In countries where the SDC has subs-
tantial financial sector programmes and
experience, and if the necessary exper-
tise can be mobilised locally or interna-
tionally, the SDC may engage in policy
dialogue and in innovation and reform
processes of the regulatory and super-
visory environment, in close co-ordi-
nation with other bilateral and multila-
teral donors. Given their important role
in rural areas, the regulation of savings
and credit co-operatives are of specific
interest to the SDC.

Infroducing or extending regula-
tory functions to microfinance institu-
fions requires utmost caution so as not
to constrain the growth of semi-formal
institutions. It also requires the early
development of specialised supervisory
capacity.

Instruments to support the develop-
ment of a conducive policy and regula-
tory framework include quality analytical
work, exchange visits and seminars, tech-
nical assistance and capacity develo-
pment of regulatory and supervisory
authorities.

What general operational
principles and priorities have
been set by the SDC in financial
sector development

e The SDC’s main comparative
advantages in financial sector deve-
lopment are:

 Rural finance, capitalising on syner-
gies with complementary rural deve-
lopment activities

o Proximity to partners and unders-
tanding of local contexts

» The ability to work in multi-partner
arrangements at retail, infrastruc-
ture, and policy levels

 The ability to take risk and to engage
early or to stay on in an institution’s
development process

» Supporting innovation and experi-
mentation

o Development cooperation with @

long-term perspective

o Diversity of instruments that can be
used flexibly according to local
needs and conditions

o Capacity development at all levels.

e Based on a sector-wide analysis,
country-specific strategies are desi-
gned taking into consideration local
priorities, partnerships, and the SDC's
comparative advantages. The SDC
focuses its interventions on geogra-
phical areas and activities where it
can best mobilise expertise and capi-
talise its experience. This is the basis
for the SDC to harmonise and align its
contributions a) to the development of
local financial markets serving poor
house-holds, small farms and small
enterprises, b) to the support of local
poverty reduction strategies, and c)
to the achievement of the Millennium
Development Goals (MDGs).

o The SDC aims at capitalising poten-
tial synergiesin its operations in the field
of financial sector development, agri-
culture, small enterprise development,
(functional) literacy and integrated
approaches (such as local economic
development-LED), without compromi-
sing the need to institutionally separate
financial and non-financial services.

o Capacity development is essen-
tial at all levels for the strengthe-
ning of financial sectors. Support in
this field needs to be adapted to the
resources available to partners and
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may, over time, become highly selec-
tive and limited in duration. An insti-
tutional perspective and joint planning
of capacity development measures
enhance ownership and integration
into the partners’ own strategies and
resource plans.

o Recognition of the strategic impor-
tance of savings mobilisation, as
savings promote the autonomy of the
target groups, the financial institutions
and the national economy. Institutions
that mobilise savings should be regu-
lated in order to protect savings depo-
sits. Small co-operatives and other
member-based institutions might mobi-
lise deposits without formal supervi-
sion, as their internal social control
mechanisms may compensate for the
lack of external control and external
supervision may be too costly.

e Special consideration is given to
risks associated with agricultural credit
caused by climatic factors, natural
disasters and unpredictable price
changes. New solutions and mecha-
nisms are needed to cover agricul-
tural risks. Therefore, the SDC is parti-
cularly committed to supporting the
development, testing and dissemi-
nation of innovative banking tech-
nologies adapted to local condi-
tions that help rural financial institu-
tions to reduce the relatively high tran-
saction costs and risks associated with
services to the agricultural sector.

Apart from strengthening the social
capital and financial literacy of its
target groups in rural areas, the SDC
may technically and financially support
such measures as the deve-lopment
and testing of new products, service-
delivery methodologies and local risk-
sharing schemes.

e Importance is given to the capita-
lisation, exchange and dissemina-
tion of practical experiences and
good practices. The SDC therefore
supports national, regional and inter-
national networks and conferences,
and actively participates in interna-
tional committees and global initia-
tives such as the CGAP Attention is
given to supporting and facilitating the
application of sector knowledge and
good practices within the SDC and its
partnerships.

e The quality of the planning, moni-
toring, and evaluation practices and
the «accountability for results» in the
SDC’s financial sector operations will
be enhanced, building on internatio-
nally recognised methods, indicators
and, in-depth institutional dialogue
with the SDC’s partners. Importance
will be given to both financial and
social (development) performance,
and evaluations will be used systema-
tically to compile lessons at the institu-
tional level and to improve the SDC’s
financial sector development policy

and practice.
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CHALLENGES AHEAD

During the coming years, the inter-
national community and the SDC face
several challenges in implementing
financial sector policies that promote
access of poor households, small
farms and small enterprises to finan-
cial services:

o Cutting poverty in half by 2015 to
reach the first Millennium Develop-
ment Goal requires the strengthe-
ning of the economic basis for deve-
lopment. Financial sectors are of
strategic importance in this process.
Developing and transition coun-
tries face formidable tasks in building
inclusive financial systems that offer a
range of appropriate financial services
on a commercially viable basis to their
poor population majorities. They need
to increase their financial sector pene-
tration many times over, notably in Sub-
Saharan Africa and in selected Asian
and Latin American countries. Apart
from improvements in the general
business environment, the regulatory
framework, and in the financial infras-
tructure, capacity-building at the retail
level remains the main constraint for
reaching poor clients on a massive
scale.

e The role of donors is changing with
the proliferation of international micro-
finance funds and the entry of private
investors into the loan and equity
market. Donor co-ordination is also
becoming more demanding because
an increasing number of development
organizations are entering the field of
micro-finance due to its appeal as a
successful tool for poverty reduction.
The SDC faces the continuing chal-
lenge of identifying its optimal role vis-
a-vis private actors and in multi-donor
programmes (donor harmonisation
and alignment).

o The financial volume of the SDC’s
engagement in financial sector deve-
lopment is modest compared to that
of the International Finance Insti-
tutions or major bilateral donors. The
SDC must therefore focus on where it
can add value, on longer-term pers-
pectives, quality, innovation, strategic
(local) partners and the capitalisation
of its experiences and synergies with
like minded partners.
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e Banking to serve rural areas, small
farmers, and small enterprises in rural
and semi-urban areas continues to
require a good deal of attention and
innovation (to reduce transaction
costs and cope with risks; to capita-
lise on synergies with extension, lite-
racy, and business-service providers;
to tap the potential of remittances from
urban areas and abroad; to coope-
rate and build strategic alliances with
commercial banks; and to strengthen
the management and governance of

savings and cooperative systems, efc.).

e Savings mobilisation is particularly
important for poor clients and the
long-term funding needs of financial
institutions. It needs to be promoted at
all levels of a financial sector. Decen-
tralised financial systems based on
local savings have also proven to be
stable in the face of major national
and international economic shocks
(Ecuador, Indonesia, etc.) and have
helped poor households in coping with
the fallout of these shocks and vulne-

rabilities in general.

e Banking with poor clients and small

enterprises  requires  development
know-how and commitment as well
as banking know-how. Understan-
ding the specific challenges of deve-
lopment finance, and the application
and continuing development of good
practices (knowledge mana-gement) in
this field, will go a long way in harnes-
sing the potential of sustainable finan-
cial services for the population majo-
rities in developing and in transition

countries.
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ANNEX 1
THE ELEVEN KEY PRINCIPLES
OF MICROFINANCE

(CGAP 2004)

The following Eleven Key Principles of Microfinance were
prepared by the CGAP and its members. They were endorsed
by the G8 in 2004. The references in parentheses help to
highlight or better clarify selected issues.

1. Poor people need a variety of
financial service, not just loans, but
also savings, insurance and money
transfer services.

2. Microfinance is (no panacea,
but rather) a powerful tool in fighting
poverty. Poor households use finan-
cial services to raise income, build
their assets, and cushion themselves
against external shocks.

3. Microfinance means building
financial systems for the poor. It will
reach its full potential only if is inte-
grated info a country’s mainstream
financial system.

4. Microfinance can pay for itself,
and must do so, if it is to reach very
large numbers of poor people. Unless
microfinance providers charge suffi-
cient to cover their costs, they will
always be limited by the scarce and
uncertain supply of subsidies from
donors and governments.

5. Microfinance is about building
permanent local financial institutions
that can attract domestic deposits,
recycle them into loans, and provide
other financial services.

6. Micro credit is not always the
answer. Other kinds of support (i.e.
grants, as well as convenient voluntary
savings services) may work better for
people who are so destitute that they
are without income or means of repay-
ment.

7. Interest rate ceilings (and inferest
rate subsidies) hurt poor people by
making it harder for them to get credit,
as they prevent microfinance providers
from covering their costs.

8. The role of government is to
enable financial services (by creating a
supportive legislative, regulatory, and
supervisory framework), and not to
provide them directly.

9. Donor funds should comple-
ment private capital, not compete with
it. Donor subsidies should be tempo-
rary start-up support designed to get
an institution to the point where it can
tap pri-vate funding sources, such as
deposits.

10. The key bottleneck is the shor-
tage of strong institutions and mana-
gers. Donors should focus their support
on capacity building.

11. Microfinance works best when
it measures and discloses its perfor-
mance. Microfinance providers need
to produce accurate and compa-
rable reporting on financial and social
(development) performance.
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ANNEX 2
SELECTED READINGS AND LINKS

The following annotated bibliography contains a small selection
of published and unpublished literature relating to the financial
sector which focuses on lessons learned from experience and
good practices. The list is in no way exhaustive.

GENERAL LITERATURE

Adams Dale, D. Graham and J.D. von Pischke (1984), Undermining Rural
Development with cheap Credit. Westview Press, Boulder and London
(ISBN 0-86531-768-2)

Amendériz Beatriz and J. Morduch (2005), The Economics of Microfinance.
The MIT Press, Cambridge, MA (ISBN 0-262-01216-2)

Christen Robert Peck, T. Lyman and R. Rosenberg (2003), Microfinance
Consensus Guidelines: Guiding Principles on Regulation and Supervision
of Microfinance. CGAP/The World Bank Group, Washington DC.
Download at www.cgap.org

Churchill Craig (2006), Protecting the Poor: A Microinsurance Compendium.
Munich Re Foundation, ILO Geneva Switzerland (ISBN 978-92-2-119254-1)

Consultative Group fo Assist the Poor (2nd ed. 2006), Good Practice
Guidelines for Funders of Microfinance: Microfinance Consensus Guidelines.
CGAP/The World Bank Group, Washington DC. Download at www.cgap.org

Consultative Group to Assist the Poor (3rd ed. 2003), Microfinance
Consensus Guidelines: Definitions of Selected Financial Terms, Ratios, and
Adjustments for Microfinance. CGAP/The World Bank Group, Washington DC.
Download at www.cgap.org

Evans Anna Cora, and C. Ford (2003), A Technical Guide to Rural Finance:
Exploring Products. World Council of Credit Unions, Madison, WI.
Download at www.woccu.org

Helms Brigitte (2006), Access for All: Building inclusive Financial Systems.
CGAP/The World Bank, Washington DC (ISBN 0-8213-6360-3)

Hirschland Madeline (2005), Savings Services for the Poor: An Operational
Guide. Kumarian Press, Bloomfield Connecticut (ISBN 1-56549-209-9)

IFAD (2006), Assessing and managing social Performance in Microfinance.
IFAD, Rome. Download at www.ifad.org

Johnson Susan and Ben Rogaly (1997), Microfinance and Poverty Reduction.
Oxfam, London (ISBN 0-85598-369-8)
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Ledgerwood Joanna (1998), Microfinance Handbook: An institutional and
financial Perspective. The World Bank, Washington DC (ISBN 0-8213-4306-8).
Available in English, Spanish and French at Intercooperation, Berne,
Switzerland

Ledgerwood Joanna and Victoria White (2006), Transforming Microfinance
Institutions: Providing full Financial Services to the Poor. The World Bank,
Washington DC (ISBN 0-8213-6615-7)

Robinson Marguerite S. (2001), The Microfinance Revolution. Volume 1:
Sustainable Finance for the Poor. The World Bank, Washington DC
(ISBN 0-8213-4524-9)

Rutherford Stuart (2004), The Poor and their Money. Oxford University
Press, New Delhi (ISBN 019 565255 X). In French: Rutherford Stuart (2002),
Comment les Pauvres gérent leur Argent. Karthala & Gret, Paris.

Download at www.eldis.org/static/DOC6987.htm

SDC PUBLICATIONS

Dauner Gardiol Isabel, Intercooperation (2004), Mobilizing Savings — Key
Issues and Good Practices in Savings Promotion. Swiss Development
Cooperation, Berne.

Download in English, French and Spanish at www.deza.admin.ch/ei

Egger Ruth, Intercooperation (2005), Rural Finance — What is so special
about it2 Swiss Development Cooperation, Berne.
Download at www.deza.admin.ch/ei

Havers Mark, The Springfield Centre for Business Development (1999),
Micro and Small Enterprise Leasing: Lessons from Pakistan. Swiss
Development Cooperation, Berne.

Download at www.intercooperation.ch/finance/download/divers/leasing-
pakistan.pdf

Intercooperation (2005), Monitoring System for Savings and Credit Opera-
tions, long and short version. Swiss Development Cooperation, Berne.
Download at www.intercooperation.ch/finance/download/#monsystem

Intercooperation (2004), Remittances, the Money of the Migrants. Swiss
Development Cooperation, Berne. Download at www.deza.admin.ch/ei

o Milligan Walter (1994), 11 Reasons for the possible failure of a Revolving

Fund. Swiss Development Cooperation, La Paz. Download, also in Spanish
and French, at www.intercooperation.ch/finance/download/#rfocmlf

o Reichmuth Markus, M. Flaming, R. Dominicé, Tulum (2006), Lessons learnt

from Guarantee Funds: The Example of the International Guarantee Fund
(IGF). Swiss Development Cooperation, Berne.
Download at: www.intercooperation.ch/finance/download

e Schlaufer Caroline, Intercooperation (2007), Islamic Financial Services:

Preliminary Orientations. Swiss Development Cooperation, Berne.
Download at www.intercooperation.ch/finance/download

WEB LINKS

BSM Finance: www.intercooperation.ch/finance
(Financial sector website Intercooperation on behalf of SDC)

Cerise: www.cerise-microfinance.org
for social performance: www.cerise-microfinance.org/publication/impact.htm

Consultative Group to Assist the Poor (CGAP): www.cgap.org
Mix Market: www.mixmarket.org

Obhio State University Rural Finance Program:
http://aede.ag.ohio-state.edu/programs/ruralfinance

Portail Microfinance: www.lamicrofinance.org in French
for rural finance: www.lamicrofinance.org/resource centers/finrur

Swiss Development Cooperation: www.deza.admin.ch/ei
The MicroBanking Bulletin: www.mixmbb.org

The Microfinance Gateway: www.microfinancegateway.org

for savings: www.microfinancegateway.org/resource_centers/savings and
for social performance:
www.microfinancegateway.org/resource_centers/socialperformance

for savings: www.microfinancegateway.org/resource_centers/savings
and for social performance:
www.microfinancegateway.org/resource_centers/socialperformance
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Project Preparation Policy Orientation Annex 1.1.1

groups to empower themselves through the choice and effective use of diverse, client-friendly and
reliable financial services.

e Realizing synergies with other development programmes, notably in the fields of small enterprise
development and rural development. Very poor people in particular can only use financial services
effectively in combination with access to essential ‘non-financial’ services.

Supply-side measures

e Support is provided to financial institutions with a clear vision of providing SDC's target groups
with lasting access to financial services that are financially and institutionally viable or have a clear
plan for reaching such status. Revolving credit funds should thus generally be avoided, as they
tend to fail to cover costs, have a limited client outreach, and face a trade-off in pursuing a mix of
a wide range of social, economic and project-specific objectives.

e Application of “good practice” management and a “client first” attitude that appropriately
addresses the needs of the clients. Particular attention is paid to savings mobilization as a client
service and with respect to a healthy liability structure including savings deposits.

e Considering the lack of banks catering to poor rural clients, the ‘up-scaling’ approach is still very
relevant in the South. Microfinance service providers with a vision and potential for economic
viability and large-scale outreach are strengthened, thereby leading to their potential
transformation into regulated institutions. SDC may offer them capacity development, technical
assistance, risk capital instruments (e.g. grants or guarantees) and facilitated access to domestic
capital markets or to international social investors so as to improve their governance and financial
leverage.

e This ‘linkage’ approach of bringing self-help groups, their associations, or other types of semi-
formal financial service providers together with formal financial institutions (strategic alliances)
helps reduce both risks and financial transaction costs. SDC may facilitate linkage processes
through institution building of self-help groups and their associations on the one side, and that of
financial institutions on the other side. It may underwrite risks by guaranteeing the financial
institutions a percentage of their loan portfolio.

e The ‘greenfield’ approach of creating new financial institutions is only justified where no
institutions are present or existing ones are not willing to extend their services to SDC's target
groups in a financially and institutionally sustainable manner. It normally requires long-term
support and high capital outlays. SDC may cover part of the start-up costs and facilitate the
access to (social) investors.

e The ‘down-scaling’ approach can be a promising strategy, particularly in small enterprise finance
and in more mature financial markets where significant bank branch networks exist (e.g. in
Eastern Europe). The commitment and strategies of banks to target small enterprises and/or
poorer market segments is essential for down-scaling. Support to fully operational banks to
deepen outreach to SDC’s target groups on a long-term, profitable basis may cover technical
assistance, training and access to long-term refinancing sources.

¢ In the course of financial sector deregulation of former socialist systems, SDC may assist in the
restructuring of development and agricultural banks and apex institutions, if they assume strategic
roles vis-a-vis retail financial institutions serving SDC's target groups in terms of refinancing,
guarantees, equity participation, securitization, etc.

Support of the financial sector’s infrastructure

SDC may support the infrastructure with technical assistance, the organization and (co-financing) of
national and international partnerships, exchange visits, traineeships, quality analytical work,
seminars and conferences. It includes improving the quality and flow of information between financial
institutions, their clients, investors and the general public.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 3



Project Preparation Policy Orientation Annex 1.1.1

Support of the financial sector’s policy and regulatory framework

Financial sector reforms for greater breadth and depth are needed to create more competition for
improved services at lower costs. This requires not only banking laws conducive to development of
finance institutions, but also efficient, non-bureaucratic supervisory mechanisms. SDC may engage in
policy dialogue and in innovation and reform processes of the regulatory and supervisory
environment, in close co-ordination with other bilateral and multilateral donors.

General operational principles and priorities

SDC's interventions comply with the following main operational principles and priorities:

Based on a sector-wide analysis, country-specific strategies are designed to take into
consideration local priorities, partnerships, and SDC's comparative advantages.

SDC aims at capitalising potential synergies in its FSD operations with interventions in agriculture,
small enterprise development, (functional) literacy and integrated approaches, without
compromising the need to institutionally separate financial and non-financial services.

Capacity development is essential at all levels for the strengthening of financial sectors. An
institutional perspective and joint planning of capacity development measures enhance ownership
and integration into the partners' own strategies and resource plans.

Recognition of the strategic importance of savings mobilisation, as savings promotes the
autonomy of the target groups, the financial institutions and the national economy.

SDC supports the development, testing and dissemination of innovative banking technologies
adapted to local conditions that help rural financial institutions to reduce the relatively high
transaction costs and risks associated with services to the agricultural sector.

Importance is given to the capitalisation, exchange and dissemination of practical experiences and
good practices.

The quality of the planning, monitoring, and evaluation practices and the "accountability for
results" in SDC's financial sector operations will be enhanced, building on internationally
recognised methods, indicators, and in-depth institutional dialogue with SDC's partners.
Importance will be given to both financial and social (development) performance.

SDC's main comparative advantages in FSD

SDC sees its main comparative advantages as follows:

Rural finance, capitalising on synergies with complementary rural development activities.
Proximity to partners and understanding of local contexts.

Ability to work in multi-partner arrangements at retail, infrastructure, and policy levels.
Ability to take risk and to engage early or to stay on in an institution's development process.
Supporting innovation and experimentation.

Development cooperation with a long-term perspective.

Diversity of instruments that can be used flexibly according to local needs and conditions.
Capacity development at all levels.
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Example of a Due Diligence Exercise (Terms of Reference)

Criteria to be looked at and questions to be asked:
a) Eligibility criteria for financing under the Project (bullet points)

b) Additional issues and questions to be addressed as part of the Due Diligence exercise
(italic)

1 Clients

e A demonstrated commitment to serve those who have no access to formal financial institutions in
the statutes and business plan, and carried out in their operations.

e A demonstrated commitment to reach those in underserved areas (within the single economic
space of Bosnia & Herzegovina).

e More than 1,000 clients outstanding for individual lending and more than 3,000 clients outstanding
for group lending and increasing growth each year.

Describe the key leader or leaders who principally determine the MFI's vision and operations. Comment on
any notable strengths or weaknesses of the leadership that are apparent.

How does the MFI's performance compare to their stated mission? Has the MFI achieved its mission? How
realistic is the MFI's business plan regarding outreach to underserved clients and underserved areas based
on their performance, to date?

2 Loan Products and Lending Practices

e Maximum first loan disbursed of less than 2 times per capita GDP (based on IMP numbers for
1999)

e Average first loan disbursed size of less than 1.5 times per capita GDP (based on IMP numbers for
1999)

These would be subject to review during the mid-term review and possibly modified based on
economic growth trends and client demand.

List all the loan products and comment on the requirements that accompany each product. What lending
methodologies does the MFI utilize (specify individual vs. group by money disbursed, outstanding balances
and active clients). Describe the MFI's key lending policies, client assessment, collateral, collection, etc.

What types of collateral does the MFI require? Does the MFI tend to over-collateralize loans (taking into
account the MFI's mission and that target clients include war-affected people)? Calculate the theoretical
interest yield for the MFI expressed as an APR, and the cost to the client for each loan product (using the
CGAP computation methodology).

Are internal controls for loan approval and processing adequate? Is it ensured at both HQ and branch level
that any lending decision requires the written approval of at least two persons and it is a third person who
enters inputs into the loan tracking/accounting system?

Describe the internal controls in place with regard to cash management and to segregation of duties
concerning credit decisions. How formal are these procedures?

How are credit operations audited for fraud? What controls are in place to ensure that loan funds do not get
disbursed to related companies/relatives of the employees of the MFIs?

Does the institution monitor dropout rates? If so, how? Does it investigate reasons for client dropout and
factor this information into its product design? If not, is this regarded as a future issue?
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Does the MFI currently offer, or plan to offer, any new products or services? Comment on the implications for
the institution's business plan projections and competitiveness/viability.

3 Institutional / Management

3.1 Legal Structure / Governance

Legally registered as a micro credit organization

Board of directors independent of management i.e. have no relatives on the staff.

The Board members possess necessary skills and experience to carry out their responsibilities.
Board members have no loans from the MCO and do not conduct any illegal business.

The Board meetings are on a regular basis.

The Board receives needed information from institution on time.

The Board minutes are in place with description of meeting and relevant decisions.

Review and comment on the quality of the institution's statutes. Do the statutes include term limits, a system
for rotating off the Board and a method of Board member assessment?

Describe the structure and selection of the board of directors. Describe the quality of the relationship
between the MFI's managers and its board. Characterize the level of control exercised by the board. What is
the policy, if any, on which issues the board gets involved and which it leaves to management. Provide
recommendations as to overall governance and accountability issues.

3.2 Human Resource Management

Management team possesses the skills needed for successfully running the institution.

Lower level staff are strongly supported by management, by adequate information as well as
informed about the institution's policies and procedures in institution, including staffing policies and
procedures

Transparency in the selection of staff and quality of staff training.
Adequate staff compensation policy.
Sufficient investment in staff training and professional development.

Clearly defined and implemented staff performance evaluation process with merit based
compensation strategy.

Attach the current organisational chart and explain whether lines of authority and roles and responsibilities
are clear and appropriate to the size of the institution.

Comment whether the MFI has qualified and experienced management, with well defined policies and
written procedures for management of all financial risks

Comment on the quality and motivation of credit officers, on staff turnover, and on institutional dependence
on international staff/outside consultants.

3.3 Information System

Computerized accounting system in accordance with international accounting standards and
appropriate domestic regulations.

System must be capable of producing appropriate reports and financial information in a timely,
reliable and applicable manner.

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 6



Project Preparation Context Assessment Annex 1.2.1

Accounting procedures must be clearly documented.

Audited financial statements before disbursement. For the first round this will mean 2000 audited
financials - no disbursement will be made until the 2000 audited financials are completed and
unqualified. They will also need to correspond with the draft audited financials used by the due
diligence team.

Computerized database able to provide timely (at least weekly) reports on total loan portfolio,
including the portfolio classification.

All systems must meet basic conditions of quality and security, with back-up procedures and be
capable to meet the needs of a growing institution.

Review the latest two audit reports and management letters (where available). Follow up and comment on
the measures that the institution has implemented as a response to the management letter.

Where relevant, review the Independent MIS Assessment Report, carried out by MEDA Consulting Group, to
ensure all relevant recommendations have been actioned or are being actioned.

3.4 Planning and Budgeting

Strategic plan for three to five years

This plan must include institutional goals and strategies for reaching goals, based on reasonable
assumptions, internally coherent and adaptable to real MFI possibilities. The plan is updated as
needed and used in decision-making process.

Budget projections based on reasonable assumptions, regularly updated and used as a key tool in
decision-making process

For the last financial year a completed comparison of plan vs. actual budget performance

What policies and controls are in place with regard to investment decisions? (Acquisition of a company,
institution, purchase of a building, creation of a daughter company, etc.) When making an investment
decision in fixed assets, has the FI considered the different options available (e.g. leasing vs. purchase), and
has it made the decision based on a cost benefit analysis?

Review the accuracy, reliability and timeliness of regular management reports. Were management reports
reviewed by the Board and the management team for appropriate decision making?

3.5 Internal Controls / Manuals

Internal control system in accordance with the nature and size of the institution with clear
procedures for guarding against inaccuracy, incompleteness, and fraud. This will include defined
responsibilities and duties, separated functions, cross checking and double signing.

Internal Audit function, as appropriate for nature and size of institution.

All procedures and policies documented in manuals and circulated to staff including credit or
operations, administrative and internal control staff.

In the absence of an internal audit function, what are the key tools to ensure appropriate and key internal
controls are in place?
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4 Financial Performance

4.1 Asset Quality - Annual

Classification of loans at 30, 60 and 90 days and rescheduled loans

PAR less than 5% after 30 days (i.e. outstanding principal balance of all loans with one or more
payment(s) more than 30 days late divided by the Gross Portfolio Outstanding.
Loan Loss Reserve of not less than 2% of the outstanding portfolio

Write Offs less than 3% of the average outstanding portfolio
Rescheduled loans less than 5 % of the outstanding portfolio

Review the MFI's policies associated with assessing portfolio risk, aging schedules, classification methods
and loan loss provisioning. Comment on their write-off policy. Does the MFI adhere to accepted accounting
standards. Comment on whether policies and procedures for the classification and aging of loans are
adequate.

Comment whether the MFI has appropriate policies and procedures for branch lending and portfolio
management.

4.2 Profitability

Positive ROA adjusted for inflation and in-kind subsidies (not cost of funds) based on 31 December
2000 audited financial statements.

This will need to be calculated so as not to overstate income. For MCOs that take an up-front
feelinterest, an accrual basis for calculating income will be required.

Provide profitability and efficiency trends analysis of the MFI using the adjustment methods as outlined in the
CGAP Technical Tool Series NOA/July 1999. For the cost of funds adjustment factor, use 6 months OM
FIBOR+6 percent p.a. For the inflation adjustment factor, use the simple average of the official inflation rates
in the two entities in 2000. Provide detailed comments on all adjustments.

Provide an income statement and a balance sheet before adjustments for inflation and subsidies for the four
most recent semi-annual periods with detailed comments.

State whether the MFI uses cash or accrual method of accounting.

Provide detailed explanatory notes for the interest calculation and for policy with regard to stopping and
reversing the accrual of interest income on non-performing loans.

Business Plan showing improving trend in this AROA

Business Plan also showing improving trend in Operating Efficiency

Does management effectively balance the goal of achieving financial sustainability with the need for
institutional development and reaching out to low-income clients?

Comment on the financial sustainability of the MFI over the longer term.

How committed is the management to efficiency? Do high interest rates hide unnecessarily high operating
costs?

How profitable is the MFI vs. other MFIs in the country and the industry's benchmark?

4.3 Liquidity

Last year's (2000) cash flow projection against actual cash flow
One year future (2001) cash flow projection

Liguidity Management Policy in the operations manual
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Describe the liquidity policies and procedures used by the MFI. Assess the long-term liquidity of the MFI and
in your opinion, the liquidity position of the MFI in short to medium term.

Assess the capacity of current financial management with regard to cash flow management. In the current
practice of the MFIs, liquidity management is limited to basic cash flow management. This should, however,
be based on cross-checked cash flow projections. Comment on the completeness and accuracy of
implemented cash management principles. Would the MFI have the professional capacity for liquidity
management, if it were transitioning to commercial sources of funding or to deposit-taking?

4.4 Capacity Adequacy and Balance Sheet Structure
e Equity / Risk Assets ratio not less than 15%

SDC — Manual / January 2010 Accountability for Results in Financial Sector Development 9



Project Preparation

Project Design Annex 1.3.1

Checklist for Appraisal and Selection of FSD Project Strategies

Criteria

Relevance

a) Outreach
expansion

b) Target

group
orientation

c) Gender
aspects

d) Client
retention

e) Subsidiarity

Sustainability

a) Institutional

Questions / issues

The key question is, whether the project ‘makes financial markets work for the
poor’? Does it stimulate the financial sector such that significantly more so far not
served or underserved people can access financial services which meet their
financial needs on a lasting basis at affordable costs?

More specifically this means whether the project is instrumental for the

following:

Depth expansion:

- Reaching lower market segments through new innovative products or through
existing products at reduced transaction costs which meet the particular needs of
the poor and very poor (e.g. daily available financial transaction at the doorstep).

Breadth expansion:

- Reaching existing clientele at a much bigger scale through branch network.
Expansion or new innovative product delivery mechanisms (e.g. mobile phone
banking).

- Leading to increased competition that will ultimately result in lower rates for the
clients and/or improved quality of services.

- Reaching the target groups of SDC? (see poverty assessment tools
module 1.2 / B 2)

- Improving the management of household cash flows.
- Reducing financial risks and vulnerabilities through savings and micro insurance.

- Generating higher income (e.g. quick micro loan to seize sudden income
opportunity). Leading to better nutrition, health, education, empowerment of
women at the household and community level, etc.

- Giving women control over the household finances. ( Note: Women may even
suffer from repayment obligations for loans misused by male family members)
- Establishing services and products tailored to the specific needs of women.

- Leading to increased client trust and retention, growing demand for financial
services, gradually reducing transaction cost, etc.

Does the project:
- only offer services that cannot be generated in the domestic market at comparable
costs?

- not compete with local or national service providers? (i.e. no crowding out of the
private sector).

The project is instrumental for the following:

- Capacitating partner Fls to offer the new services and products at affordable and
competitive conditions after the termination of the project.
(Note: Sustainability of Fls is strongly influenced by market forces that are a reflection of the
overall socio-economic and political environment as well as the regulatory framework.)

- Improving institutional sustainability, i.e. the FI has a qualified and dedicated
management and motivated, competent personnel offering client-oriented services
by means of appropriate management systems. Good governance with a board
ensuring maximum transparency and accountability towards the clients, the staff
and the investors.
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Project Preparation

b) Financial

¢) Social

Consistency with
SDC'’s financial
sector policy

Scope and
comparative
advantage of SDC

Project Design Annex 1.3.1

Improving financial sustainability, i.e. FI covers all operating and financial costs
and generates sufficient profit to build up necessary financial resources and to
invest in its expansion of its branch network to maximise outreach. E.g. the Fl can
develop alternative refinancing sources, particularly savings mobilization and loans
from domestic banks, as a result of its increased creditworthiness, so that it no
longer depends on cheap donor credit lines.

Improving social sustainability, i.e. FI shows a social responsibility towards the:

- Clients: financial products offered meet their financial needs and are
affordable for them. Clients are not brought into financial difficulties.

- Staff: are treated fairly without gender, race and social discrimination and paid
according to market rates.
- Local community: if the clients succeed in their livelihood conditions, the local

community benefits as well. This includes the support of clients’ activities that
are socially and environmentally appropriate within their local communities.

The project is instrumental for the following:

Promoting/following market-oriented and business principles and approaches
since FSP is part of private sector promotion

Promoting institutional capacity-building: Lack of professional retail capacity
constitutes the single most important constraint for outreach expansion in many
developing countries. Therefore, all projects should focus on institutional and
human capacity-building so as to facilitate the growth of strong Fls that can expand
rapidly their retail capacity.

Promoting an enabling environment, since FSD-projects are particularly sensitive
to changes in the socio-economic and political environment and of the regulatory
and supervisory framework. E.g.: an interest rate ceiling imposed by government
would render the expansion of outreach and breadth of financial services in rural
areas impossible.

Promote the social capital of the target groups in dealing with Fls.

Relevant for rural finance, i.e. supporting outreach in rural areas.

To determine the scope of SDC support, the following aspects need to be
considered:

Financial envelop: How many FlIs and/or other implementers, number of
intervention strategies and levels can be envisaged for support?

Comparative advantages of SDC for a particular context or intervention?

On which partnerships can SDC draw? What is their track record at the sub-
national or national level or even in the wider region?

Which FSD-related synergies with other interventions in other sectors at the sub-
national or national level, particular expertise at SDC or in Switzerland are
possible?

Alignment and harmonisation: How does SDC support fit with local strategies?
How can SDC increase its scope through complementarities with other inventions
and donors? Mutual exchange and sharing of experience among donors and with
the policy-makers are preconditions for exploiting synergies for larger development
impacts? l.e. how can the project along the imperatives of donor.
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Good Practice Examples for Entry Proposals, Project Documents

and Credit Proposals for FSD Projects

To provide some guidance for the elaboration of Entry Proposals, Project Documents and
Credit Proposals, good practice examples for Financial Sector Development (FSD) projects
are provided in the attachment to this introductory note.

The examples were chosen with the aim to represent each step of the formal decision-making
process within SDC and selected types of engagements represented in SDC's Financial
Sector Development Portfolio. The following statements aim at guiding you to the most suitable
example:

e You are looking for representative examples for the whole chain of key documents in the
SDC decision making process:

The “Access to Rural Financial Services in the Vinnitsa Region of Ukraine” project is documented with
its Entry Proposal, Project Document and Credit Proposal. The Ukraine Rural Finance Project is a not
too complex case representing a quite common type of FSD project, namely a financial services
component within a larger rural development programme. It avoids a credit fund, an instrument that is
rarely successful.

e You are looking for an Entry Proposal, Project Document or Credit Proposal for a credit or
financial services component within a larger multi-purpose development programme.
Here again, the Ukraine Rural Financial Services project is a good example.

e You are looking for a good practice example of an Entry Proposal in the field of
microinsurance, also representing a Public Private Development Partnership (PPDP) in
FSD.

The Draft Proposal “Microinsurance: Learning, Innovation, Pilot Activities” covers SDC's PPDP with
Zurich Financial Services and the International Labour Organization ILO.

e You are looking for an Entry Proposal for a complex, sector wide, multi-donor
(harmonized) project in FSD.
This type of project is represented with the Entry Proposal for the Pakistan “Financial Sector
Development Programme”.

e You are looking for a Project Document and Credit Proposal for the support of a regional
network to strengthen microfinance institutions in several countries.
Have a look at the Credit Proposal and Project Document for PAMIGA, Participatory Microfinance
Group for Africa. g

e You are looking for a 2". Phase Credit Proposal of an FSD project aiming at a more efficient,
sustainable and inclusive financial system.
This type of credit proposal and project is represented with “PROMIFIN: Financial services programme
for low-income groups” (in Central America).
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Access to Rural Financial Services in the Vinnitsa Region of Ukraine


A) Entry Proposal (Eintretensantrag)


SAP No 
7F-03709.01


Duration 
1 March 2006 to 31 May 2006

1 Introduction


In the region of Vinnitsa in Ukraine, SDC supports the project EcoLan dealing with organic agriculture. This project is an answer to farmers, having a lack of resources for buying fertilisers and other chemicals. The project aims to turn this initial disadvantage into an opportunity and to create profits through organic farming with eventually higher product prices. Through a seco financed project in certification, EcoLan got a strong support: local farmers shall be able, to get a certificate directly in Ukraine, independently from traders and certifiers from outside the country. – Besides EcoLan, there are other donors working in the same region. IFC implements two projects in the sphere of dairy and fruit production support respectively. IFC is working with a supply chain approach, supporting around 50 producers in each of the projects.


Still then, the basic problem in the rural area remains the difficult access to financial services. As long as this problem is not resolved, there will be no investment and development of small and middle farm enterprises. Therefore, SDC has decided to investigate possibilities to ease the access to financial services in rural areas and to show possible solutions for the Oblast of Vinnitsa. The main condition for this investigation was, from the very beginning, that SDC would not open a new sector of activities but will rely on existing solutions, teaming up with partners, and will get on board a motivated bank. The following entry proposal discusses such possibilities having in mind, that there is a commitment from different partners to collaborate.


2 Context


2.1 Agricultural sector


Agriculture is a key sector of the Ukrainian economy having a share of 28% of GDP (2004) and employing 24% of the labour force. There are three types of agricultural production units:


1) Agricultural enterprises are privately owned with a 1,194 ha of an average area. A total number of 18,841 enterprises cultivate 22.5 million ha in the entire country.


2) Private Farms represent an emerging segment of commercial agriculture with an average area of 66 ha per enterprise, and they cultivate 2.8 million ha of agricultural land.


3) Household plots are widespread and consist of small land plots of 0.5 ha on average. A total of 6.2 million household plot owners cultivate 3.2 million ha and produce more than 60 % of the food stuff in Ukraine.


These overall characteristics of Ukrainian agriculture are true also for the Oblast of Vinnitsa, where the project at hand should be implemented. There are 788 (0,4 %) agricultural enterprises, 820 (0,4 %) private farms and 220,180 (99%) household plots in this region.


The state policy supports the agricultural sector with different measures, such as subsidy of interest rate for credits, buying parts of the grain harvest for food security stocks, etc. However, the Ministry of Agricultural Policy remains still very much oriented towards direct intervention in production processes and is less oriented on a policy of incentives. Moreover, the Ministry supports practically only the big agricultural enterprises. Private farms and household plots are only marginally reflected in the agricultural policy. For these two latter groups, the moratorium on the land market is the biggest problem and hampers a more dynamic development of the sector.


2.2 Access to finance


Regarding credits for the three groups of agricultural production units, the situation is as follows: 

· The big farm enterprises have no problem in getting credit from the banks, because they normally need big credits, and they have necessary collaterals.

· The private farmers have very limited access to external financial resources and they are therefore to a very large extent self-financing.


· The households have no access to financial services. They only get some consumer credits offered by credit unions (20 % of these units have a potential to invest and are creditworthy)…

· The lending system is asset-based (means, that if one wants to get a credit, one has also to present adequately valuable collaterals as a security to the bank) and not cash flow based what makes it very difficult for private farmers and households to get access to financial services.

The limited access of private small and middle farmers to credits is due to the lack of adequate products on the financial markets: not one regional bank offers small and tailor made credits covering the needs of the majority of the small enterprises in the rural area. This could be confirmed by having a look at the cost structure of these farmers which is: 2 % for interest rates of credits, fuel (31 %), machinery and machinery maintenance (21 %), seeds (15 %) and fertilisers (12 %). Exactly for these costs private farmers and households would need credits in order to develop their businesses.


2.3 Offer of Financial Services in the Vinnitsa region


Thirty Ukrainian banks have their regional branches in Vinnitsa. Out of this number, 13 banks are involved in agricultural lending. It is estimated, that in 2005 a 1000 loans have been allocated. The average size of loan, assessed on the bases of loans given in the first semester of 2005, was 86,000 US$. This is far away from the sum, that private farmers of small and middle size would use to cover their needs. No credits of smaller size than 6.000 dollars have been given in 2005. Small and middle size producers would ask for loans from 1,000 to 5,000 US$ for two to four years. This segment is neither covered by the banks, nor by the credit unions (credit unions are interested in quick return of the money, mostly within 12 months. Farmers would need credits for one year e.g. for seed and fertiliser, and for two to four years or even more for small machinery).


The Oblast of Vinnitsa has 21 credit unions. All of these credit unions focus on consumer lending. They have recently introduced some house-improvement loans. However, credits to micro-enterprises constitute less than 5% of their overall business (mainly due to difficulties for long term funding).


Credit unions charge higher interest rates than banks. Whereas banks are in the range of 24 to 30 %, the credit unions ask for 40-70% per annum. If the credit union lends money from the banks, they also get this money for about 24 % to 30 % interest rate per annum. Credit unions perceive their competitive advantage through customer friendly service, understanding of the poor and lower middle class clients whom they treat with respect, very simple loan application procedure and fast loan approval.


3 Coherence with SDC activities in Ukraine


SDC in Ukraine is in a process of defining a new country strategy. This country strategy will focus on three major sectors: Governance-sector (Judicial Support and Criminal Justice Support), Health-sector (Mother and Child Health care system), and Sustainable use of natural resources (Collaborative Forest Management and economically viable organic goods / products). 


In the evaluation of the country programme in March 2005, one of the mentioned strengths of the relatively small SDC programme in a rather big country is the fact that SDC starts with relatively small actions, and tries afterwards to further elaborate them around success stories. The project in hand should become an additional standing leg within the activities already implemented in Vinnitsa, and on a national level in organic agriculture. The proposed project is based on a proven partnership, which is an important condition for success. Among these partners is the EcoLan project implemented by the SHL of Zollikofen. The agricultural college of Illinzi is another long-term partner, with whom the project shall work. IFC is implementing agricultural projects in the region, and the Ukrinbank has its branch in the region, too. Besides having a proven partnership, the project makes an input to strengthen efficiency and effectiveness of other measures taken to support the sector of agriculture and makes a contribution to local governance and decentralisation.

Last but not least, the project will develop in a limited time frame an innovative product (credit scheme) for the private farmers and the owners of household plots. Together with a bank, investing own resources, the credit scheme – given its success on the market – will be picked up and spread out by the interested bank.


4 Project objectives and outputs


The main goal of this project reads as follows: “Financial services are accessible for small and middle production units in rural areas of the Oblast of Vinnitsa”.

The specific objectives and outputs of the project are:


Objective 1: A selected commercial bank is willing and capable to provide medium and long term loans to private farms and agribusinesses.


Outputs to Objective 1:


· An adequate credit scheme for small and middle production units in rural areas is developed in the region of Vinnitsa together with the already committed Ukrinbank


· The product is tested by the bank and in the local market in close collaboration with the IFC and SDC projects working in the region of Vinnitsa


· The partner bank is expanding the new product to its markets in Vinnitsa (and where ever the bank is willing to do it)


Objective 2: Farmers and small producers are aware of commercial bank’s credit products and are able to fulfil the bank’s requirements


Outputs to Objective 2:


· Training modules for the development of small business plans are elaborated together with the partner bank and other stakeholders.


· Farmers are trained to present adequate business plans to get credits.


· The training modules are handed over to the college of Illinzi that will spread the training on non profit basis.


5 Target Groups


The immediate beneficiaries of the project are the Ukrinbank and the college of Illinzi. The bank will get a product, which will hopefully be accepted on the market. The college of Illinzi will get the possibility to increase its competence in training small producers in rural areas, interested in getting credits for the development of their business.


The impact should reach producers in the rural area of Vinnitsa (and hopefully in a larger area later on). Indirect beneficiaries are therefore:


· registered private farmers (with more than 2 hectares of land)


· unregistered production unit owners working on their household plots

· Small processing or service enterprises, working in the rural areas and developing their business through small credits.

6 Partner Organisations


The main partners of the project are:


· The Agricultural College in Zollikofen (SHL), implementing already the SDC financed project in organic agriculture in the Oblast of Vinnitsa. This college has an international department, and collaborates also with the seco financed project on the organic certification and market development in Ukraine


· The Illinzi Agricultural College is the Ukrainian implementing partner of the EcoLan project. The college has proven readiness for innovative training and has introduced in the last three years an entirely new concept for the teaching of specialists in organic agriculture. The college has a department dealing with economics in rural areas.


· The Ukrinbank (Ukrainian Innovation Bank) has a local branch in Vinnitsa. This bank has good experience of cooperation with IFC implemented projects in agricultural production in southern Ukraine. Ukrinbank provided a letter of interest and is very interested to develop a new credit product for small and middle producers in the rural area of Vinnitsa.

· The International Finance Corporation (IFC) is currently implementing two agribusiness projects in the region of Vinnitsa. In March 2005, it launched a three-year dairy project fun​ded by SIDA. The second project is focused on fruit production, funded by the Austrian government. Both projects shall come to an end by 2007. The projects follow a holistic approach which focuses on the entire supply chain. Access to financial services is the crucial component of the supply chain, and therefore, IFC is interested in this project, too.


7 Intervention strategy


The intervention will be at the micro level, i.e. at the level of the commercial bank and its potential customers. The project will have two components corresponding to the two objectives mentioned above:


4) A selected commercial bank is willing and capable to provide medium and long term loans to private farms and agribusinesses.


5) Farmers are aware of the commercial bank’s credit products and are able to fulfil the banks’ requirements


The first component would be implemented together with the Ukrinbank and in close cooperation with the IFC. The intervention would comprise consultancy support to the mentioned commercial bank in order to downscale its delivery system to private farmers and other producers in terms of lending approach: adoption of SME lending approach to private farms, introduction of medium and long term lending, shift from asset-based to cash flow based lending. It would entail training of branch managers and loan officers in this regard. The project could include also a second bank, or perhaps, a committed credit union.


SDC would provide international expertise in the sphere of lending to farms and agribusiness. The lending approach, systems and procedures would be developed for agricultural producers. Important will be the demonstration effect on the commercial banks.


The second component would be implemented by the Agricultural College in Illinzi with support from the Swiss College for Agriculture, again in cooperation with partner banks and the IFC projects. It would address potential farmers (organic and non-organic) who are interested in getting a bank loan. The target group would include small and middle size farmers and other producers in the region. The type of support would include training and information on credit products, business and finance planning, accounting, as well as preparing financial statements and loan applications.


Maximum outreach to as many farmers as possible would be achieved through a system of training of trainers (ToT) and, after successful pilot-testing, through integration of such training in the curriculum of the agricultural college and its further training for professionals.


On the administrative level, SHL would implement the project. There will be a banker as consultant to the bank (speaking Russian or Ukrainian), who should stay with the bank within the next 18 months for at least 12 months. The budget is estimated at about 500.000 Swiss Franks for the whole project, lasting from May 2006 to the end of 2007. A review within the last six months of the project shall assess achievements and give recommendations on possible phasing out activities if necessary. However, this exit strategy will be designed based on i) hopeful acceptance of the product by the market, and ii) integration of the producer’s training by the college of Illinzi.


8 Risks and Risk Management


The commercial banks generally lack medium to long-term funds which in turn prevents them from providing medium to long-term loans to farmers. This potential risk is mitigated in view of existing and forthcoming credit lines from International Finance Institutions (IFIs) such as IFC, EBRD, KfW, World Bank. The Ukrinbank said very clearly, that funds are available to be allocated to this new credit product.


Also there is unwillingness of banks to give credits to small and medium size farmers due to unpredictability of the sales prices for agricultural products and inputs, the lack of ‘liquid’ collaterals, the weak legal enforcement system, the lack of financial education, and the clear accounting and financial reporting on the side of the farmers. This risk is also minimised by the bank’s commitment to invest in the development of a product for the small producers. Also, the training developed for credit-takers shall lower this risk.


9 Open issues


· Should SDC work with one or more than one bank? At this moment, one bank is planned to work with, in order not to create wrong fears of competition.

· Should credit unions be included in the project or not? At this moment this is an open question, which also depends on the progress of the local credit unions, and projects working on this topic.

· How to find a valuable consultant?


· Relations with the IFC projects and co-ordination of this project in such a way, that there is no conflict between SDC and seco? At the moment, it is planned to work in close collaboration but not through IFC.

· Projects often do look not only at credits, but also at savings. This has been left out, because the Ukrinbank said, that funds are available. The project would become probably too complicated, if savings would play a role also. Moreover, small scale savings in banks are not very popular yet in the rural areas.

· Is the planned project duration of 18 month realistic if we are talking about long term loans?


Protokoll OPZ vom 28.2.06


7F-03709.01


Eintretensantrag Ukraine: Access to Rural Financial Services in the Vinnitsa Region


Anwesend: ADT, HMB, FTI, MAA, FLC


Abwesend: PFH, RLU (haben EA kommentiert und als grundsätzlich gut befunden, Kommentare wurden eingebaut)


Der Eintretensantrag wurde als klar verständlich bezeichnet. Die gute Beschreibung der Situation und Problematik wurde besonders herausgestrichen und die fachliche Unterstützung durch Fachpersonen der Finanzsektorentwicklung.


Die Projektidee wurde gutgeheissen und Eintreten beschlossen.


Der Eintretensantrag wurde als etwas zu „Banken-orientiert“ bezeichnet. Vor Einreichen des Kreditantrages müssen noch folgende Abklärungen zur Nachfrageseite vorgenommen werden:


· Frage der Machbarkeit: Zu welchem Zinssatz können die Banken Kredite verleihen und welche Zielgruppe kann es sich leisten, diese Zinsen zu zahlen (private farms, household plots)? 


· Die Zielgruppe muss auf Grund der erhaltenen Aussage enger gefasst werden. Private Farms und Houshold plots sind zwei verschiedene Zielgruppen, die unterschiedliche Kredit- und Ausbildungsangebote benötigen. Angesichts der geplanten Mittel von 500.000.-- scheint der Fokus auf eine klar definierte Zielgruppe unabdingbar.


· Wie wird, dank Zugang zum Kreditwesen, das wirtschaftliche Entwicklungs-potenzial der Zielgruppe gesehen?


· Wie gross wird die Zielgruppe eingeschätzt, die tatsächlich vom Kredit- und Ausbildungsangebot Gebrauch machen wird?


Reaktionen auf die Open Issues

1. Zusammenarbeit mit nur einer Bank wird unterstützt.


2. Eher kein Einbezug der Kreditunions.


3. Der gesuchte Konsulent sollte unbedingt das sowjetische Bankensystem kennen (KfW anfragen).


4. EA und OPZ-Protokoll werden dem seco zugestellt.


5. Einbezug der Sparseite: wichtige Frage, die noch vom Finanzexperten beantwortet werden muss.


6. Projektdauer: Frage kann erst zu einem späteren Zeitpunkt beantwortet werden.
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10 Introduction


In the region of Vinnitsa in Ukraine, SDC supports the project EcoLan dealing with organic agriculture. This project is an answer to farmers, having a lack of resources for buying fertilisers and other chemicals. The project aims to create profits by promoting labour intensive organic farming with lower production costs and eventually higher product prices. However, this project cannot be a solution for all farmers. 


In the same region, IFC implements two projects in the sphere of dairy and fruit production support respectively. IFC is working with a supply chain approach, supporting around 50 producers in each of the projects.


One of the basic problems in the rural area remains the difficult access to financial services. As long as this problem is not resolved, there will be no investment and development of small and middle farm enterprises. Therefore, SDC has decided to investigate possibilities to ease the access to financial services in rural areas and to show possible solutions for the Oblast of Vinnitsa. The main condition for this investigation was, from the very beginning, that SDC would not open a new sector of activities but will rely on existing solutions, teaming up with partners, and will get on board a motivated bank. The following project proposal builds on commitments from different partners to collaborate.


11 Starting situation


11.1 Problems and Potentials


Agriculture is a key sector of the Ukrainian economy having a share of 28% of GDP (2004) and 24% of the labour force. There are three types of agricultural production units:


6) Agricultural enterprises are privately owned with a 1,194 ha of an average area. A total number of 18,841 enterprises cultivate 22.5 million ha in the entire country.


7) Private Farms represent an emerging segment of commercial agriculture with an average area of 66 ha per enterprise. 42,400 farmers cultivate 2.8 million ha of agricultural land.


8) Household plots are widespread and consist of small land plots of 0.5 ha on average. A total of 6.2 million household plots owners cultivate 3.2 million ha and produce more than 60 % of the local food stuff in Ukraine.


These overall characteristics of Ukrainian agriculture are true also for the Oblast of Vinnitsa, where the project in hand should be implemented. There are 788 (0,4 %) agricultural enterprises, 820 (0,4 %) private farms and 220,180 (99%) household plots in this region.


The state policy supports the agricultural sector with different measures, such as compensation of interest rate for credits, buying parts of the grain harvest for food security stocks, etc. However, the Ministry of Agricultural Policy remains still very much oriented on direct intervention in production process and is less oriented on a policy of incentives. Moreover, the Ministry supports practically only the big agricultural enterprises. Private farms and household plots are only marginally reflected in the agricultural policy. For these two latter groups, the moratorium on the land market is the biggest problem and hampers a more dynamic development of the sector.


A major problem is that small farmers in Vinnitsa oblast do not have access to credit. This is true for working capital (short term) but even more for investments (medium to long term). This situation is caused by a number of factors at various levels including (i) the policy level, (ii) the financial institutions (the supply side), and (iii) the farmers’ level (the demand side). 


The general pattern is that private farmers are to a very large extent self-financing and have limited access to external sources of financing. According to findings by the IFC, 97% of private farms use their personal savings, some 15% borrow from individuals, supposedly friends and relatives. Access to commercial bank credit is rare. Overall, only 17% of private farms succeeded in obtaining a bank loan. The percentage is much higher for large agricultural enterprises of which 57% were able to access commercial bank loans. 


The reasons for the lack of access are manifold. The most prominent constraints mentioned by the private farms are the high cost of bank loans, the high collateral requirements and the cumbersome bank procedures and extensive paper work. Moreover, there is a general lack of information and transparency among potential bank clients. Many do not know about the banks’ credit products and programs. 


Furthermore, many farmers have a rather negative perception of bank loan pricing – even though they often pay higher interest rates using informal sources of financing. Interest rates are always a contentious and sensitive issue, but more on political than on economic grounds. The latest IFC survey found that interest cost amounted to only 2% of total costs per unit of output, and that other costs weighed much heavier like diesel fuel (31%), machinery (21%), seeds (15%) and mineral fertilizer (12%). 


For small farmers, access to finance is more important than the cost of finance. This is confirmed by the success of other programs, e.g. the Ukraine Microlending Program, which charges considerably high interest rates on very small loans. Normal commercial bank rates are in the range of 18% to 22% per annum, and these are the rates that will likely be charged to small farmers.  


Access to bank loans is even more difficult for small-scale family farms and household plots. Household plots face additional constraints due to their informality: (i) They have no bookkeeping documenting their activities and no credit history. (ii) They are not formally registered and cannot sign a contract on behalf of the enterprise.


From the commercial banks’ perspective, the main bottlenecks that limit access to finance for the medium and small-scale farms can be summarized as follows:


· Legal framework, especially inability to collateralize land, can be seen as one of the key constraints to lending to small-scale agricultural enterprises.  Until this issue is resolved it’s difficult to envision any large-scale financing of small and medium-size farms in Vinnitsa oblast as well as in Ukraine. 


· Banks perceive lack of collateral from private farms as the most significant constraint to lending. Asset-based approach to lending which is traditionally used by the banks in Vinnitsa oblast limits banks’ ability to look for potentially profitable markets within small-scale farms. There is a need for the shift in bank’s philosophy and lending approach from asset-based to cash-flow based lending.


· Lack of financial education combined with the lack of  transparent and comprehensive record keeping on the part of potential borrowers is another significant reason for the banks’ unwillingness to work with medium- and small-scale farmers. Client-side intervention that would aim to increase financial literacy and book-keeping standards within the owners and managers of small-scale and medium-scale farms can become a useful bridging strategy to minimize this constraint. 


11.2 Preliminary activities


Since 2003, SDC has supported organic farming initiatives in Vinnitsa through the EcoLan Project. The Swiss College of Agriculture and the Agricultural College in Illinzi are the implementing partners. In the course of implementation, the project has identified the lack of access to credit as one of the major obstacles for the farmers. The second phase of the project runs up to the end of 2007.  


12 Objectives System


12.1 Overall goal 


The overall goal of the project fits to the other Swiss projects in the region and reads: “Promotion of sustainable development in rural areas of Ukraine in order to preserve natural resources, to generate income and to reduce migration from the countryside”. The goal of the project has been defined as follows “Small and medium size producers in rural areas of the Vinnitsa oblast have access to financial services on a sustainable basis”. The specific objectives of the project are (detailed description of activities see Annex 1):


Access can only be sustainable (i) if loans are repaid fully and timely, and if the borrowers build and maintain a good track record with the partner bank and (ii) if costs are covered and a reasonable profit is generated. From the borrowers’ perspective, access to finance will be sustainable if financial services are available at a reasonable cost. This does not imply that credit should be cheap. In fact, small farmers and rural entrepreneurs are aware that servicing rural areas is expensive and, hence, interest rates are high (18% to 22% per annum), but still reasonable compared to informal sources. 


Financial services encompass not only credit but a whole range of services offered by a commercial bank. First and foremost, this comprises savings deposit facilities but also payment and transfer services which are gaining increasing importance in Ukraine.      


12.2 Objectives and activities


The project will have two components according to objectives:


· The first component will address the supply side of financial services and will assist the selected partner bank to develop their rural lending capacity. The ownership and responsibility for the first component will lie with the partner bank which will assign an executive in the head office to perform as output manager of this component. 


· The second component will address the demand side and will support the potential borrowers, i.e. the farmers and the rural households, to become creditworthy and bankable. This component would be implemented by the Agricultural College in Illinzi with support from the Swiss College of Agriculture. It would address potential farmers (organic and non-organic) who are interested in availing a bank loan. The agricultural college in Illinzi will assign an output manager for this component.  


Objective 1


A selected commercial bank willing to co-operate is capable to provide medium and long term loans to private farms and small businesses.


Activity 1:  Analyze existing products and procedures in the partner bank


A first activity will be a thorough analysis of the prevailing products, systems and procedures in the partner bank, identifying its strengths and weaknesses. The assessment will be conducted at the bank’s methodology department in the head office and also in the Vinnitsa branch to analyze the application in the field.   


Activity 2:  Develop a rural loan product suitable to private farms and define procedures


Based on the above analysis, the consultant jointly with the partner bank will develop an appropriate credit product for small private farmers. Furthermore, the consultant will outline the systems and procedures. This work will build on elements and experience with the cash flow-based lending approach which is successfully applied in small business and microfinance.    


Activity 3: Train bank staff at various levels (management, credit committee, loan officers)


Training of executives and staff of the partner bank by the consultant will be a next step. Firstly, one or two management seminars at the head office will be conducted on policy and strategic issues. Secondly, the members of the credit committee at the head office and at the branch will undergo introductory training to the new product, systems and procedures. Finally, the loan officers at the branch and sub-branch will receive intensive training on the entire lending process: identification, application, appraisal, processing, disbursement, monitoring, arrears control, bad loan work out and, if necessary, enforcement.


Activity 4: Launch pilot test of the rural loan product in Vinnitsa branch

After the training of staff, the partner bank will launch the pilot test of the rural loan product at the branch in Vinnitsa. Operations should commence in February/March 2007 in time for the agricultural season. The bank will specifically identify potential borrowers among the farmers participating in the EcoLan project as well as the fruit and milk producers which receive support from the IFC projects. To this end, the output manager for Bank Capacity Building  will liaise closely with the output manager for Farmer Training as well as financial specialists of the IFC projects. 


In addition, potential clients could also be identified among other producers and processors. The consultant will closely monitor the implementation of the pilot project and will provide necessary inputs for modifications and refinements.        


Activity 5: Evaluate the pilot phase

An evaluation of the pilot phase will be carried out after one year of implementation. This is the time when seasonal loans will have been repaid. The evaluation should be independent and assess the pilot phase from both sides, the perspective of the partner bank and the borrowers. The evaluation will suggest next steps to be taken and will potentially identify needs for further assistance. The steps may include a roll-out of the product (a) within Vinnitsa oblast through intensification, and (b) to bank branches beyond Vinnitsa .    


Objective 2


Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved.


Activity 1: Additional training for teachers of ACI on farm economics 

Since there is still lack of know-how among teachers of Agricultural College of Illinzi on farm economics, they should be trained first on this topic. The consultant from Swiss College of Agriculture will train them on economic data collecting, socioeconomic problems on farms, handling of the existing economic instruments, etc.


Activity 2: Develop training modules and material


The agricultural college of Illinzi will prepare training modules and material for practical training courses for farmers in three areas: (a) business planning, (b) financial management and accounting, and (c) banking procedures.  The objective of the training is to improve the business planning skills and the financial literacy of farmers, and to raise the awareness and understanding of the bank’s products and procedures. The module on banking procedures will be developed in cooperation of the partner bank. 


Activity 3: Conduct Training of Trainers (ToT)


A Training of Trainers (ToT) seminar will be conducted by an international training specialist as an orientation for the (academic) lecturers of the agricultural college. The main focus of the ToT will be on training methodology, specifically on methods and good practices of adult education. 


Activity 4: Conduct training courses for farmers (business planning, financial management and accounting, bank procedures)

Following the ToT, a series of training courses will be carried out by the Training and Practical Centre, a unit of the agricultural college which has been conducting similar courses. The courses will be carried out in winter time which is typically a low activity season for farmers. 


The idea is that after successful pilot-testing the courses could be integrated into the regular curriculum of the Training and Practical Centre. This would be an important prerequisite for the sustainability of the training offer. 

Activity 5: Assess the training impact

In parallel with the evaluation of the pilot phase (Activity 5 under Output 1), an impact study will be conducted with focus on the training activities. The study will provide evidence on (a)  whether and how successful the trainee farmers have implemented their business plans, and (b) to what extent the training has improved the access to financial services. 


13 Work approaches


13.1 Beneficiaries, geographical coverage 


The immediate beneficiaries of the project are the partner bank and the college of Illinzi. The bank will get a product, which will hopefully be accepted on the market. The college of Illinzi will get the possibility to increase its competence in training small producers in rural areas, interested in getting bank loans for the development of their business.


The impact should reach producers in the rural area of Vinnitsa (and potentially in a wider area later on). Indirect beneficiaries are therefore:


· registered private farmers (with more than 2 hectares of land)


· Small processing or service enterprises, working in the rural areas 

There are about 1,000 registered private farmers and small service enterprises in rural areas of Vinnitsa oblast. It is expected that 50 of them (5 %) will receive credits with project assistance. Among the applicants, also small farmers (household plots) and processing enterprises would be welcome.

The geographical coverage of project activities during the envisaged pilot phase is limited to Vinnitsa oblast. After the pilot phase, an evaluation will be carried out to determine whether a roll-out to other oblasts and bank branches is justified. 


13.2 Levels of intervention


The intervention will be at the micro level of the financial system, i.e. at the level of the partner bank and its potential customers.
 Hence, the intervention will be both at the supply side and the demand side of financial services in order to reduce the existing gap between demand and supply. 


Technical assistance will be the main instrument used. This comprises advisory services and training for the partner bank on the one hand and for the agricultural college in Illinzi on the other hand. With the assistance provided, the college will conduct training of farmers as potential bank clients.


13.3 Methodological approach 


The methodological approach rests on the following pillars: 


· Pilot character. The project resembles a pilot venture and as such has an important demonstration effect, especially for the partner bank. A new product is developed, staff are trained, pilot testing is carried out in a selected branch and region (Vinnitsa), then the pilot phase is evaluated, and finally, if successful, the roll-out of the product to other branches and regions.


· Strong ownership. Ownership is created right from the beginning by involving specialized institutions with an immanent interest in performing the functions assigned under the project, i.e. the partner bank for providing financial services and the college for providing training services. There is no need to create additional project structures.


· Market-based approach. The project will adopt a market-based approach right from the start. As a consequence, the target group, i.e. the small farmers, will pay for the services they receive. They will pay market interest on loans and take a cost-share for training. Through this approach, “beneficiaries” will gradually become “clients”. 


· Sustainability. By instilling strong ownership and adopting a market-based approach, the project will ensure institutional and financial sustainability. This will make SDC’s exit much easier or even unnecessary. 


14 Project organization 


14.1 Project partners and their roles


The main partners of the project are:


· The Swiss College of Agriculture (SCA), implementing already the SDC financed project in organic agriculture in the Oblast of Vinnitsa. This project is focused on the whole value chain: production, processing, marketing of organic products and also work on capacity building. The college has an international department, and collaborates also with the seco financed project on the organic certification and market development in Ukraine.


· The Agricultural College in Illinzi is the Ukrainian implementing partner of the EcoLan project. The college has proven readiness for innovative training and is introducing in the last three years a fully new concept for the teaching of specialists in organic agriculture. The college has a department dealing with economics in rural areas. Moreover, the college has established a Training and Practical Centre which is conducting training courses for adults.  


· The Ukrinbank (Ukrainian Innovation Bank) has been selected as the potential partner bank for the project. Ukrinbank has a local branch office in Vinnitsa. This bank has good experience of cooperation with IFC implemented projects in agricultural production in southern Ukraine. Ukrinbank provided a letter of interest and is very interested to develop a new credit product for small and middle producers in the rural area of Vinnitsa.

· The International Finance Corporation (IFC) is currently implementing two agribusiness projects in the region of Vinnitsa. In March 2005, it launched a three-year dairy project funded by SIDA. The second project is focused on fruit production, funded by the Austrian government. Both projects shall come to an end by 2007. The projects follow a holistic approach which focuses on the entire supply chain. Access to financial services is a crucial component of the supply chain, and therefore, IFC has also shown interest in this project.

14.2 Organizational Chart


The project organization is illustrated in Chart 1 below. The Swiss College of Agriculture will be responsible for project management and administration including consultant selection, contracting and payment services.   


The implementation of project activities under the two components will be the responsibility of so-called “output managers”. One output manager will be seconded by Ukrinbank, responsible for capacity building in the partner bank, development and pilot testing of the new product.  The other output manager will be seconded by the agricultural college in Illinzi, responsible for training of farmers. 


Both output managers will be subordinate to the project management and administration at SCA and supported by international advisers/specialists sponsored under the project.  


The project will be governed by a Steering Committee with representatives from five stakeholder institutions. The Committee will convene two to three times per year to provide policy guidance and oversight of project implementation.


Chart 1: Project Organization
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14.3 Cooperation with the IFC


The IFC will be invited to participate in the Steering Committee of the project and will provide important guidance in the policy and strategy.    


At the implementation level, a close coordination will be established between the project and the two IFC projects with fruit and milk producers. Coordination and exchange of experience will be organized under both components. 


Under the bank capacity building component, the adviser and the bank staff in Vinnitsa will liaise with the financial specialists of the IFC projects. Small farmers supported under the IFC projects may be referred to the partner bank for possible financing. It could create an important demonstration effect. If the lending to milk and fruit producers is successful, the approach can easily be adapted to other sub-sectors or products, e.g. sugar beet or grain producers.  


Under the farm training component, cooperation will be established between the college in Illinzi (which will develop and conduct the farm training courses) and the training units/specialists of the IFC projects. Augmenting small farmers’ capacity in business planning and financial management is of mutual interest for SDC and IFC projects. Hence, existing capacities and synergies should be jointly utilized to a maximum extent.   


The details of cooperation shall be worked out in an operational planning workshop at the project’s inception.


15 Budget and Funding


The budget to be allocated by SDC amounts to CHF 499,290 over the two years from July 2006 until June 2008.


Table 1 presents the proposed budget for the two components and for general project administration and coordination. The budget details are presented in Annex 2.


Table 1: Project Budget by Major Components


		Budget Item

		Amount in CHF

		Share



		Project management and administration

		92’000

		18%



		Component 1: Capacity development of the partner bank

		262’470

		53%



		Component 2: Farmer Training

		111,850

		22%



		External evaluation

		34’000

		7%



		TOTAL

		500’320

		100%





Table 2: Project Budget by TA/SAP codes (Amounts in CHF)


		TA,SAP code

		Description

		2006

		2007

		2008

		Total



		

		

		

		

		

		



		TA 1, 

		Project Management CH

		20’760

		32’220

		19’710

		72’690



		

		

		

		

		

		



		TA 1, 

		International Experts

		138’320

		152’620

		40’480

		331’420



		

		

		

		

		

		



		TA 1, 

		Local operational costs

		31’700

		22’050

		8’550

		62’300



		

		

		

		

		

		



		TA 2, 

		External Evaluation

		

		

		34’000

		34’000



		

		

		

		

		

		



		

		

		

		

		

		



		

		TOTAL

		187.193

		217.538

		94.559

		500.410





16 Controlling


16.1 Monitoring


The basis for monitoring is (i) the logical framework of the project and (ii) the operational plan. The logframe is attached in Annex 1. The operational plan will be developed at the inception of the project, with the participation of all major stakeholders. Based on the logframe, a monitoring framework is presented in Table 3.


Table 3 : Monitoring Framework


		Category 

		Indicators

		Sources of verification



		Project Goal

		· Outreach: Number and amount of loans provided: minimum 50 loans during pilot phase


· Downreach: Average loan size below UAH 75,000 (USD 15,000)


· Sustainability: Portfolio at risk (over 30 days): less than 10% 

		· Project Monitoring Report 


· Bank statistics/MIS



		Objective 1

		· Rural loan product is available before agricultural season 2007


· Cash-flow based lending approach is applied by Vinnitsa branch


· A bank outlet (e.g. sub-branch) exists in Illinzi

		· Project Monitoring Report


· Pilot phase evaluation report



		Objective 2

		· At least 80% of trainees implement business plan


· At least 60% of trainees take a bank loan

		· Project Monitoring Report


· Training impact assessment report





16.2 Review


A project review will be carried out towards the end of the project phase. The review will consist of two parts: 


· an independent evaluation of the pilot phase under Component 1 as described under activity 1.5 above. The evaluation will assess the pilot phase from both sides, the perspective of the partner bank and the borrowers. It will suggest next steps to be taken and potentially identify needs for further assistance. The steps may include a roll-out of the product (a) within Vinnitsa oblast through intensification, and (b) to bank branches beyond Vinnitsa.


· an impact study of the farmer training activities under Component 2 as described under activity 2.5  above. The study will provide evidence on (a)  whether and how successful the trainee farmers have implemented their business plans, and (b) to what extent the training has improved the access to financial services.


16.3 Reporting


Based on the monitoring framework above, the project managers will prepare monthly and half-yearly reports. The monthly reports will be submitted to SDC and half-yearly reports to the Steering Committee.


17 Potentials and risks


17.1 Potentials


The project will have considerable potentials and impact:


For small farmers, the availability of finance will enable and improve access to working capital, primarily diesel fuel, seeds and mineral fertilizer. This will raise their productivity and augment the level of production and income. Access to medium and long term loans will enable private farmers to replace outdated machinery and equipment and help them acquire a capital stock which will be the basis for sustained growth in the future. According to IFC project in the southern Ukraine the received small credit assists farmers to increase income during first year on 30 % and each small credit assists to create additionally 1.5 working places in rural areas.


For the partner bank and other commercial banks, the project will have an important demonstration effect. The pilot phase in Vinnitsa will show that with the right product and financial technology small farmers and other rural enterprises can be served by banks on a viable and sustainable basis. It can be expected that the demonstration effect will spill over institutionally beyond the partner bank and geographically beyond Vinnitsa oblast. 


17.2 Risks


Credit alone may not be the solution for solving the economic difficulties of small farmers and rural entrepreneurs. The access to farm inputs, to technology, to increased know-how and improved production methods, and most importantly to markets is equally important and must be ensured before credit can be successfully applied. The supply chain development projects of IFC as well as EcoLan will address these areas for fruit and milk producers which will ameliorate the lender’s risk considerably.  


The commercial banks generally lack medium to long-term funds which in turn prevents them from providing medium to long-term loans to farmers. This potential risk is mitigated in view of existing and forthcoming credit lines from International Finance Institutions (IFIs) such as IFC, EBRD, KfW, World Bank. It is assumed that the selected commercial banks under the project have sufficient long-term funds for term lending.


Another risk may stem from the consolidation of the banking system in the Ukraine which is fostered by the entrance of foreign banks. Competition is increasing and many among the 140 banks will not survive in the medium term. At the current stage, it is difficult - if not impossible – to predict which banks will make it and which ones will not. Therefore, it can only be assumed that the selected partner bank will remain a stable and reliable partner amid the consolidation in the banking sector but the risk essentially remains. A final decision to select the Ukrinbank as the partner bank should be made contingent on a sound financial situation as documented in the audited financial statements for 2005 to be released in due course.

Annex 1: Logical Framework


		Narrative Summary

		Objectively verifiable indicators

		Sources of verification

		Important assumptions



		Project goal


Small and medium size producers in rural areas of the Vinnitsa oblast have access to financial services on a sustainable basis

		· Outreach: Number and amount of loans provided: minimum 50 loans during pilot phase


· Downreach: Average loan size below UAH 75,000 (USD 15,000)


· Sustainability: Portfolio at risk (over 30 days): less than 10% 

		· Project Monitoring Report 


· Bank statistics/MIS

		Farmers have access to non-financial services, incl. input supply, marketing, technology 


Reliable markets exist for farmers’ agricultural products



		Objective 1


A selected commercial bank willing to co-operate is capable to provide medium and long term loans to private farms and small businesses



		· Rural loan product is available before agricultural season 2007


· Cash-flow based lending approach is applied by Vinnitsa branch


· A bank outlet (e.g. sub-branch) exists in Illinzi

		· Project Monitoring Report


· Pilot phase evaluation report

		The partner bank remains a stable and reliable partner amid the consolidation in the banking sector 


The partner bank has adequate funding sources, esp. medium to long-term funds



		Objective 2


Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved 

		· At least 80% of trainees implement business plan


· At least 60% of trainees take a bank loan

		· Project Monitoring Report


· Training impact assessment report

		The agricultural college is able and willing to adapt its teaching approach to non-academic adult education 





		Objectives

		Main Activities

		Timeline



		Objective 1


A selected commercial bank is willing and capable to provide medium and long term loans to private farms and small businesses



		1.1 Analyze existing products and procedures in the partner bank 

		July/August 2006



		

		1.2 Develop a rural loan product suitable to private farms and define procedures 

		September/October 2006



		

		1.3 Train bank staff at various levels (management, credit committee, loan officers) 

		December 2006 to February 2007



		

		1.4 Launch pilot test of the rural loan product in Vinnitsa branch 

		February/March 2007



		

		1.5 Evaluate the pilot phase

		May 2008



		Objective 2


Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved

		2.1 Additional training for teachers of ACI on farm economics

		July/August 2006



		

		2.2 Develop training modules and material

		September 2006



		

		2.3 Conduct Training of Trainers (ToT) 

		October 2006



		

		2.4 Conduct training courses for farmers (business planning, financial management and accounting, bank procedures)

		January/February 2007



		

		2.5 Assess the impact of training

		March 2008





Annex 2:  Detailed Project Budget


		Budget Item

		Unit

		Unit cost

		Units Opening Credit

		Costs opening credit

		Units main Credit

		Costs Main Credit

		Units total 

		Costs Total



		

		

		

		

		

		

		

		

		



		Project management and administration

		 

		

		

		

		

		 



		Overall management/administration CH

		day

		1120

		37

		41’440

		13

		14’560

		50

		56’000



		Transport cost

		trip

		1.000

		3

		3’000

		1

		1’000

		4

		4’000



		Accommodation & Perdiem

		day

		160

		19

		3’040

		6

		960

		25

		4’000



		

		

		

		

		

		

		

		

		



		Output manager Illinzi college

		day

		50

		225

		11’250

		75

		3’750

		300

		15’000



		Secretaries and translation

		lumpsum

		6.000

		

		6’750

		

		2’250

		1

		9’000



		Local transport costs

		lumpsum

		4.000

		

		3’000

		

		1’000

		1

		4’000



		Total project management/administration 

		 

		 

		68’480

		

		23’520

		

		92’000



		

		

		

		

		

		

		

		

		



		Component 1: Capacity Development of Ukrinbank 

		 

		

		

		

		



		

		

		

		

		

		

		

		

		



		1.1 Analysis of bank products and procedures

		

		

		

		

		

		

		



		Intern. banking specialist

		day

		1.500

		20

		30’000

		

		

		20

		30.000



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		Accommodation & Perdiem

		day

		160

		20

		3’200

		

		

		20

		3.200



		

		

		

		

		

		

		

		

		



		1.2 Develop rural loan product and procedures

		

		

		

		

		

		

		



		Intern. banking specialist

		day

		1.500

		30

		45’000

		

		

		30

		45.000



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		Accommodation & Perdiem

		day

		160

		30

		4’800

		

		

		30

		4.800



		

		

		

		

		

		

		

		

		



		1.3 Training of bank staff

		

		

		

		

		

		

		

		



		Management seminars: 3 seminars @ 1 day

		

		

		

		

		

		

		

		



		Credit committee: 2 seminars@ 2 days

		

		

		

		

		

		

		

		



		Loan officers: 2 seminars @ 5 days

		

		

		

		

		

		

		

		



		Total 17 days

		

		

		

		

		

		

		

		



		Intern. banking specialist as trainer

		days

		1.500

		17

		25’500

		

		

		17

		25.500



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		Accommodation & Perdiem

		day

		160

		17

		2.720

		

		

		17

		2.720



		

		

		

		

		

		

		

		

		



		1.4 Pilot test in Vinnitsa

		

		

		

		

		

		

		

		



		Four intermittent missions by intern. Specialist

		days

		1.500

		55

		82’500

		5

		7’500

		60

		90.000



		Transport cost

		trip

		1.000

		3

		3’000

		1

		1’000

		4

		4.000



		Accommodation & Perdiem

		day

		160

		55

		8’800

		5

		800

		60

		9.600



		Equipment for Ukrinbank sub-branch Illinzi:

		

		

		

		

		

		

		

		



		2 Computers&printers, furniture, vault

		lumpsum

		

		

		5’050

		

		

		

		5.050



		

		

		

		

		

		

		

		

		



		Translations

		lumpsum

		

		

		2’500

		

		500

		

		3.000



		Workshops

		workshop

		1000

		3

		3’000

		

		

		3

		3.000



		Backstopping by Intern. Bank Specialist

		days

		1.500

		15

		22’500

		5

		7’500

		20

		30.000



		Transport cost

		trip

		1.000

		1

		1’000

		1

		1’000

		2

		2.000



		Accommodation & Perdiem

		day

		160

		8

		1’280

		2

		320

		10

		1.600



		Total Component 1

		 

		 

		

		243’850

		

		18’620

		 

		262.470



		Budget Item

		Unit

		Unit cost

		

		

		

		

		Units 

		Total



		

		

		

		

		

		

		

		

		



		Component 2: Farmer Training

		 

		 

		

		

		

		

		 

		 



		

		

		

		

		

		

		

		

		



		2.1 Additional training for teachers of ACI on farm economics

		

		

		

		

		

		



		International training specialist

		days

		1.040

		10

		10’400

		

		

		10

		10.400



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		

		

		

		

		

		

		

		

		



		Local experts

		days

		40

		120

		4’800

		20

		800

		140

		5.600



		

		

		

		

		

		

		

		

		



		2.2 Develop training modules and materials

		

		

		

		

		

		

		

		



		Module 1: Business planning (refocus) 

		lumpsum

		3.000

		1

		3’000

		

		

		1

		3.000



		Module 2: Financial management & accounting

		lumpsum

		5.000

		1

		5’000

		

		

		1

		5.000



		Module 3: Bank loan procedures

		lumpsum

		5.000

		1

		5’000

		

		

		1

		5.000



		

		

		

		

		

		

		

		

		



		International Training Specialist f module develop.

		days

		1.040

		10

		10’400

		

		

		10

		10.400



		

		

		

		

		

		

		

		

		



		2.3 Conduct Training of Trainers (ToT)

		

		

		

		

		

		

		

		



		2 ToTs @ 5 days by intern. Trainer

		days

		1.040

		10

		10’400

		

		

		10

		10.400



		Transport cost

		trip

		1.000

		2

		2’000

		

		

		2

		2.000



		Accommodation & Perdiem

		day

		160

		10

		1’600

		

		

		10

		1.600



		

		

		

		

		

		

		

		

		



		2.4 Conduct farmer training (CHF 25 per day per participant)

		

		

		

		

		

		



		Module 1: 5 days @ 15partic.

		seminar

		1.875

		3

		5’625

		1

		1’875

		4

		7.500



		Module 2: 3 days @ 15partic.

		seminar

		1.125

		3

		3’375

		1

		1’125

		4

		4.500



		Module 3: 2 days @ 15partic.

		seminar

		750

		3

		2’250

		1

		750

		4

		3.000



		

		

		

		

		

		

		

		

		



		minus 25% cost share by participants

		

		

		

		-2800

		

		-950

		

		-3.750



		

		

		

		

		

		

		

		

		



		2.5 Training impact assessment

		

		

		

		

		

		

		

		



		International Evaluator

		days

		1.200

		

		

		10

		12’000

		10

		12.000



		Transport cost

		trip

		1.000

		

		

		1

		1’000

		1

		1.000



		Accommodation & Perdiem

		day

		160

		

		

		10

		1’600

		10

		1.600



		

		

		

		

		

		

		

		

		



		Workshops

		workshop

		1.000

		1

		1’000

		1

		1’000

		2

		2.000



		

		

		

		

		

		

		

		

		



		Backstopping by Intern. Training Specialist

		days

		1.040

		20

		20’800

		5

		5’200

		25

		26.000



		Transport cost

		trip

		1.000

		2

		2’000

		

		

		2

		2.000



		Accommodation & Perdiem

		day

		160

		10

		1’600

		

		

		10

		1.600



		

		

		

		

		

		

		

		

		



		Total Component 2

		 

		 

		

		87’450

		

		24’400

		 

		111.850



		

		

		

		

		

		

		

		

		



		Rounding sum

		

		

		

		220

		

		-540

		

		-320



		Grand Total

		 

		 

		

		400’000

		

		66’000

		 

		466’000





C) Credit Proposal


Cooperation with Eastern Europe and the CIS


7F-03709.01

Ukraine: Access to Rural Financial Services in the Vinnitsa Region of Ukraine 
(Opening Credit)

Opening Credit Phase 1:  July 1, 2006 to December 31,  2007


Main Credit Phase 1:  July 1, 2006 to June 30, 2008

Credit Proposal 




CHF 400’000.-- Opening Credit









CHF 500’000.-- Total Phase

18 Context


18.1 Agricultural sector


Agriculture is a key sector of the Ukrainian economy having a share of 28% of GDP (2004) and employing 24% of the labour force. There are three types of agricultural production units:


9) Agricultural enterprises are privately owned with a 1,194 ha of an average area. A total number of 18,841 enterprises cultivate 22.5 million ha in the entire country.


10) Private Farms represent an emerging segment of commercial agriculture with an average area of 66 ha per enterprise. 42,400 farmers cultivate 2.8 million ha of agricultural land.


11) Household plots are widespread and consist of small units with less than 2 ha of land. A total of 6.2 million household plot owners cultivate 3.2 million ha and produce more than 60 % of the food stuff in Ukraine.


These overall characteristics of Ukrainian agriculture are true also for the Oblast of Vinnitsa, where the project at hand should be implemented. There are 788 (0,4 %) agricultural enterprises, 820 (0,4 %) private farms and 220,180 (99%) household plots in this region.


The state policy supports the agricultural sector with different measures, such as subsidy of interest rate for credits, buying parts of the grain harvest for food security stocks, etc. However, the Ministry of Agricultural Policy remains still very much oriented towards direct intervention in production processes and is less oriented on a policy of incentives. Moreover, the Ministry supports practically only the big agricultural enterprises. Private farms and household plots are only marginally reflected in the agricultural policy.


Since 2003, SDC has supported organic farming initiatives in Vinnitsa through the EcoLan Project. The Swiss College for Agriculture and the Agricultural College in Illinzi are the implementing partners. In the course of implementation, the project has identified the lack of access to credit as one of the major obstacles for the farmers.

18.2 Access to finance


Regarding access to credits for the three groups of agricultural production units, the situation is the following:

· The big agricultural enterprises have no problem in getting credit from the banks, because they normally need big credits, and they have necessary collaterals (57 % of these enterprises were able to receive commercial bank loans).

· The private farmers have very limited access to external financial resources and they are therefore to a very large extent self-financing. According to findings by the IFC, only 17% of private farms have access to commercial bank loans.


· The household plots owners have almost no access to financial services. They only get some consumer credits offered by credit unions where interest rates are higher than the bank rates though 20 % of these agricultural production units have a potential to develop into successful private farms (given their access to capital).


The reasons for the lack of access to credits for private farms are manifold, among them high cost of bank loans, high collateral requirements and cumbersome bank procedures. However, there is also a general lack of information and transparency among potential bank clients: Many do not know about the banks’ credit products and programmes, and get loans to much higher prices (up to 50 % and more) from Credit Unions or processing plants (sugar beet) etc.

For small and private farmers, a bank loan of 18 to 22 % would be a rather economical solution for credits in the Ukrainian environment. The lessons learnt from alternative credit sources show, that entrepreneurs including farmers willing to invest would also find the money to pay this rate.

Thirty Ukrainian banks have their regional branches in Vinnitsa, and 13 of them are involved in agricultural lending. Commercial bank rates are in the range of 18% to 22% per annum. In 2005, about 1000 loans have been allocated in the region, with an average size of 86,000 US$ for the first semester. Small and middle size producers would ask for loans from 1,000 to 15,000 US$ for one to four years.


From the commercial banks’ perspective, the weak legal framework is a major bottleneck, especially inability to collateralize land due to moratorium on agricultural land sale. Banks perceive lack of collateral from private farms as the most significant constraint to lending. Also the lack of financial education combined with the lack of transparent and comprehensive record keeping on the part of potential borrowers is another significant reason for the banks’ unwillingness to work with medium and small-scale farmers.

The experiences of credit Unions, IFC in other than Vinnitsa Oblast and the “parallel” markets (credits from the processing plants) show, that small entrepreneurs are desperately looking for credits and even willing to pay high rates, if they want to realise investments on their farms or respective enterprises. Structured and tailor-made credit offers have therefore a high potential to become very much requested on the financial markets in rural areas.


19 Objective system


The overall goal of the project fits to the other Swiss projects in the region and reads: “Promotion of sustainable development in rural areas of Ukraine in order to preserve natural resources, to generate income and to reduce migration from the countryside”. The goal of the project has been defined as follows “Small and medium size producers in rural areas of the Vinnitsa oblast have access to financial services on a sustainable basis”. The specific objectives of the project are (detailed description of activities see Annex 1):

Objective 1: A selected commercial bank willing to co-operate is capable to provide medium and long term loans to private farms and small businesses.


Objective 2: Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved.

20 Strategy of Intervention

The immediate beneficiaries of the project are the partner bank and the agricultural college in Illinzi. The bank will get a new product, which will hopefully be accepted on the Ukrainian market. The college of Illinzi will get the possibility to increase its competence in training of small producers in rural areas, interested in getting bank loans for the development of their business.


The impact should reach producers in the rural area of Vinnitsa (and potentially in a wider area later on). Direct beneficiaries are therefore:


· Small household plot farmers (up to 2 ha) willing to invest and to develop to registered private farmers.


· Registered private farmers (with more than 2 hectares of land).


· Small processing or service enterprises, working in the rural areas.

There are about 820 registered private farmers and several small service enterprises in rural areas of Vinnitsa oblast. The goal of the project is, to get at least 50 successful applicants out of the three groups mentioned above.


The geographical coverage of project activities during the envisaged pilot phase is limited to Vinnitsa oblast. After the pilot phase, an evaluation will be carried out to determine whether a roll-out to other oblasts and bank branches is justified.

The intervention will be at the micro level of the financial system, i.e. at the level of the partner bank and its potential customers. Hence, the intervention will be on both the supply and the demand side of the financial services in order to reduce the existing gap.

Technical assistance will be the main instrument used. This comprises advisory services and training for the partner bank as well as training of trainers at the agricultural college in Illinzi. With the assistance provided, the college will conduct training of small (farm) enterprises as potential bank clients. – The methodological approach rests on the following pillars:

· Pilot character. The project resembles a pilot venture and as such has an important demonstration effect, especially for the partner bank. A new product is developed, staff are trained, pilot testing is carried out in a selected branch and region (Vinnitsa), then the pilot phase is evaluated, and finally, if successful, the roll-out of the product to other branches and regions will follow.

· Strong ownership. Ownership is created right from the beginning by involving specialized institutions with an immanent interest in performing the functions assigned under the project, i.e. the partner bank for providing financial services and the college for providing training services. There is no need to create additional project structures.


· Market-based approach. The project will adopt a market-based approach right from the start. As a consequence, the target group, i.e. the small farmers and household plots, will pay for the services they receive. They will pay market interest on loans and take a cost-share for training. Through this approach, “beneficiaries” will gradually become “clients”.

· Sustainability. By instilling strong ownership and adopting a market-based approach, the project will ensure institutional and financial sustainability. This will make SDC’s exit much easier or even unnecessary.


21 Project organization

The main partners of the project and their roles are:


· The Swiss College of Agriculture (SCA), implementing already the SDC financed project in organic agriculture in the Oblast of Vinnitsa. This college has an international department, and collaborates also with the seco financed project on the organic certification and market development in Ukraine. SHL will be responsible for general project management and administration including consultant selection, contracting, payment and reporting as well as consultation of college in Illinzi on development of training program.


· The Agricultural College in Illinzi (ACI) is the Ukrainian implementing partner of the EcoLan project. The college has proven readiness for innovative training and is introducing in the last three years a fully new concept for the teaching of specialists in organic agriculture. The college has a department dealing with economics in rural areas. Moreover, the college has established a Training and Practical Center which is conducting training courses for adults. ACI will be responsible for farmers training and advise.

· The Ukrinbank (Ukrainian Innovation Bank) has been selected as the potential partner bank for the project. Ukrinbank has a local branch office in Vinnitsa. This bank has good experience of cooperation with IFC implemented projects in agricultural production in southern Ukraine. Ukrinbank provided a letter of interest and is very interested to develop a new credit product for small and middle producers in the rural area of Vinnitsa. Ukrinbank will be responsible for development and pilot testing of the new credit product for farmers with support of selected international consultant.

· The International Finance Corporation (IFC) is currently implementing two agribusiness projects in the region of Vinnitsa. In March 2005, it launched a three-year dairy project funded by SIDA. The second project is focused on fruit production, funded by the Austrian government. Both projects shall come to an end by 2007. The projects follow a holistic approach which focuses on the entire supply chain. Access to financial services is a crucial component of the supply chain, and therefore, IFC has also shown interest in this project. IFC projects will provide clients for new credit products of Ukrinbank.

The project will be governed by a Steering Committee with representatives from four partner institutions and SDC. The Committee will convene two to three times per year to provide policy guidance and oversight of project implementation (see annexe 3: organisational chart).

22 Budget and Funding


The budget to be allocated by SDC amounts to CHF 478,990 over the two years from July 2006 until June 2008. Table 1 presents the yearly break-down of the budget.

Table 1: Project Budget by TA (Amounts in CHF)


		TA

		Description

		2006

		2007

		Total opening credit 

		2008 
(main credit)

		Total



		

		

		

		

		

		

		



		TA 1

		Project implementation

		200’000

		200’000

		400’000

		66’000

		466’000



		

		

		

		

		

		

		



		TA 2, 

		External evaluation

		

		

		

		34’000

		34’000



		

		

		

		

		

		

		



		

		TOTAL

		200’000

		200’000

		400’000

		100’000

		500’000





23 Project Controlling

The basis for monitoring is (i) the logical framework of the project and (ii) operational plan. The logframe is attached in Annex 1. The operational plan will be developed with the participation of all major stakeholders. Project monitoring will focus on a set of key indicators contained in the logframe, e.g. outreach and sustainability of financial services.


Based on the monitoring framework above, the project managers will prepare monthly and half-yearly reports. The monthly reports will be submitted to SDC and half-yearly reports to the Steering Committee.

A project review will be carried out towards the end of the project phase. The review will consist of two parts:

· An independent evaluation of the pilot phase under Component 1. The evaluation will assess the pilot phase from both sides, the perspective of the partner bank and the borrowers. It will suggest next steps to be taken and potentially identify needs for further assistance. The steps may include a roll-out of the product (a) within Vinnitsa oblast through intensification, and (b) to bank branches beyond Vinnitsa.


· An impact study of the farmer training activities under Component 2. The study will provide evidence on (a) whether and how successful the trainee farmers have implemented their business plans, and (b) to what extent the training has improved the access to financial services.


24 Assessment of potentials and risks


The project will face some risks:


12) Credit alone may not be the solution for solving the economic difficulties of small farmers and rural entrepreneurs. The access to farm inputs, to technology, to increased know-how and improved production methods, and most importantly to markets is equally important and must be ensured before credit can be successfully applied. The supply chain development projects of IFC as well as EcoLan project will address these areas for producers which will ameliorate the lender’s risk considerably.

13) The commercial banks generally lack medium to long-term funds which in turn prevents them from providing medium to long-term loans to farmers. This potential risk is mitigated in view of existing and forthcoming credit lines from International Finance Institutions (IFIs) such as IFC, EBRD, KfW, World Bank. It is assumed (and confirmed by Ukrinbank) that the selected commercial bank under the project has sufficient long-term funds for term lending in this pilot project.


14) Another risk may stem from the consolidation of the banking system in the Ukraine which is fostered by the entrance of foreign banks. Competition is increasing and many among the 140 banks will not survive in the medium term. At the current stage, it is difficult - if not impossible – to predict which banks will make it and which ones will. Therefore, it can only be assumed that the selected partner bank will remain a stable and reliable partner amid the consolidation in the banking sector but the risk essentially remains. A final decision to select the Ukrinbank as the partner bank should be made contingent on a sound financial situation as documented in the audited financial statements for 2005 to be released in due course.

15) Last but not least, the project is short and it is a challenge to get 50 successful applicants within two years. However, the project has set a rather low – but significant - objective with a 50 small (farm) enterprises. The project can also rely on the work of ICF, which is interested to get applicants for such credits on board. Therefore, even so ambitious, the project has good reasons to achieve the objectives.


The project will have considerable potentials:


For small farmers, the availability of finance will enable and improve access to working capital, primarily diesel fuel, seeds and mineral fertilizer. This will raise their productivity and augment the level of production and income. Access to medium and long term loans will enable private farmers to replace outdated machinery and equipment and help them acquire a capital stock which will be the basis for sustained growth in the future. According to IFC project in the southern Ukraine the received small credit assists farmers to increase income during first year on 30 % and each small credit assists to create additionally 1.5 working places in rural areas.


For the partner bank and other commercial banks, the project will have an important demonstration effect. The success of pilot phase in Vinnitsa will show that with the right product and financial technology small farmers and other rural enterprises can be served by banks on a viable and sustainable basis. It can be expected that the demonstration effect will spill over institutionally beyond the partner bank and geographically beyond Vinnitsa oblast.

25 Application


On the basis of these statements, we are seeking approval for a sum of


CHF 400'000.--


to cover the cost of Access to Rural Financial Services Project  as part of the technical cooperation with Eastern Europe and the CIS for the phase from July 1, 2006 to December 2007.  This commitment is to be set against the general framework credit of 1,800 million francs earmarked for the continuation of intensified cooperation with Eastern Europe and the CIS States according to the Federal Decisions of 8 March 1999, of 13 June 2002, and of 4 October 2004, respectively.  


The payments arising from this commitment are to be debited to the budgeted credit “Article 202.3600.501”, Aid for the East.  


The financial resources required are contained within the budget and financial spending plan of the organizational unit responsible at the SDC, and take into consideration the decisions made by the Federal Council with respect to the 2004 programme for reducing Federal spending.  


Department for Cooperation


With Eastern Europe and the CIS


Simon Junker


Programme Officer


Annexe:


Project Document


Kopie an:


· FWA; ADT/KND; HRR; JTM; FLC, JSI, GUI, RLI/LAC/HMS


· Kooperationsbüro Kiew 

· Schweizerische Botschaft Kiew


· PA I


· PA III


· SECO

�	In contrast, the meso level comprises sector institutions such as the Central Bank, the supervisory authority, credit rating agencies etc while the macro level includes the legal and macroeconomic framework. 
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Access to Rural Financial Services in the Vinnitsa Region of Ukraine


A) Entry Proposal (Eintretensantrag)


SAP No 
7F-03709.01


Duration 
1 March 2006 to 31 May 2006

1 Introduction


In the region of Vinnitsa in Ukraine, SDC supports the project EcoLan dealing with organic agriculture. This project is an answer to farmers, having a lack of resources for buying fertilisers and other chemicals. The project aims to turn this initial disadvantage into an opportunity and to create profits through organic farming with eventually higher product prices. Through a seco financed project in certification, EcoLan got a strong support: local farmers shall be able, to get a certificate directly in Ukraine, independently from traders and certifiers from outside the country. – Besides EcoLan, there are other donors working in the same region. IFC implements two projects in the sphere of dairy and fruit production support respectively. IFC is working with a supply chain approach, supporting around 50 producers in each of the projects.


Still then, the basic problem in the rural area remains the difficult access to financial services. As long as this problem is not resolved, there will be no investment and development of small and middle farm enterprises. Therefore, SDC has decided to investigate possibilities to ease the access to financial services in rural areas and to show possible solutions for the Oblast of Vinnitsa. The main condition for this investigation was, from the very beginning, that SDC would not open a new sector of activities but will rely on existing solutions, teaming up with partners, and will get on board a motivated bank. The following entry proposal discusses such possibilities having in mind, that there is a commitment from different partners to collaborate.


2 Context


2.1 Agricultural sector


Agriculture is a key sector of the Ukrainian economy having a share of 28% of GDP (2004) and employing 24% of the labour force. There are three types of agricultural production units:


1) Agricultural enterprises are privately owned with a 1,194 ha of an average area. A total number of 18,841 enterprises cultivate 22.5 million ha in the entire country.


2) Private Farms represent an emerging segment of commercial agriculture with an average area of 66 ha per enterprise, and they cultivate 2.8 million ha of agricultural land.


3) Household plots are widespread and consist of small land plots of 0.5 ha on average. A total of 6.2 million household plot owners cultivate 3.2 million ha and produce more than 60 % of the food stuff in Ukraine.


These overall characteristics of Ukrainian agriculture are true also for the Oblast of Vinnitsa, where the project at hand should be implemented. There are 788 (0,4 %) agricultural enterprises, 820 (0,4 %) private farms and 220,180 (99%) household plots in this region.


The state policy supports the agricultural sector with different measures, such as subsidy of interest rate for credits, buying parts of the grain harvest for food security stocks, etc. However, the Ministry of Agricultural Policy remains still very much oriented towards direct intervention in production processes and is less oriented on a policy of incentives. Moreover, the Ministry supports practically only the big agricultural enterprises. Private farms and household plots are only marginally reflected in the agricultural policy. For these two latter groups, the moratorium on the land market is the biggest problem and hampers a more dynamic development of the sector.


2.2 Access to finance


Regarding credits for the three groups of agricultural production units, the situation is as follows: 

· The big farm enterprises have no problem in getting credit from the banks, because they normally need big credits, and they have necessary collaterals.

· The private farmers have very limited access to external financial resources and they are therefore to a very large extent self-financing.


· The households have no access to financial services. They only get some consumer credits offered by credit unions (20 % of these units have a potential to invest and are creditworthy)…

· The lending system is asset-based (means, that if one wants to get a credit, one has also to present adequately valuable collaterals as a security to the bank) and not cash flow based what makes it very difficult for private farmers and households to get access to financial services.

The limited access of private small and middle farmers to credits is due to the lack of adequate products on the financial markets: not one regional bank offers small and tailor made credits covering the needs of the majority of the small enterprises in the rural area. This could be confirmed by having a look at the cost structure of these farmers which is: 2 % for interest rates of credits, fuel (31 %), machinery and machinery maintenance (21 %), seeds (15 %) and fertilisers (12 %). Exactly for these costs private farmers and households would need credits in order to develop their businesses.


2.3 Offer of Financial Services in the Vinnitsa region


Thirty Ukrainian banks have their regional branches in Vinnitsa. Out of this number, 13 banks are involved in agricultural lending. It is estimated, that in 2005 a 1000 loans have been allocated. The average size of loan, assessed on the bases of loans given in the first semester of 2005, was 86,000 US$. This is far away from the sum, that private farmers of small and middle size would use to cover their needs. No credits of smaller size than 6.000 dollars have been given in 2005. Small and middle size producers would ask for loans from 1,000 to 5,000 US$ for two to four years. This segment is neither covered by the banks, nor by the credit unions (credit unions are interested in quick return of the money, mostly within 12 months. Farmers would need credits for one year e.g. for seed and fertiliser, and for two to four years or even more for small machinery).


The Oblast of Vinnitsa has 21 credit unions. All of these credit unions focus on consumer lending. They have recently introduced some house-improvement loans. However, credits to micro-enterprises constitute less than 5% of their overall business (mainly due to difficulties for long term funding).


Credit unions charge higher interest rates than banks. Whereas banks are in the range of 24 to 30 %, the credit unions ask for 40-70% per annum. If the credit union lends money from the banks, they also get this money for about 24 % to 30 % interest rate per annum. Credit unions perceive their competitive advantage through customer friendly service, understanding of the poor and lower middle class clients whom they treat with respect, very simple loan application procedure and fast loan approval.


3 Coherence with SDC activities in Ukraine


SDC in Ukraine is in a process of defining a new country strategy. This country strategy will focus on three major sectors: Governance-sector (Judicial Support and Criminal Justice Support), Health-sector (Mother and Child Health care system), and Sustainable use of natural resources (Collaborative Forest Management and economically viable organic goods / products). 


In the evaluation of the country programme in March 2005, one of the mentioned strengths of the relatively small SDC programme in a rather big country is the fact that SDC starts with relatively small actions, and tries afterwards to further elaborate them around success stories. The project in hand should become an additional standing leg within the activities already implemented in Vinnitsa, and on a national level in organic agriculture. The proposed project is based on a proven partnership, which is an important condition for success. Among these partners is the EcoLan project implemented by the SHL of Zollikofen. The agricultural college of Illinzi is another long-term partner, with whom the project shall work. IFC is implementing agricultural projects in the region, and the Ukrinbank has its branch in the region, too. Besides having a proven partnership, the project makes an input to strengthen efficiency and effectiveness of other measures taken to support the sector of agriculture and makes a contribution to local governance and decentralisation.

Last but not least, the project will develop in a limited time frame an innovative product (credit scheme) for the private farmers and the owners of household plots. Together with a bank, investing own resources, the credit scheme – given its success on the market – will be picked up and spread out by the interested bank.


4 Project objectives and outputs


The main goal of this project reads as follows: “Financial services are accessible for small and middle production units in rural areas of the Oblast of Vinnitsa”.

The specific objectives and outputs of the project are:


Objective 1: A selected commercial bank is willing and capable to provide medium and long term loans to private farms and agribusinesses.


Outputs to Objective 1:


· An adequate credit scheme for small and middle production units in rural areas is developed in the region of Vinnitsa together with the already committed Ukrinbank


· The product is tested by the bank and in the local market in close collaboration with the IFC and SDC projects working in the region of Vinnitsa


· The partner bank is expanding the new product to its markets in Vinnitsa (and where ever the bank is willing to do it)


Objective 2: Farmers and small producers are aware of commercial bank’s credit products and are able to fulfil the bank’s requirements


Outputs to Objective 2:


· Training modules for the development of small business plans are elaborated together with the partner bank and other stakeholders.


· Farmers are trained to present adequate business plans to get credits.


· The training modules are handed over to the college of Illinzi that will spread the training on non profit basis.


5 Target Groups


The immediate beneficiaries of the project are the Ukrinbank and the college of Illinzi. The bank will get a product, which will hopefully be accepted on the market. The college of Illinzi will get the possibility to increase its competence in training small producers in rural areas, interested in getting credits for the development of their business.


The impact should reach producers in the rural area of Vinnitsa (and hopefully in a larger area later on). Indirect beneficiaries are therefore:


· registered private farmers (with more than 2 hectares of land)


· unregistered production unit owners working on their household plots

· Small processing or service enterprises, working in the rural areas and developing their business through small credits.

6 Partner Organisations


The main partners of the project are:


· The Agricultural College in Zollikofen (SHL), implementing already the SDC financed project in organic agriculture in the Oblast of Vinnitsa. This college has an international department, and collaborates also with the seco financed project on the organic certification and market development in Ukraine


· The Illinzi Agricultural College is the Ukrainian implementing partner of the EcoLan project. The college has proven readiness for innovative training and has introduced in the last three years an entirely new concept for the teaching of specialists in organic agriculture. The college has a department dealing with economics in rural areas.


· The Ukrinbank (Ukrainian Innovation Bank) has a local branch in Vinnitsa. This bank has good experience of cooperation with IFC implemented projects in agricultural production in southern Ukraine. Ukrinbank provided a letter of interest and is very interested to develop a new credit product for small and middle producers in the rural area of Vinnitsa.

· The International Finance Corporation (IFC) is currently implementing two agribusiness projects in the region of Vinnitsa. In March 2005, it launched a three-year dairy project fun​ded by SIDA. The second project is focused on fruit production, funded by the Austrian government. Both projects shall come to an end by 2007. The projects follow a holistic approach which focuses on the entire supply chain. Access to financial services is the crucial component of the supply chain, and therefore, IFC is interested in this project, too.


7 Intervention strategy


The intervention will be at the micro level, i.e. at the level of the commercial bank and its potential customers. The project will have two components corresponding to the two objectives mentioned above:


4) A selected commercial bank is willing and capable to provide medium and long term loans to private farms and agribusinesses.


5) Farmers are aware of the commercial bank’s credit products and are able to fulfil the banks’ requirements


The first component would be implemented together with the Ukrinbank and in close cooperation with the IFC. The intervention would comprise consultancy support to the mentioned commercial bank in order to downscale its delivery system to private farmers and other producers in terms of lending approach: adoption of SME lending approach to private farms, introduction of medium and long term lending, shift from asset-based to cash flow based lending. It would entail training of branch managers and loan officers in this regard. The project could include also a second bank, or perhaps, a committed credit union.


SDC would provide international expertise in the sphere of lending to farms and agribusiness. The lending approach, systems and procedures would be developed for agricultural producers. Important will be the demonstration effect on the commercial banks.


The second component would be implemented by the Agricultural College in Illinzi with support from the Swiss College for Agriculture, again in cooperation with partner banks and the IFC projects. It would address potential farmers (organic and non-organic) who are interested in getting a bank loan. The target group would include small and middle size farmers and other producers in the region. The type of support would include training and information on credit products, business and finance planning, accounting, as well as preparing financial statements and loan applications.


Maximum outreach to as many farmers as possible would be achieved through a system of training of trainers (ToT) and, after successful pilot-testing, through integration of such training in the curriculum of the agricultural college and its further training for professionals.


On the administrative level, SHL would implement the project. There will be a banker as consultant to the bank (speaking Russian or Ukrainian), who should stay with the bank within the next 18 months for at least 12 months. The budget is estimated at about 500.000 Swiss Franks for the whole project, lasting from May 2006 to the end of 2007. A review within the last six months of the project shall assess achievements and give recommendations on possible phasing out activities if necessary. However, this exit strategy will be designed based on i) hopeful acceptance of the product by the market, and ii) integration of the producer’s training by the college of Illinzi.


8 Risks and Risk Management


The commercial banks generally lack medium to long-term funds which in turn prevents them from providing medium to long-term loans to farmers. This potential risk is mitigated in view of existing and forthcoming credit lines from International Finance Institutions (IFIs) such as IFC, EBRD, KfW, World Bank. The Ukrinbank said very clearly, that funds are available to be allocated to this new credit product.


Also there is unwillingness of banks to give credits to small and medium size farmers due to unpredictability of the sales prices for agricultural products and inputs, the lack of ‘liquid’ collaterals, the weak legal enforcement system, the lack of financial education, and the clear accounting and financial reporting on the side of the farmers. This risk is also minimised by the bank’s commitment to invest in the development of a product for the small producers. Also, the training developed for credit-takers shall lower this risk.


9 Open issues


· Should SDC work with one or more than one bank? At this moment, one bank is planned to work with, in order not to create wrong fears of competition.

· Should credit unions be included in the project or not? At this moment this is an open question, which also depends on the progress of the local credit unions, and projects working on this topic.

· How to find a valuable consultant?


· Relations with the IFC projects and co-ordination of this project in such a way, that there is no conflict between SDC and seco? At the moment, it is planned to work in close collaboration but not through IFC.

· Projects often do look not only at credits, but also at savings. This has been left out, because the Ukrinbank said, that funds are available. The project would become probably too complicated, if savings would play a role also. Moreover, small scale savings in banks are not very popular yet in the rural areas.

· Is the planned project duration of 18 month realistic if we are talking about long term loans?


Protokoll OPZ vom 28.2.06


7F-03709.01


Eintretensantrag Ukraine: Access to Rural Financial Services in the Vinnitsa Region


Anwesend: ADT, HMB, FTI, MAA, FLC


Abwesend: PFH, RLU (haben EA kommentiert und als grundsätzlich gut befunden, Kommentare wurden eingebaut)


Der Eintretensantrag wurde als klar verständlich bezeichnet. Die gute Beschreibung der Situation und Problematik wurde besonders herausgestrichen und die fachliche Unterstützung durch Fachpersonen der Finanzsektorentwicklung.


Die Projektidee wurde gutgeheissen und Eintreten beschlossen.


Der Eintretensantrag wurde als etwas zu „Banken-orientiert“ bezeichnet. Vor Einreichen des Kreditantrages müssen noch folgende Abklärungen zur Nachfrageseite vorgenommen werden:


· Frage der Machbarkeit: Zu welchem Zinssatz können die Banken Kredite verleihen und welche Zielgruppe kann es sich leisten, diese Zinsen zu zahlen (private farms, household plots)? 


· Die Zielgruppe muss auf Grund der erhaltenen Aussage enger gefasst werden. Private Farms und Houshold plots sind zwei verschiedene Zielgruppen, die unterschiedliche Kredit- und Ausbildungsangebote benötigen. Angesichts der geplanten Mittel von 500.000.-- scheint der Fokus auf eine klar definierte Zielgruppe unabdingbar.


· Wie wird, dank Zugang zum Kreditwesen, das wirtschaftliche Entwicklungs-potenzial der Zielgruppe gesehen?


· Wie gross wird die Zielgruppe eingeschätzt, die tatsächlich vom Kredit- und Ausbildungsangebot Gebrauch machen wird?


Reaktionen auf die Open Issues

1. Zusammenarbeit mit nur einer Bank wird unterstützt.


2. Eher kein Einbezug der Kreditunions.


3. Der gesuchte Konsulent sollte unbedingt das sowjetische Bankensystem kennen (KfW anfragen).


4. EA und OPZ-Protokoll werden dem seco zugestellt.


5. Einbezug der Sparseite: wichtige Frage, die noch vom Finanzexperten beantwortet werden muss.


6. Projektdauer: Frage kann erst zu einem späteren Zeitpunkt beantwortet werden.
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10 Introduction


In the region of Vinnitsa in Ukraine, SDC supports the project EcoLan dealing with organic agriculture. This project is an answer to farmers, having a lack of resources for buying fertilisers and other chemicals. The project aims to create profits by promoting labour intensive organic farming with lower production costs and eventually higher product prices. However, this project cannot be a solution for all farmers. 


In the same region, IFC implements two projects in the sphere of dairy and fruit production support respectively. IFC is working with a supply chain approach, supporting around 50 producers in each of the projects.


One of the basic problems in the rural area remains the difficult access to financial services. As long as this problem is not resolved, there will be no investment and development of small and middle farm enterprises. Therefore, SDC has decided to investigate possibilities to ease the access to financial services in rural areas and to show possible solutions for the Oblast of Vinnitsa. The main condition for this investigation was, from the very beginning, that SDC would not open a new sector of activities but will rely on existing solutions, teaming up with partners, and will get on board a motivated bank. The following project proposal builds on commitments from different partners to collaborate.


11 Starting situation


11.1 Problems and Potentials


Agriculture is a key sector of the Ukrainian economy having a share of 28% of GDP (2004) and 24% of the labour force. There are three types of agricultural production units:


6) Agricultural enterprises are privately owned with a 1,194 ha of an average area. A total number of 18,841 enterprises cultivate 22.5 million ha in the entire country.


7) Private Farms represent an emerging segment of commercial agriculture with an average area of 66 ha per enterprise. 42,400 farmers cultivate 2.8 million ha of agricultural land.


8) Household plots are widespread and consist of small land plots of 0.5 ha on average. A total of 6.2 million household plots owners cultivate 3.2 million ha and produce more than 60 % of the local food stuff in Ukraine.


These overall characteristics of Ukrainian agriculture are true also for the Oblast of Vinnitsa, where the project in hand should be implemented. There are 788 (0,4 %) agricultural enterprises, 820 (0,4 %) private farms and 220,180 (99%) household plots in this region.


The state policy supports the agricultural sector with different measures, such as compensation of interest rate for credits, buying parts of the grain harvest for food security stocks, etc. However, the Ministry of Agricultural Policy remains still very much oriented on direct intervention in production process and is less oriented on a policy of incentives. Moreover, the Ministry supports practically only the big agricultural enterprises. Private farms and household plots are only marginally reflected in the agricultural policy. For these two latter groups, the moratorium on the land market is the biggest problem and hampers a more dynamic development of the sector.


A major problem is that small farmers in Vinnitsa oblast do not have access to credit. This is true for working capital (short term) but even more for investments (medium to long term). This situation is caused by a number of factors at various levels including (i) the policy level, (ii) the financial institutions (the supply side), and (iii) the farmers’ level (the demand side). 


The general pattern is that private farmers are to a very large extent self-financing and have limited access to external sources of financing. According to findings by the IFC, 97% of private farms use their personal savings, some 15% borrow from individuals, supposedly friends and relatives. Access to commercial bank credit is rare. Overall, only 17% of private farms succeeded in obtaining a bank loan. The percentage is much higher for large agricultural enterprises of which 57% were able to access commercial bank loans. 


The reasons for the lack of access are manifold. The most prominent constraints mentioned by the private farms are the high cost of bank loans, the high collateral requirements and the cumbersome bank procedures and extensive paper work. Moreover, there is a general lack of information and transparency among potential bank clients. Many do not know about the banks’ credit products and programs. 


Furthermore, many farmers have a rather negative perception of bank loan pricing – even though they often pay higher interest rates using informal sources of financing. Interest rates are always a contentious and sensitive issue, but more on political than on economic grounds. The latest IFC survey found that interest cost amounted to only 2% of total costs per unit of output, and that other costs weighed much heavier like diesel fuel (31%), machinery (21%), seeds (15%) and mineral fertilizer (12%). 


For small farmers, access to finance is more important than the cost of finance. This is confirmed by the success of other programs, e.g. the Ukraine Microlending Program, which charges considerably high interest rates on very small loans. Normal commercial bank rates are in the range of 18% to 22% per annum, and these are the rates that will likely be charged to small farmers.  


Access to bank loans is even more difficult for small-scale family farms and household plots. Household plots face additional constraints due to their informality: (i) They have no bookkeeping documenting their activities and no credit history. (ii) They are not formally registered and cannot sign a contract on behalf of the enterprise.


From the commercial banks’ perspective, the main bottlenecks that limit access to finance for the medium and small-scale farms can be summarized as follows:


· Legal framework, especially inability to collateralize land, can be seen as one of the key constraints to lending to small-scale agricultural enterprises.  Until this issue is resolved it’s difficult to envision any large-scale financing of small and medium-size farms in Vinnitsa oblast as well as in Ukraine. 


· Banks perceive lack of collateral from private farms as the most significant constraint to lending. Asset-based approach to lending which is traditionally used by the banks in Vinnitsa oblast limits banks’ ability to look for potentially profitable markets within small-scale farms. There is a need for the shift in bank’s philosophy and lending approach from asset-based to cash-flow based lending.


· Lack of financial education combined with the lack of  transparent and comprehensive record keeping on the part of potential borrowers is another significant reason for the banks’ unwillingness to work with medium- and small-scale farmers. Client-side intervention that would aim to increase financial literacy and book-keeping standards within the owners and managers of small-scale and medium-scale farms can become a useful bridging strategy to minimize this constraint. 


11.2 Preliminary activities


Since 2003, SDC has supported organic farming initiatives in Vinnitsa through the EcoLan Project. The Swiss College of Agriculture and the Agricultural College in Illinzi are the implementing partners. In the course of implementation, the project has identified the lack of access to credit as one of the major obstacles for the farmers. The second phase of the project runs up to the end of 2007.  


12 Objectives System


12.1 Overall goal 


The overall goal of the project fits to the other Swiss projects in the region and reads: “Promotion of sustainable development in rural areas of Ukraine in order to preserve natural resources, to generate income and to reduce migration from the countryside”. The goal of the project has been defined as follows “Small and medium size producers in rural areas of the Vinnitsa oblast have access to financial services on a sustainable basis”. The specific objectives of the project are (detailed description of activities see Annex 1):


Access can only be sustainable (i) if loans are repaid fully and timely, and if the borrowers build and maintain a good track record with the partner bank and (ii) if costs are covered and a reasonable profit is generated. From the borrowers’ perspective, access to finance will be sustainable if financial services are available at a reasonable cost. This does not imply that credit should be cheap. In fact, small farmers and rural entrepreneurs are aware that servicing rural areas is expensive and, hence, interest rates are high (18% to 22% per annum), but still reasonable compared to informal sources. 


Financial services encompass not only credit but a whole range of services offered by a commercial bank. First and foremost, this comprises savings deposit facilities but also payment and transfer services which are gaining increasing importance in Ukraine.      


12.2 Objectives and activities


The project will have two components according to objectives:


· The first component will address the supply side of financial services and will assist the selected partner bank to develop their rural lending capacity. The ownership and responsibility for the first component will lie with the partner bank which will assign an executive in the head office to perform as output manager of this component. 


· The second component will address the demand side and will support the potential borrowers, i.e. the farmers and the rural households, to become creditworthy and bankable. This component would be implemented by the Agricultural College in Illinzi with support from the Swiss College of Agriculture. It would address potential farmers (organic and non-organic) who are interested in availing a bank loan. The agricultural college in Illinzi will assign an output manager for this component.  


Objective 1


A selected commercial bank willing to co-operate is capable to provide medium and long term loans to private farms and small businesses.


Activity 1:  Analyze existing products and procedures in the partner bank


A first activity will be a thorough analysis of the prevailing products, systems and procedures in the partner bank, identifying its strengths and weaknesses. The assessment will be conducted at the bank’s methodology department in the head office and also in the Vinnitsa branch to analyze the application in the field.   


Activity 2:  Develop a rural loan product suitable to private farms and define procedures


Based on the above analysis, the consultant jointly with the partner bank will develop an appropriate credit product for small private farmers. Furthermore, the consultant will outline the systems and procedures. This work will build on elements and experience with the cash flow-based lending approach which is successfully applied in small business and microfinance.    


Activity 3: Train bank staff at various levels (management, credit committee, loan officers)


Training of executives and staff of the partner bank by the consultant will be a next step. Firstly, one or two management seminars at the head office will be conducted on policy and strategic issues. Secondly, the members of the credit committee at the head office and at the branch will undergo introductory training to the new product, systems and procedures. Finally, the loan officers at the branch and sub-branch will receive intensive training on the entire lending process: identification, application, appraisal, processing, disbursement, monitoring, arrears control, bad loan work out and, if necessary, enforcement.


Activity 4: Launch pilot test of the rural loan product in Vinnitsa branch

After the training of staff, the partner bank will launch the pilot test of the rural loan product at the branch in Vinnitsa. Operations should commence in February/March 2007 in time for the agricultural season. The bank will specifically identify potential borrowers among the farmers participating in the EcoLan project as well as the fruit and milk producers which receive support from the IFC projects. To this end, the output manager for Bank Capacity Building  will liaise closely with the output manager for Farmer Training as well as financial specialists of the IFC projects. 


In addition, potential clients could also be identified among other producers and processors. The consultant will closely monitor the implementation of the pilot project and will provide necessary inputs for modifications and refinements.        


Activity 5: Evaluate the pilot phase

An evaluation of the pilot phase will be carried out after one year of implementation. This is the time when seasonal loans will have been repaid. The evaluation should be independent and assess the pilot phase from both sides, the perspective of the partner bank and the borrowers. The evaluation will suggest next steps to be taken and will potentially identify needs for further assistance. The steps may include a roll-out of the product (a) within Vinnitsa oblast through intensification, and (b) to bank branches beyond Vinnitsa .    


Objective 2


Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved.


Activity 1: Additional training for teachers of ACI on farm economics 

Since there is still lack of know-how among teachers of Agricultural College of Illinzi on farm economics, they should be trained first on this topic. The consultant from Swiss College of Agriculture will train them on economic data collecting, socioeconomic problems on farms, handling of the existing economic instruments, etc.


Activity 2: Develop training modules and material


The agricultural college of Illinzi will prepare training modules and material for practical training courses for farmers in three areas: (a) business planning, (b) financial management and accounting, and (c) banking procedures.  The objective of the training is to improve the business planning skills and the financial literacy of farmers, and to raise the awareness and understanding of the bank’s products and procedures. The module on banking procedures will be developed in cooperation of the partner bank. 


Activity 3: Conduct Training of Trainers (ToT)


A Training of Trainers (ToT) seminar will be conducted by an international training specialist as an orientation for the (academic) lecturers of the agricultural college. The main focus of the ToT will be on training methodology, specifically on methods and good practices of adult education. 


Activity 4: Conduct training courses for farmers (business planning, financial management and accounting, bank procedures)

Following the ToT, a series of training courses will be carried out by the Training and Practical Centre, a unit of the agricultural college which has been conducting similar courses. The courses will be carried out in winter time which is typically a low activity season for farmers. 


The idea is that after successful pilot-testing the courses could be integrated into the regular curriculum of the Training and Practical Centre. This would be an important prerequisite for the sustainability of the training offer. 

Activity 5: Assess the training impact

In parallel with the evaluation of the pilot phase (Activity 5 under Output 1), an impact study will be conducted with focus on the training activities. The study will provide evidence on (a)  whether and how successful the trainee farmers have implemented their business plans, and (b) to what extent the training has improved the access to financial services. 


13 Work approaches


13.1 Beneficiaries, geographical coverage 


The immediate beneficiaries of the project are the partner bank and the college of Illinzi. The bank will get a product, which will hopefully be accepted on the market. The college of Illinzi will get the possibility to increase its competence in training small producers in rural areas, interested in getting bank loans for the development of their business.


The impact should reach producers in the rural area of Vinnitsa (and potentially in a wider area later on). Indirect beneficiaries are therefore:


· registered private farmers (with more than 2 hectares of land)


· Small processing or service enterprises, working in the rural areas 

There are about 1,000 registered private farmers and small service enterprises in rural areas of Vinnitsa oblast. It is expected that 50 of them (5 %) will receive credits with project assistance. Among the applicants, also small farmers (household plots) and processing enterprises would be welcome.

The geographical coverage of project activities during the envisaged pilot phase is limited to Vinnitsa oblast. After the pilot phase, an evaluation will be carried out to determine whether a roll-out to other oblasts and bank branches is justified. 


13.2 Levels of intervention


The intervention will be at the micro level of the financial system, i.e. at the level of the partner bank and its potential customers.
 Hence, the intervention will be both at the supply side and the demand side of financial services in order to reduce the existing gap between demand and supply. 


Technical assistance will be the main instrument used. This comprises advisory services and training for the partner bank on the one hand and for the agricultural college in Illinzi on the other hand. With the assistance provided, the college will conduct training of farmers as potential bank clients.


13.3 Methodological approach 


The methodological approach rests on the following pillars: 


· Pilot character. The project resembles a pilot venture and as such has an important demonstration effect, especially for the partner bank. A new product is developed, staff are trained, pilot testing is carried out in a selected branch and region (Vinnitsa), then the pilot phase is evaluated, and finally, if successful, the roll-out of the product to other branches and regions.


· Strong ownership. Ownership is created right from the beginning by involving specialized institutions with an immanent interest in performing the functions assigned under the project, i.e. the partner bank for providing financial services and the college for providing training services. There is no need to create additional project structures.


· Market-based approach. The project will adopt a market-based approach right from the start. As a consequence, the target group, i.e. the small farmers, will pay for the services they receive. They will pay market interest on loans and take a cost-share for training. Through this approach, “beneficiaries” will gradually become “clients”. 


· Sustainability. By instilling strong ownership and adopting a market-based approach, the project will ensure institutional and financial sustainability. This will make SDC’s exit much easier or even unnecessary. 


14 Project organization 


14.1 Project partners and their roles


The main partners of the project are:


· The Swiss College of Agriculture (SCA), implementing already the SDC financed project in organic agriculture in the Oblast of Vinnitsa. This project is focused on the whole value chain: production, processing, marketing of organic products and also work on capacity building. The college has an international department, and collaborates also with the seco financed project on the organic certification and market development in Ukraine.


· The Agricultural College in Illinzi is the Ukrainian implementing partner of the EcoLan project. The college has proven readiness for innovative training and is introducing in the last three years a fully new concept for the teaching of specialists in organic agriculture. The college has a department dealing with economics in rural areas. Moreover, the college has established a Training and Practical Centre which is conducting training courses for adults.  


· The Ukrinbank (Ukrainian Innovation Bank) has been selected as the potential partner bank for the project. Ukrinbank has a local branch office in Vinnitsa. This bank has good experience of cooperation with IFC implemented projects in agricultural production in southern Ukraine. Ukrinbank provided a letter of interest and is very interested to develop a new credit product for small and middle producers in the rural area of Vinnitsa.

· The International Finance Corporation (IFC) is currently implementing two agribusiness projects in the region of Vinnitsa. In March 2005, it launched a three-year dairy project funded by SIDA. The second project is focused on fruit production, funded by the Austrian government. Both projects shall come to an end by 2007. The projects follow a holistic approach which focuses on the entire supply chain. Access to financial services is a crucial component of the supply chain, and therefore, IFC has also shown interest in this project.

14.2 Organizational Chart


The project organization is illustrated in Chart 1 below. The Swiss College of Agriculture will be responsible for project management and administration including consultant selection, contracting and payment services.   


The implementation of project activities under the two components will be the responsibility of so-called “output managers”. One output manager will be seconded by Ukrinbank, responsible for capacity building in the partner bank, development and pilot testing of the new product.  The other output manager will be seconded by the agricultural college in Illinzi, responsible for training of farmers. 


Both output managers will be subordinate to the project management and administration at SCA and supported by international advisers/specialists sponsored under the project.  


The project will be governed by a Steering Committee with representatives from five stakeholder institutions. The Committee will convene two to three times per year to provide policy guidance and oversight of project implementation.


Chart 1: Project Organization
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14.3 Cooperation with the IFC


The IFC will be invited to participate in the Steering Committee of the project and will provide important guidance in the policy and strategy.    


At the implementation level, a close coordination will be established between the project and the two IFC projects with fruit and milk producers. Coordination and exchange of experience will be organized under both components. 


Under the bank capacity building component, the adviser and the bank staff in Vinnitsa will liaise with the financial specialists of the IFC projects. Small farmers supported under the IFC projects may be referred to the partner bank for possible financing. It could create an important demonstration effect. If the lending to milk and fruit producers is successful, the approach can easily be adapted to other sub-sectors or products, e.g. sugar beet or grain producers.  


Under the farm training component, cooperation will be established between the college in Illinzi (which will develop and conduct the farm training courses) and the training units/specialists of the IFC projects. Augmenting small farmers’ capacity in business planning and financial management is of mutual interest for SDC and IFC projects. Hence, existing capacities and synergies should be jointly utilized to a maximum extent.   


The details of cooperation shall be worked out in an operational planning workshop at the project’s inception.


15 Budget and Funding


The budget to be allocated by SDC amounts to CHF 499,290 over the two years from July 2006 until June 2008.


Table 1 presents the proposed budget for the two components and for general project administration and coordination. The budget details are presented in Annex 2.


Table 1: Project Budget by Major Components


		Budget Item

		Amount in CHF

		Share



		Project management and administration

		92’000

		18%



		Component 1: Capacity development of the partner bank

		262’470

		53%



		Component 2: Farmer Training

		111,850

		22%



		External evaluation

		34’000

		7%



		TOTAL

		500’320

		100%





Table 2: Project Budget by TA/SAP codes (Amounts in CHF)


		TA,SAP code

		Description

		2006

		2007

		2008

		Total



		

		

		

		

		

		



		TA 1, 

		Project Management CH

		20’760

		32’220

		19’710

		72’690



		

		

		

		

		

		



		TA 1, 

		International Experts

		138’320

		152’620

		40’480

		331’420



		

		

		

		

		

		



		TA 1, 

		Local operational costs

		31’700

		22’050

		8’550

		62’300



		

		

		

		

		

		



		TA 2, 

		External Evaluation

		

		

		34’000

		34’000



		

		

		

		

		

		



		

		

		

		

		

		



		

		TOTAL

		187.193

		217.538

		94.559

		500.410





16 Controlling


16.1 Monitoring


The basis for monitoring is (i) the logical framework of the project and (ii) the operational plan. The logframe is attached in Annex 1. The operational plan will be developed at the inception of the project, with the participation of all major stakeholders. Based on the logframe, a monitoring framework is presented in Table 3.


Table 3 : Monitoring Framework


		Category 

		Indicators

		Sources of verification



		Project Goal

		· Outreach: Number and amount of loans provided: minimum 50 loans during pilot phase


· Downreach: Average loan size below UAH 75,000 (USD 15,000)


· Sustainability: Portfolio at risk (over 30 days): less than 10% 

		· Project Monitoring Report 


· Bank statistics/MIS



		Objective 1

		· Rural loan product is available before agricultural season 2007


· Cash-flow based lending approach is applied by Vinnitsa branch


· A bank outlet (e.g. sub-branch) exists in Illinzi

		· Project Monitoring Report


· Pilot phase evaluation report



		Objective 2

		· At least 80% of trainees implement business plan


· At least 60% of trainees take a bank loan

		· Project Monitoring Report


· Training impact assessment report





16.2 Review


A project review will be carried out towards the end of the project phase. The review will consist of two parts: 


· an independent evaluation of the pilot phase under Component 1 as described under activity 1.5 above. The evaluation will assess the pilot phase from both sides, the perspective of the partner bank and the borrowers. It will suggest next steps to be taken and potentially identify needs for further assistance. The steps may include a roll-out of the product (a) within Vinnitsa oblast through intensification, and (b) to bank branches beyond Vinnitsa.


· an impact study of the farmer training activities under Component 2 as described under activity 2.5  above. The study will provide evidence on (a)  whether and how successful the trainee farmers have implemented their business plans, and (b) to what extent the training has improved the access to financial services.


16.3 Reporting


Based on the monitoring framework above, the project managers will prepare monthly and half-yearly reports. The monthly reports will be submitted to SDC and half-yearly reports to the Steering Committee.


17 Potentials and risks


17.1 Potentials


The project will have considerable potentials and impact:


For small farmers, the availability of finance will enable and improve access to working capital, primarily diesel fuel, seeds and mineral fertilizer. This will raise their productivity and augment the level of production and income. Access to medium and long term loans will enable private farmers to replace outdated machinery and equipment and help them acquire a capital stock which will be the basis for sustained growth in the future. According to IFC project in the southern Ukraine the received small credit assists farmers to increase income during first year on 30 % and each small credit assists to create additionally 1.5 working places in rural areas.


For the partner bank and other commercial banks, the project will have an important demonstration effect. The pilot phase in Vinnitsa will show that with the right product and financial technology small farmers and other rural enterprises can be served by banks on a viable and sustainable basis. It can be expected that the demonstration effect will spill over institutionally beyond the partner bank and geographically beyond Vinnitsa oblast. 


17.2 Risks


Credit alone may not be the solution for solving the economic difficulties of small farmers and rural entrepreneurs. The access to farm inputs, to technology, to increased know-how and improved production methods, and most importantly to markets is equally important and must be ensured before credit can be successfully applied. The supply chain development projects of IFC as well as EcoLan will address these areas for fruit and milk producers which will ameliorate the lender’s risk considerably.  


The commercial banks generally lack medium to long-term funds which in turn prevents them from providing medium to long-term loans to farmers. This potential risk is mitigated in view of existing and forthcoming credit lines from International Finance Institutions (IFIs) such as IFC, EBRD, KfW, World Bank. It is assumed that the selected commercial banks under the project have sufficient long-term funds for term lending.


Another risk may stem from the consolidation of the banking system in the Ukraine which is fostered by the entrance of foreign banks. Competition is increasing and many among the 140 banks will not survive in the medium term. At the current stage, it is difficult - if not impossible – to predict which banks will make it and which ones will not. Therefore, it can only be assumed that the selected partner bank will remain a stable and reliable partner amid the consolidation in the banking sector but the risk essentially remains. A final decision to select the Ukrinbank as the partner bank should be made contingent on a sound financial situation as documented in the audited financial statements for 2005 to be released in due course.

Annex 1: Logical Framework


		Narrative Summary

		Objectively verifiable indicators

		Sources of verification

		Important assumptions



		Project goal


Small and medium size producers in rural areas of the Vinnitsa oblast have access to financial services on a sustainable basis

		· Outreach: Number and amount of loans provided: minimum 50 loans during pilot phase


· Downreach: Average loan size below UAH 75,000 (USD 15,000)


· Sustainability: Portfolio at risk (over 30 days): less than 10% 

		· Project Monitoring Report 


· Bank statistics/MIS

		Farmers have access to non-financial services, incl. input supply, marketing, technology 


Reliable markets exist for farmers’ agricultural products



		Objective 1


A selected commercial bank willing to co-operate is capable to provide medium and long term loans to private farms and small businesses



		· Rural loan product is available before agricultural season 2007


· Cash-flow based lending approach is applied by Vinnitsa branch


· A bank outlet (e.g. sub-branch) exists in Illinzi

		· Project Monitoring Report


· Pilot phase evaluation report

		The partner bank remains a stable and reliable partner amid the consolidation in the banking sector 


The partner bank has adequate funding sources, esp. medium to long-term funds



		Objective 2


Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved 

		· At least 80% of trainees implement business plan


· At least 60% of trainees take a bank loan

		· Project Monitoring Report


· Training impact assessment report

		The agricultural college is able and willing to adapt its teaching approach to non-academic adult education 





		Objectives

		Main Activities

		Timeline



		Objective 1


A selected commercial bank is willing and capable to provide medium and long term loans to private farms and small businesses



		1.1 Analyze existing products and procedures in the partner bank 

		July/August 2006



		

		1.2 Develop a rural loan product suitable to private farms and define procedures 

		September/October 2006



		

		1.3 Train bank staff at various levels (management, credit committee, loan officers) 

		December 2006 to February 2007



		

		1.4 Launch pilot test of the rural loan product in Vinnitsa branch 

		February/March 2007



		

		1.5 Evaluate the pilot phase

		May 2008



		Objective 2


Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved

		2.1 Additional training for teachers of ACI on farm economics

		July/August 2006



		

		2.2 Develop training modules and material

		September 2006



		

		2.3 Conduct Training of Trainers (ToT) 

		October 2006



		

		2.4 Conduct training courses for farmers (business planning, financial management and accounting, bank procedures)

		January/February 2007



		

		2.5 Assess the impact of training

		March 2008





Annex 2:  Detailed Project Budget


		Budget Item

		Unit

		Unit cost

		Units Opening Credit

		Costs opening credit

		Units main Credit

		Costs Main Credit

		Units total 

		Costs Total



		

		

		

		

		

		

		

		

		



		Project management and administration

		 

		

		

		

		

		 



		Overall management/administration CH

		day

		1120

		37

		41’440

		13

		14’560

		50

		56’000



		Transport cost

		trip

		1.000

		3

		3’000

		1

		1’000

		4

		4’000



		Accommodation & Perdiem

		day

		160

		19

		3’040

		6

		960

		25

		4’000



		

		

		

		

		

		

		

		

		



		Output manager Illinzi college

		day

		50

		225

		11’250

		75

		3’750

		300

		15’000



		Secretaries and translation

		lumpsum

		6.000

		

		6’750

		

		2’250

		1

		9’000



		Local transport costs

		lumpsum

		4.000

		

		3’000

		

		1’000

		1

		4’000



		Total project management/administration 

		 

		 

		68’480

		

		23’520

		

		92’000



		

		

		

		

		

		

		

		

		



		Component 1: Capacity Development of Ukrinbank 

		 

		

		

		

		



		

		

		

		

		

		

		

		

		



		1.1 Analysis of bank products and procedures

		

		

		

		

		

		

		



		Intern. banking specialist

		day

		1.500

		20

		30’000

		

		

		20

		30.000



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		Accommodation & Perdiem

		day

		160

		20

		3’200

		

		

		20

		3.200



		

		

		

		

		

		

		

		

		



		1.2 Develop rural loan product and procedures

		

		

		

		

		

		

		



		Intern. banking specialist

		day

		1.500

		30

		45’000

		

		

		30

		45.000



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		Accommodation & Perdiem

		day

		160

		30

		4’800

		

		

		30

		4.800



		

		

		

		

		

		

		

		

		



		1.3 Training of bank staff

		

		

		

		

		

		

		

		



		Management seminars: 3 seminars @ 1 day

		

		

		

		

		

		

		

		



		Credit committee: 2 seminars@ 2 days

		

		

		

		

		

		

		

		



		Loan officers: 2 seminars @ 5 days

		

		

		

		

		

		

		

		



		Total 17 days

		

		

		

		

		

		

		

		



		Intern. banking specialist as trainer

		days

		1.500

		17

		25’500

		

		

		17

		25.500



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		Accommodation & Perdiem

		day

		160

		17

		2.720

		

		

		17

		2.720



		

		

		

		

		

		

		

		

		



		1.4 Pilot test in Vinnitsa

		

		

		

		

		

		

		

		



		Four intermittent missions by intern. Specialist

		days

		1.500

		55

		82’500

		5

		7’500

		60

		90.000



		Transport cost

		trip

		1.000

		3

		3’000

		1

		1’000

		4

		4.000



		Accommodation & Perdiem

		day

		160

		55

		8’800

		5

		800

		60

		9.600



		Equipment for Ukrinbank sub-branch Illinzi:

		

		

		

		

		

		

		

		



		2 Computers&printers, furniture, vault

		lumpsum

		

		

		5’050

		

		

		

		5.050



		

		

		

		

		

		

		

		

		



		Translations

		lumpsum

		

		

		2’500

		

		500

		

		3.000



		Workshops

		workshop

		1000

		3

		3’000

		

		

		3

		3.000



		Backstopping by Intern. Bank Specialist

		days

		1.500

		15

		22’500

		5

		7’500

		20

		30.000



		Transport cost

		trip

		1.000

		1

		1’000

		1

		1’000

		2

		2.000



		Accommodation & Perdiem

		day

		160

		8

		1’280

		2

		320

		10

		1.600



		Total Component 1

		 

		 

		

		243’850

		

		18’620

		 

		262.470



		Budget Item

		Unit

		Unit cost

		

		

		

		

		Units 

		Total



		

		

		

		

		

		

		

		

		



		Component 2: Farmer Training

		 

		 

		

		

		

		

		 

		 



		

		

		

		

		

		

		

		

		



		2.1 Additional training for teachers of ACI on farm economics

		

		

		

		

		

		



		International training specialist

		days

		1.040

		10

		10’400

		

		

		10

		10.400



		Transport cost

		trip

		1.000

		1

		1’000

		

		

		1

		1.000



		

		

		

		

		

		

		

		

		



		Local experts

		days

		40

		120

		4’800

		20

		800

		140

		5.600



		

		

		

		

		

		

		

		

		



		2.2 Develop training modules and materials

		

		

		

		

		

		

		

		



		Module 1: Business planning (refocus) 

		lumpsum

		3.000

		1

		3’000

		

		

		1

		3.000



		Module 2: Financial management & accounting

		lumpsum

		5.000

		1

		5’000

		

		

		1

		5.000



		Module 3: Bank loan procedures

		lumpsum

		5.000

		1

		5’000

		

		

		1

		5.000



		

		

		

		

		

		

		

		

		



		International Training Specialist f module develop.

		days

		1.040

		10

		10’400

		

		

		10

		10.400



		

		

		

		

		

		

		

		

		



		2.3 Conduct Training of Trainers (ToT)

		

		

		

		

		

		

		

		



		2 ToTs @ 5 days by intern. Trainer

		days

		1.040

		10

		10’400

		

		

		10

		10.400



		Transport cost

		trip

		1.000

		2

		2’000

		

		

		2

		2.000



		Accommodation & Perdiem

		day

		160

		10

		1’600

		

		

		10

		1.600



		

		

		

		

		

		

		

		

		



		2.4 Conduct farmer training (CHF 25 per day per participant)

		

		

		

		

		

		



		Module 1: 5 days @ 15partic.

		seminar

		1.875

		3

		5’625

		1

		1’875

		4

		7.500



		Module 2: 3 days @ 15partic.

		seminar

		1.125

		3

		3’375

		1

		1’125

		4

		4.500



		Module 3: 2 days @ 15partic.

		seminar

		750

		3

		2’250

		1

		750

		4

		3.000



		

		

		

		

		

		

		

		

		



		minus 25% cost share by participants

		

		

		

		-2800

		

		-950

		

		-3.750



		

		

		

		

		

		

		

		

		



		2.5 Training impact assessment

		

		

		

		

		

		

		

		



		International Evaluator

		days

		1.200

		

		

		10

		12’000

		10

		12.000



		Transport cost

		trip

		1.000

		

		

		1

		1’000

		1

		1.000



		Accommodation & Perdiem

		day

		160

		

		

		10

		1’600

		10

		1.600



		

		

		

		

		

		

		

		

		



		Workshops

		workshop

		1.000

		1

		1’000

		1

		1’000

		2

		2.000



		

		

		

		

		

		

		

		

		



		Backstopping by Intern. Training Specialist

		days

		1.040

		20

		20’800

		5

		5’200

		25

		26.000



		Transport cost

		trip

		1.000

		2

		2’000

		

		

		2

		2.000



		Accommodation & Perdiem

		day

		160

		10

		1’600

		

		

		10

		1.600



		

		

		

		

		

		

		

		

		



		Total Component 2

		 

		 

		

		87’450

		

		24’400

		 

		111.850



		

		

		

		

		

		

		

		

		



		Rounding sum

		

		

		

		220

		

		-540

		

		-320



		Grand Total

		 

		 

		

		400’000

		

		66’000

		 

		466’000





C) Credit Proposal


Cooperation with Eastern Europe and the CIS


7F-03709.01

Ukraine: Access to Rural Financial Services in the Vinnitsa Region of Ukraine 
(Opening Credit)

Opening Credit Phase 1:  July 1, 2006 to December 31,  2007


Main Credit Phase 1:  July 1, 2006 to June 30, 2008

Credit Proposal 




CHF 400’000.-- Opening Credit









CHF 500’000.-- Total Phase

18 Context


18.1 Agricultural sector


Agriculture is a key sector of the Ukrainian economy having a share of 28% of GDP (2004) and employing 24% of the labour force. There are three types of agricultural production units:


9) Agricultural enterprises are privately owned with a 1,194 ha of an average area. A total number of 18,841 enterprises cultivate 22.5 million ha in the entire country.


10) Private Farms represent an emerging segment of commercial agriculture with an average area of 66 ha per enterprise. 42,400 farmers cultivate 2.8 million ha of agricultural land.


11) Household plots are widespread and consist of small units with less than 2 ha of land. A total of 6.2 million household plot owners cultivate 3.2 million ha and produce more than 60 % of the food stuff in Ukraine.


These overall characteristics of Ukrainian agriculture are true also for the Oblast of Vinnitsa, where the project at hand should be implemented. There are 788 (0,4 %) agricultural enterprises, 820 (0,4 %) private farms and 220,180 (99%) household plots in this region.


The state policy supports the agricultural sector with different measures, such as subsidy of interest rate for credits, buying parts of the grain harvest for food security stocks, etc. However, the Ministry of Agricultural Policy remains still very much oriented towards direct intervention in production processes and is less oriented on a policy of incentives. Moreover, the Ministry supports practically only the big agricultural enterprises. Private farms and household plots are only marginally reflected in the agricultural policy.


Since 2003, SDC has supported organic farming initiatives in Vinnitsa through the EcoLan Project. The Swiss College for Agriculture and the Agricultural College in Illinzi are the implementing partners. In the course of implementation, the project has identified the lack of access to credit as one of the major obstacles for the farmers.

18.2 Access to finance


Regarding access to credits for the three groups of agricultural production units, the situation is the following:

· The big agricultural enterprises have no problem in getting credit from the banks, because they normally need big credits, and they have necessary collaterals (57 % of these enterprises were able to receive commercial bank loans).

· The private farmers have very limited access to external financial resources and they are therefore to a very large extent self-financing. According to findings by the IFC, only 17% of private farms have access to commercial bank loans.


· The household plots owners have almost no access to financial services. They only get some consumer credits offered by credit unions where interest rates are higher than the bank rates though 20 % of these agricultural production units have a potential to develop into successful private farms (given their access to capital).


The reasons for the lack of access to credits for private farms are manifold, among them high cost of bank loans, high collateral requirements and cumbersome bank procedures. However, there is also a general lack of information and transparency among potential bank clients: Many do not know about the banks’ credit products and programmes, and get loans to much higher prices (up to 50 % and more) from Credit Unions or processing plants (sugar beet) etc.

For small and private farmers, a bank loan of 18 to 22 % would be a rather economical solution for credits in the Ukrainian environment. The lessons learnt from alternative credit sources show, that entrepreneurs including farmers willing to invest would also find the money to pay this rate.

Thirty Ukrainian banks have their regional branches in Vinnitsa, and 13 of them are involved in agricultural lending. Commercial bank rates are in the range of 18% to 22% per annum. In 2005, about 1000 loans have been allocated in the region, with an average size of 86,000 US$ for the first semester. Small and middle size producers would ask for loans from 1,000 to 15,000 US$ for one to four years.


From the commercial banks’ perspective, the weak legal framework is a major bottleneck, especially inability to collateralize land due to moratorium on agricultural land sale. Banks perceive lack of collateral from private farms as the most significant constraint to lending. Also the lack of financial education combined with the lack of transparent and comprehensive record keeping on the part of potential borrowers is another significant reason for the banks’ unwillingness to work with medium and small-scale farmers.

The experiences of credit Unions, IFC in other than Vinnitsa Oblast and the “parallel” markets (credits from the processing plants) show, that small entrepreneurs are desperately looking for credits and even willing to pay high rates, if they want to realise investments on their farms or respective enterprises. Structured and tailor-made credit offers have therefore a high potential to become very much requested on the financial markets in rural areas.


19 Objective system


The overall goal of the project fits to the other Swiss projects in the region and reads: “Promotion of sustainable development in rural areas of Ukraine in order to preserve natural resources, to generate income and to reduce migration from the countryside”. The goal of the project has been defined as follows “Small and medium size producers in rural areas of the Vinnitsa oblast have access to financial services on a sustainable basis”. The specific objectives of the project are (detailed description of activities see Annex 1):

Objective 1: A selected commercial bank willing to co-operate is capable to provide medium and long term loans to private farms and small businesses.


Objective 2: Farmers’ knowledge and skills in business planning and financial management as well as awareness on bank products and requirements are improved.

20 Strategy of Intervention

The immediate beneficiaries of the project are the partner bank and the agricultural college in Illinzi. The bank will get a new product, which will hopefully be accepted on the Ukrainian market. The college of Illinzi will get the possibility to increase its competence in training of small producers in rural areas, interested in getting bank loans for the development of their business.


The impact should reach producers in the rural area of Vinnitsa (and potentially in a wider area later on). Direct beneficiaries are therefore:


· Small household plot farmers (up to 2 ha) willing to invest and to develop to registered private farmers.


· Registered private farmers (with more than 2 hectares of land).


· Small processing or service enterprises, working in the rural areas.

There are about 820 registered private farmers and several small service enterprises in rural areas of Vinnitsa oblast. The goal of the project is, to get at least 50 successful applicants out of the three groups mentioned above.


The geographical coverage of project activities during the envisaged pilot phase is limited to Vinnitsa oblast. After the pilot phase, an evaluation will be carried out to determine whether a roll-out to other oblasts and bank branches is justified.

The intervention will be at the micro level of the financial system, i.e. at the level of the partner bank and its potential customers. Hence, the intervention will be on both the supply and the demand side of the financial services in order to reduce the existing gap.

Technical assistance will be the main instrument used. This comprises advisory services and training for the partner bank as well as training of trainers at the agricultural college in Illinzi. With the assistance provided, the college will conduct training of small (farm) enterprises as potential bank clients. – The methodological approach rests on the following pillars:

· Pilot character. The project resembles a pilot venture and as such has an important demonstration effect, especially for the partner bank. A new product is developed, staff are trained, pilot testing is carried out in a selected branch and region (Vinnitsa), then the pilot phase is evaluated, and finally, if successful, the roll-out of the product to other branches and regions will follow.

· Strong ownership. Ownership is created right from the beginning by involving specialized institutions with an immanent interest in performing the functions assigned under the project, i.e. the partner bank for providing financial services and the college for providing training services. There is no need to create additional project structures.


· Market-based approach. The project will adopt a market-based approach right from the start. As a consequence, the target group, i.e. the small farmers and household plots, will pay for the services they receive. They will pay market interest on loans and take a cost-share for training. Through this approach, “beneficiaries” will gradually become “clients”.

· Sustainability. By instilling strong ownership and adopting a market-based approach, the project will ensure institutional and financial sustainability. This will make SDC’s exit much easier or even unnecessary.


21 Project organization

The main partners of the project and their roles are:


· The Swiss College of Agriculture (SCA), implementing already the SDC financed project in organic agriculture in the Oblast of Vinnitsa. This college has an international department, and collaborates also with the seco financed project on the organic certification and market development in Ukraine. SHL will be responsible for general project management and administration including consultant selection, contracting, payment and reporting as well as consultation of college in Illinzi on development of training program.


· The Agricultural College in Illinzi (ACI) is the Ukrainian implementing partner of the EcoLan project. The college has proven readiness for innovative training and is introducing in the last three years a fully new concept for the teaching of specialists in organic agriculture. The college has a department dealing with economics in rural areas. Moreover, the college has established a Training and Practical Center which is conducting training courses for adults. ACI will be responsible for farmers training and advise.

· The Ukrinbank (Ukrainian Innovation Bank) has been selected as the potential partner bank for the project. Ukrinbank has a local branch office in Vinnitsa. This bank has good experience of cooperation with IFC implemented projects in agricultural production in southern Ukraine. Ukrinbank provided a letter of interest and is very interested to develop a new credit product for small and middle producers in the rural area of Vinnitsa. Ukrinbank will be responsible for development and pilot testing of the new credit product for farmers with support of selected international consultant.

· The International Finance Corporation (IFC) is currently implementing two agribusiness projects in the region of Vinnitsa. In March 2005, it launched a three-year dairy project funded by SIDA. The second project is focused on fruit production, funded by the Austrian government. Both projects shall come to an end by 2007. The projects follow a holistic approach which focuses on the entire supply chain. Access to financial services is a crucial component of the supply chain, and therefore, IFC has also shown interest in this project. IFC projects will provide clients for new credit products of Ukrinbank.

The project will be governed by a Steering Committee with representatives from four partner institutions and SDC. The Committee will convene two to three times per year to provide policy guidance and oversight of project implementation (see annexe 3: organisational chart).

22 Budget and Funding


The budget to be allocated by SDC amounts to CHF 478,990 over the two years from July 2006 until June 2008. Table 1 presents the yearly break-down of the budget.

Table 1: Project Budget by TA (Amounts in CHF)


		TA

		Description

		2006

		2007

		Total opening credit 

		2008 
(main credit)

		Total



		

		

		

		

		

		

		



		TA 1

		Project implementation

		200’000

		200’000

		400’000

		66’000

		466’000



		

		

		

		

		

		

		



		TA 2, 

		External evaluation

		

		

		

		34’000

		34’000



		

		

		

		

		

		

		



		

		TOTAL

		200’000

		200’000

		400’000

		100’000

		500’000





23 Project Controlling

The basis for monitoring is (i) the logical framework of the project and (ii) operational plan. The logframe is attached in Annex 1. The operational plan will be developed with the participation of all major stakeholders. Project monitoring will focus on a set of key indicators contained in the logframe, e.g. outreach and sustainability of financial services.


Based on the monitoring framework above, the project managers will prepare monthly and half-yearly reports. The monthly reports will be submitted to SDC and half-yearly reports to the Steering Committee.

A project review will be carried out towards the end of the project phase. The review will consist of two parts:

· An independent evaluation of the pilot phase under Component 1. The evaluation will assess the pilot phase from both sides, the perspective of the partner bank and the borrowers. It will suggest next steps to be taken and potentially identify needs for further assistance. The steps may include a roll-out of the product (a) within Vinnitsa oblast through intensification, and (b) to bank branches beyond Vinnitsa.


· An impact study of the farmer training activities under Component 2. The study will provide evidence on (a) whether and how successful the trainee farmers have implemented their business plans, and (b) to what extent the training has improved the access to financial services.


24 Assessment of potentials and risks


The project will face some risks:


12) Credit alone may not be the solution for solving the economic difficulties of small farmers and rural entrepreneurs. The access to farm inputs, to technology, to increased know-how and improved production methods, and most importantly to markets is equally important and must be ensured before credit can be successfully applied. The supply chain development projects of IFC as well as EcoLan project will address these areas for producers which will ameliorate the lender’s risk considerably.

13) The commercial banks generally lack medium to long-term funds which in turn prevents them from providing medium to long-term loans to farmers. This potential risk is mitigated in view of existing and forthcoming credit lines from International Finance Institutions (IFIs) such as IFC, EBRD, KfW, World Bank. It is assumed (and confirmed by Ukrinbank) that the selected commercial bank under the project has sufficient long-term funds for term lending in this pilot project.


14) Another risk may stem from the consolidation of the banking system in the Ukraine which is fostered by the entrance of foreign banks. Competition is increasing and many among the 140 banks will not survive in the medium term. At the current stage, it is difficult - if not impossible – to predict which banks will make it and which ones will. Therefore, it can only be assumed that the selected partner bank will remain a stable and reliable partner amid the consolidation in the banking sector but the risk essentially remains. A final decision to select the Ukrinbank as the partner bank should be made contingent on a sound financial situation as documented in the audited financial statements for 2005 to be released in due course.

15) Last but not least, the project is short and it is a challenge to get 50 successful applicants within two years. However, the project has set a rather low – but significant - objective with a 50 small (farm) enterprises. The project can also rely on the work of ICF, which is interested to get applicants for such credits on board. Therefore, even so ambitious, the project has good reasons to achieve the objectives.


The project will have considerable potentials:


For small farmers, the availability of finance will enable and improve access to working capital, primarily diesel fuel, seeds and mineral fertilizer. This will raise their productivity and augment the level of production and income. Access to medium and long term loans will enable private farmers to replace outdated machinery and equipment and help them acquire a capital stock which will be the basis for sustained growth in the future. According to IFC project in the southern Ukraine the received small credit assists farmers to increase income during first year on 30 % and each small credit assists to create additionally 1.5 working places in rural areas.


For the partner bank and other commercial banks, the project will have an important demonstration effect. The success of pilot phase in Vinnitsa will show that with the right product and financial technology small farmers and other rural enterprises can be served by banks on a viable and sustainable basis. It can be expected that the demonstration effect will spill over institutionally beyond the partner bank and geographically beyond Vinnitsa oblast.

25 Application


On the basis of these statements, we are seeking approval for a sum of


CHF 400'000.--


to cover the cost of Access to Rural Financial Services Project  as part of the technical cooperation with Eastern Europe and the CIS for the phase from July 1, 2006 to December 2007.  This commitment is to be set against the general framework credit of 1,800 million francs earmarked for the continuation of intensified cooperation with Eastern Europe and the CIS States according to the Federal Decisions of 8 March 1999, of 13 June 2002, and of 4 October 2004, respectively.  


The payments arising from this commitment are to be debited to the budgeted credit “Article 202.3600.501”, Aid for the East.  


The financial resources required are contained within the budget and financial spending plan of the organizational unit responsible at the SDC, and take into consideration the decisions made by the Federal Council with respect to the 2004 programme for reducing Federal spending.  


Department for Cooperation


With Eastern Europe and the CIS


Simon Junker


Programme Officer


Annexe:


Project Document


Kopie an:


· FWA; ADT/KND; HRR; JTM; FLC, JSI, GUI, RLI/LAC/HMS


· Kooperationsbüro Kiew 

· Schweizerische Botschaft Kiew


· PA I


· PA III


· SECO

�	In contrast, the meso level comprises sector institutions such as the Central Bank, the supervisory authority, credit rating agencies etc while the macro level includes the legal and macroeconomic framework. 
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1. Summary


Microinsurance is the protection of low-income people against specific perils in exchange for regular premium payments proportionate to the likelihood and cost of the risk involved. Typically, poor households are more vulnerable to all types of risks than the rest of the population, and they are the least able to cope when a crisis does occur. Poverty and vulnerability reinforce each other in an escalating downward spiral. 

Few poor people have access to insurance services. This is why the CGAP (Consultative Group to Assist the Poor,  a consortium with more than 30 member donors) has mandated a working group led by the International Labour Organisation (ILO) to document informal and formal insurance systems serving the poor and to evolve donor guidelines. "Protecting the poor: A microinsurance compendium" documenting good and bad practices will be published at the end of this year.


The SDC has been supporting few insurance activities in Asia and Africa, mainly to cover health- and crop loss risks, apart from the CGAP initiative mentioned above.

As in "banking for the poor", microinsurance initiatives can reach the SDC's target groups mainly by strengthening informal insurance mechanisms and systems, by facilitating formal insurers' outreach to poor clients, or by promoting linkages between professional insurers and NGOs and microfinance-  or other institutions having (financial) transactions with poor people on a fairly large scale.

Senior professionals working at the Zurich Financial Services (ZFS) approached the SDC a few months ago to explore possibilities for a public private partnership (PPP) in microinsurance. The SDC brought "Zurich" together" with the ILO, and jointly, a concept paper was elaborated as a basis for this draft proposal. 

The objective of the PPP between ZFS, the ILO and the SDC is to facilitate and support ZFS subsidiaries in 2 – 4 countries in Africa and Latin America to test the microinsurance market during the coming 3 years. The microinsurance capacity in the ZFS Group and the products on offer and clients reached will be important parameters to judge the success of this pilot programme. ZFS will bear all the (direct) microinsurance capacity development and operational costs of the initiative, while the SDC will fund the technical assistance services of the ILO (including monitoring and experience documentation costs) with a 3-year budget of CHF.

It is suggested in this proposal that under a second "Teilaktion", CHF are reserved for complementary activities documenting, capitalising and facilitating activities "at the frontier of microinsurance".

2. Background



21 Significance of microinsurance from a development policy perspective


Low-income persons in developing countries live in risky environments, vulnerable to numerous perils, including illness, accidental death and disability, loss of property due to theft or fire, agricultural losses, and disasters of both the natural and man-made varieties. Annex 1 provides an overview of the most important risks and coping strategies of the poor. 

Typically, poor households are more vulnerable to all types of risks than the rest of the population, and they are the least able to cope when a crisis does occur. Poverty and vulnerability reinforce each other in an escalating downward spiral. 

Although poor households may have informal means to manage risks, informal coping strategies generally provide insufficient protection. Many risk management strategies, such as spreading financial and human resources across several income-generating activities, result in low returns. Other informal strategies are ineffective against various types of perils. Before the household has a chance to fully recover from one crisis, they are struck by another.


One way to cope with these risks is through microinsurance, which is the protection of low-income people against specific perils in exchange for regular premium payments proportionate to the likelihood and cost of the risk involved. Microinsurance could cover a variety of different risks, including illness, death, property loss—basically any risk that is insurable—however most of the experience to date has been with life and health insurance as these two are the primary concern of most low-income households.


Access to this type of protection can make a valuable contribution to the Millennium Development Goals. For example, insurance can help reduce the proportion of people who suffer from hunger and whose income is less than one dollar per day. While experts tend to focus on efforts to promote economic development as a strategy to achieve these targets, they have to recognise that gains can quickly be lost when vulnerable households experience a loss or crisis. It is necessary to complement efforts to boost productivity with corresponding efforts to provide protection. 


Perhaps even more directly, microinsurance can help address the health-related objectives of reducing child mortality, improving maternal health, and combating HIV/AIDS, malaria and other diseases. Health microinsurance schemes typically provide immunisations, train birth attendants, and make it possible for women to afford transportation and hospitalisation for difficult births. 


Microinsurance also contributes to risk prevention. By providing education about risks and promoting good health habits, they can reduce incidents of disease and extend life expectancy. Efforts by insurers to prevent risks are not necessarily driven by a development agenda, but because it makes business sense—small investments in risk prevention can significantly lower claims costs.


Interestingly, microinsurance can also assist in promoting gender equality and empowering women. If insurance can help protect vulnerable households from falling back or further into poverty, they will be less likely to have to choose which child to send to school. Furthermore, some long-term life insurance policies enable the poor to accumulate assets that can be used to pay for education, for daughters as well as for sons.


22 Initiatives and experience to provide insurance coverage to the poor

Because of the potentially significant contribution of microinsurance to development, in 2003 the CGAP Working Group on Microinsurance launched an initiative to understand good and bad practices in microinsurance. This initiative, managed by the ILO and funded by DFID, GTZ, ILO and SIDA, has produced 25 case studies of microinsurance operations around the world and a comprehensive synthesis document to be published by the ILO in late 2006, Protecting the poor: A microinsurance compendium.


This research has documented the experiences of a diverse range of microinsurance providers, including some that are small and informal, as well as some very large companies that have a product or product line that is appropriate for low-income persons. Indeed, microinsurance can be delivered through a variety of different channels, including community-based schemes, credit unions and other types of microfinance institutions, or big (multi-)national insurance companies.

Yet despite the variety of microinsurance services which have emerged largely during the past decade few low-income people have access to microinsurance. The Munich Re Foundation estimates that of the four billion people living on less than $2 per day, less than 10 million have access. 

There are three basic approaches to expand insurance protection to much larger numbers of low-income people: (1) Up-grading and professionalizing informal systems; (2) "down-grading" (targeting poor clients by) formal systems and (3) strategic alliances (linkages) between formal insurers and informal systems and/or service providers that already reach low-income markets on a large scale. 


Considering the high technical complexities and substantial capital requirements, an important way to fill the enormous chasm between the potential demand for insurance and the lack of supply is to entice more formal insurers to target the low-income market through downgrading- and alliance strategies. While several international and local insurance companies have served this market, they have encountered a range of obstacles, including:


· High transaction costs: Profitable microinsurance requires large volumes of very small policies. The transaction costs associated with distributing and managing these small policies can be extremely high, especially when seen in proportion to the sum assured. 

· Distribution systems: The distribution systems of most formal insurers are not designed to reach the poor. The system of brokers, agents and direct sales traditionally used by insurers does not work for the low-income market.


· Product design: The products generally available from insurers are not designed to meet the specific characteristics of the low-income market. 


· Lack of data: Insurers do not have adequate information to understand the vulnerabilities of the poor. 


· Controlling insurance risks: Insurers do not have the right mechanisms to control certain insurance risks among the low-income market. For example, the claims verification techniques used to ensure that someone with a $100 000 life policy is not defrauding the insurer do not make financial sense for a $500 policy.


· Affordability? Insurers assume, rightly or wrongly, that the low-income market cannot afford insurance. 


· Limited understanding of insurance: A major challenge in extending insurance to the poor is educating the market and overcoming its bias against insurance. 

· Insurers’ bias: To be fair, the bias goes in both directions. The people who work for insurance companies are often unfamiliar with the needs and concerns of the poor. Similarly, the culture and incentives in insurance companies encourage salespersons to focus on larger policies.

Microinsurance is a relatively new field for donors, and existing schemes found it difficult to become sustainable. Moving more into the spotlight today and in the years to come, donors need to consider the Dos and Don'ts that have emerged from experience over the last few years (Annex 2) and move from the simpler to more complex risks and products (Annex 3), thereby extending the frontiers of protection to ever poorer clients, geographic areas and complex types of risks. 

23 The SDC's experiencies and E+I's interests and thrusts

SDC has a few scattered bilateral projects and experiments in the (private sector) microinsurance field (health insurance in West Africa; crop-insurance in India; credit life insurance in various microfinance projects. Its substantial microfinance programmes have relevance as (mass) distribution channels for professional microinsurance service providers. A systematic assessment of the microinsurance activities does not exist, nor does SDC have specific expertise in microinsurance. 

A particular interest comes from SDC's Financial Sector Policy with its emphasis on rural financial services where new solutions are advocated to cope with risks in the agricultural sector. 

The SDC's Guidelines for Cooperation with the Private Sector provide both a framework and rationale to work with the private (insurance) sector. Development policy relevance in the spirit of the SDC's core mandate, economic viability, comparative advantages of private sector partners and subsidiarity are among the main guiding principles. 


Considering the (emerging) importance of private sector approaches to microinsurance, the modest and – at the overall portfolio level – unexplored potential of the SDC's microinsurance portfolio and the dominant comparative advantages in microinsurance (with strong technical expertise with the private sector, development policy expertise and networking capabilities with the SDC), the following two strategic thrusts are proposed to be pursued during the next three years: 

a) Research and development (R&D) and facilitating learning and innovation;

b) Pilot activities extending the frontiers of viable microinsurance solutions for poor clients.

3. Lines of Action



31 PPP with "Zurich" and the ILO to target the microinsurance market


Downgrading and alliances are core strategies to serve the low-income market with insurance products. The obstacles local and international insurance companies have encountered addressing low-income markets are described above (para 22). However, these markets have massive potential if insurers can address these constraints with efficient and effective innovations and are willing to make an investment. The early experiences of insurers such as AIG Uganda, Delta Life in Bangladesh, Madison Insurance in Zambia and several insurance companies in India suggest that their interest in the low-income market does not have to be purely social. Indeed, following the logic of C.K. Prahalad (2005) in his book Fortune at the Bottom of the Pyramid, the poor represent an enormous business opportunity for companies that are willing to innovate new business models and create low-income consumers. - Following this line of thinking, Zurich Financial Services (ZFS) approached the ILO and SDC to explore ways of getting involved in microinsurance in a strategic and systematic way. Emerging from discussions between the three parties is a proposed Public-Private partnership (PPP) to develop solutions to provide appropriate insurance coverage to poor and low-income groups in a commercially profitable and sustainable way.


311 Involved partners and their objectives


Zurich Financial Services' (ZFS') objectives are threefold:

a) Corporate Social Responsibility (“CSR”): Markets, customers, regulators, and the public at large expect more than a “compliance-only” attitude; private companies will need to demonstrate a more pro-active contribution to public objectives (development, environment, community work). The Initiative can serve as an important element in ZFS’ CSR strategy;

b) Growth: Access new markets and develop relationships with tomorrow’s middle class;

c) Innovation: Developing these new markets will require innovation along the entire value chain. ZFS would like to establish a capability at the Group level with respect to serving low-income markets. Selected innovations may also be applicable in the traditional insurance business.

The initiative will be spearheaded by a newly founded two member microinsurance team. It has received support from a number of people at ZFS and is fully backed by the Group's CEO Jim Schiro. Initially run as a project with a Steering Committee comprised of representatives from General Insurance, Global Life, International Business Division, Group Marketing & Corp. Communication and CSR, the Initiative will be transferred into a more permanent setting within the organizational structure in a 2nd. phase. - Although the Initiative will be started at the ZFS Group level, the collaboration with the local business units will be crucial. 


ILO


The International Labour Organization (ILO) is the UN specialized agency which seeks the promotion of social justice and internationally recognized human and labour rights. The ILO provides technical assistance in a number of fields, including: social security, employment policy etc. 

In this context, the ILO has a keen interest to promote employment, including self-employment, while ensuring that workers and their families have sufficient social protection. Microfinance (including insurance) is therefore an important strategy for the ILO. 


Consequently, the ILO is leading CGAP's (the Consultative Group to Assist the Poor's) Working Group on Microinsurance. This group, chaired by the ILO’s Craig Churchill, includes donors, insurers and other parties interested in coordinating donor activities as they pertain to the development and proliferation of insurance services to low-income households in developing countries. 


Now that the Working Group has concluded its initiative to analyze good and bad practices, the ILO is interested in putting the lessons and recommendations into practice. Of the commercial insurers that were analyzed in the case studies, few took a proactive and systematic approach to microinsurance; almost all rely exclusively on microfinance institutions (MFIs) as their distribution channels; and few provide particularly appropriate products. When ZFS indicated its willingness to commit significant resources to promote microinsurance in multiple countries, it seemed like an ideal opportunity to develop and document a process that will enable commercial insurers to provide high quality, demand-driven products to large numbers of low-income persons.

SDC


The SDC's objectives are threefold:


a) Capitalising knowledge: By linking the expertise of the ILO/CGAP Working Group on Microinsurance and ZFS, the SDC is making a major contribution that know-how accumulated and part-funded by the SDC through CGAP is blended with ZFS's technical and business expertise. 

b) Facilitating innovation and generating knowledge on commercial approaches to the provision of insurance services in low-income markets.


c) Extending sustainable access to insurance services with an aim to reduce vulnerability and poverty for low-income households in developing- and emerging economies. 

312  Strategic Elements

a) Countries: For this initiative to be successful, it needs the potential to become commercially profitable. It will have to take advantage of existing insurance infrastructure and local insurance know-how. From the ZFS perspective, it also has to fit into the overall product and country strategy. As a result, at first any local projects under this initiative will have to be in a country where ZFS is already active and where ZFS has a certain critical mass of operation (see Annex 4 for a list of countries where ZFS is operational). South Africa will therefore be the country of first priority, most likely to be followed by countries such as Mexico and Chile. Further down on the priority list are Bolivia, Brazil and Venezuela. Priorities will critically depend on the local business units' will and interest to target low-income markets. - In a future phase, the capability to serve the low-income market could also be applied in other developing- and transition countries, although by then it is expected that ZFS’s microinsurance team will have developed sufficient capacity to rollout without additional technical assistance.

b) Target groups: Microinsurance is essentially for anyone that is not currently reached by conventional insurance products or social security schemes. Of particular interest is the extension of insurance to persons working in the informal economy who do not have access to social protection and benefits often provided by employers directly, or by the government through employers. Since it is easier to offer insurance to persons with a predictable income, even if it is small, than to cover informal economy workers with irregular cash flows, the latter represent the microinsurance frontier.


In this initiative, the nature of the target customers (urban, rural, employed, self-employed, etc.) will depend on the specific situation in the country and on the demand situation. To ensure early successes, ZFS’s business units can be expected to focus initially on low-hanging fruit, i.e. those that are easy to pick. Low-income persons that will be easiest to reach will include those that are already engaged in financial transactions with a common organization, such as a borrowers of a microfinance institution, members of a labour union or an agricultural cooperative, or customers of retailer, to name just a few potential distribution agents.


c) Product areas: ZFS is a composite insurer, offering both life and general insurance products in the countries in question. It will again depend on the specific demand situation which products will be focused on. The choice of products will also be influenced by the available distribution channels. Indeed, a key aspect of this initiative will be to develop the most appropriate, demand-driven products that will provide the most benefits for the smallest premiums.


313  Key Activities, Monitoring and Exit Strategy for SDC

ZFS will have a team of two senior professionals and support capacity fully operational for its microinsurance initiative by February 2007. Until then, the ZFS microinsurance team will commission case studies on a selected number of existing local ZFS microinsurance initiatives and gather representatives of ZFS subsidiaries at the CGAP/Munich Re Foundation/Finmark Trust Microinsurance Conference "Making Insurance Work for Africa" in Cape Town, South Africa in November 2006. 

The first main task in 2007 will be to train key Zurich representatives from selected countries. Based on their exposure to microinsurance, they will decide if and when they would like to undertake microinsurance activities within the scope of this initiative. For countries that are keen on moving forward, they will be provided with assistance in conducting demand research, identifying potential distribution channels, developing appropriate products and negotiating arrangements with the distribution channels. It is expected that one or two pilots will be launched in 2007 and another one to two in 2008.


The pilots will be monitored carefully, based on key indicators identified in the project document (which will be the basis for the "Kreditantrag"). Adjustments will be made as needed. In 2009, the pilots will be evaluated (including reviews with distribution channels and clients) and the results documented for the benefit of other insurance companies that might be interested in going downmarket. 

Exit of SDC: Under the ZFS/ILO/SDC partnership, no institutions or projects will be created which will be dependent on further support of the SDC. After the envisaged cooperation period of up to three years, the SDC will be free to exit or conclude another collaboration arrangement if is wants to further engage in deepening the outreach of the microinsurance market in partner countries. 

32 R&D and facilitating learning and innovation 


This line of action remains open at the moment of writing this proposal. During the years to come, the following project ideas and activities may be supported based on concrete credit-proposals: 
(1) Analysis of the SDC's microinsurance portfolio and experiences, notably in health and agriculture (including crop) insurance; (2) Studies related with countries and product areas of specific interest to SDC (agriculture etc.); (3) Risk sharing arrangements to foster action research and innovation of a particular concern to SDC; (4) Knowledge management activities of various types. 


4. Overall Budget Estimates for the Period 2007 - 2009

For the line of action "PPP with Zurich Financial Services and ILO", the bulk of the costs associated with the initiative will be borne by ZFS, with the SDC contracting and paying for the technical assistance provided by the ILO (Craig Churchill). The costs of the open line of action "R&D and facilitating learning and innovation" represent - until further concretisation - SDC contributions only. 

		Part Actions

		ZFS

		ILO

		SDC



		TA 1   Public Private partnership 
          with Zurich Financial 
          Services and ILO

		· Staffing Microinsurance Unit at HO

· Training of staff of potential partner business units

· Case- und market studies


· Operational budget

		Advise, Technical Assistance


PCM-Support 

(Basically Opportunity Costs)

		CHF



		TA 99  R&D, Learning and Innovation



		---

		

		CHF



		Total TA 1 and TA 2

		

		

		CHF





5. Overall Assessment 

Microinsurance is an important instrument to help the poor cope with vulnerabilities. The SDC has some activities in this field in Africa and Asia and has contributed financially in the context of the CGAP to analyse experiences and to draft preliminary donor guidelines. Following "banking for the poor" experience (savings and credit), insurance is another domain where technical capabilities and business approaches are of high importance for pro-poor, sustainable solutions. With the Zurich Financial Services, the ILO and the SDC joining technical-, financial- and development resources, important conditions are created to develop business models for low-income markets (TA 1). TA 2 proposes to complement the PPP with ZFS/ILO with activities documenting, capitalising and facilitating activities "at the frontier of microinsurance".  - The main risk of these microinsurance pilot- and R&D activities is that core target groups and risks can not be covered to the expected extent.

6. Antrag

Aufgrund obiger Ausführungen beantragen wir, einen Betrag von

CHF

für die Unterstützung des Programms "Microinsurance: Learning, Innovation, Pilot Activities" aus dem Budget der Sektion Arbeit und Einkommen zu reservieren.
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Annex 3: Microinsurance Products

Annex 4: Countries with Zurich Financial Services Operations


Annex 1

Risks and Coping Strategies of the Poor

The risks faced by the poor, as summarized in the figure below, are much the same as those for most individuals but often with greater frequency, and with a relatively greater financial impact. Because low-income people often reside and work in higher-risk areas, they are endemically subject to relatively greater risk. Simultaneously, because they have little, if any, money to respond to a risk, their vulnerability is even further exacerbated. 


Main Sources of Risk 

		

		Micro

		Meso

		Macro 



		

		Idiosyncratic                                                                                             Covariant          



		Natural 

		

		Rainfall 


Landslides


Volcanic eruption

		Earthquakes 


Floods 


Drought 



		Health 

		Illness 


Injury 

Disability

		Epidemic

		



		Life cycle 

		Birth 


Old age 


Death

		

		



		Social 

		Crime 


Domestic violence

		Terrorism


Gangs

		Civil war 


War 


Social upheaval



		Economic 

		Unemployment 


Business failure

		Resettlement 


Harvest failure 

		Financial or currency crises 



		Political 

		

		Ethnic discrimination 


Riots

		Political default on social programmes 


Coup d’état 



		Environmental 

		

		Pollution 


Deforestation 


Nuclear Disaster 

		





Adapted from Holzmann and Jorgensen, 1999, World Bank. 

Coping Strategies 

People manage risks through several mechanisms that include individual, community, private, and government social protection systems. 

		Individual risk mitigation (ex ante). Individuals and households avoid risk where they can and



		they often work to reduce risk when possible. Avoidance leads to conservative decision-making, and risk reduction can be seen in efforts to protect their assets through careful actions. 

		





Individual risk retention (ex post). When a loss occurs, often low-income people have to manage it through their own means. The more severe the loss, the more it reduces their capacity to make ends meet. It may force them into informal borrowing or even selling off assets at below market prices—desperate measures that fail to return the household to what financial security it may have once enjoyed. 

Informal community systems. Most low-income communities develop informal mechanisms to assist their members in need, such as the burial societies common in Ghana and elsewhere. These informal mechanisms for accumulating funds assist community members when financial losses strike. Informal systems may involve collections taken when a loss occurs, or a cumulative fund that disburses a fixed amount to assist with the loss, akin to mutual insurance programmes. 

Private systems. MFIs and banks working to help their clients and members manage risk offer specialty savings products that allow easy access of at least a portion of the loss. Additionally, these institutions sometimes offer emergency loans with a quick disbursement. These risk-managing financial services provide the household with a chance to get its finances in order without extreme time pressures, often saving significant sums. 

Insurance. Formal insurance products are beginning to be offered to the low-income markets through servicing intermediaries like MFIs. Additionally, informal insurance may be offered by various organizations including MFIs, trade unions that collect regular fees from its members, farmers’ cooperatives deducting insurance premiums from crop payments and, savings and credit cooperatives deducting from regular savings. 

Governments. Because of sharply increasing demand, often slow economic growth, and corruption problems, governments in developing countries often find it difficult to provide free or even low-cost access to basic social services. The existing distribution of social protection is predominantly focused on formal sector workers who make regular contributions to social security funds and who are able to plan for their retirement. However, the population group with the greatest vulnerability is found outside the formal economy. Consequently, over two billion people worldwide are not covered by any type of formal social security protection. Here the most pressing need is usually for health insurance. 


Source: Preliminary Donor Guidelines for Supporting Microinsurance – CGAP Draft, October 2003


Annex 2

Microinsurance: Lessons learnt, Dos and Don'ts for Donors


Difficulties in providing insurance to poor people?


Existing microinsurance schemes that provide more than simple credit life insurance find it difficult to become sustainable. Suppliers—whether governments, savings and credit societies, private-sector insurers, or other financial institutions such as MFIs—face the following difficulties:

Technical specialization. Insurance requires specialized actuarial capacity, which uses mathematics to place a monetary value on future risks. Actuarial analysis for microinsurance is complicated by claim volatility and lack of reliable data characteristic of low-income, informal markets. Often, actuarial expertise resides with one type of institution (i.e., formal insurers), while distribution networks to poor customers lie with another (i.e., MFIs or NGOs).

Marketing and sales. Most poor people do not understand insurance or are even biased against it. Many are skeptical about paying premiums for possible future benefits, when the insured event may not occur. Creating awareness about the value of insurance is time consuming and costly. In addition, the wording of insurance contracts is often too complicated for the poor, many of whom are illiterate.

Distribution channels. Microinsurance requires a distribution system that can both efficiently handle small financial transactions in convenient locations and engender trust. Existing distribution systems of this kind are hard to find; creating a new system to collect premiums and pay claims is expensive and often ineffective. In East Africa, the insurance company American Insurance Group (AIG) has entered into partnerships with several microfinance institutions to overcome these three challenges.

Dos and Don’ts for donors

At present, the ability of donors to facilitate linkages and share knowledge on microinsurance is more important than providing funds for specific programs.

		Donors should…

		Donors should not…



		· Carefully consider client demand and the full range of financial services for managing risk before determining that insurance is an appropriate response.


· Encourage commercial insurers to serve the poor by brokering relationships with distribution channels such as MFIs.


· Work only with strong institutions (insurers and MFIs) and conduct a careful analysis of their capacity to manage microinsurance products.


· Coordinate microinsurance efforts with other donors, private-sector insurers, and governments.


· Involve technical expertise in microinsurance operations and take a patient approach (several years), but define a clear, time-bound exit strategy.


· Be careful about supporting unregulated insurance schemes that lack expertise, access to reinsurance (insurance for insurers), or consumer protection oversight.


· Closely monitor performance of microinsurance partners.


· Invest in educating poor people on the benefits of insurance.


· Provide access to technical assistance for specific technical problems.

		· Push institutions to offer microinsurance-the demand for risk protection should come from clients, not donors.


· Fund new micro-insurance providers without sufficient technical capacity.


· Provide grant funding to cover claims costs. (Subsidies for claims lead microinsurers to subsidize premiums, an unsustainable practice.)


· Attempt to influence government policies before there is more experience with microinsurance.





Source: CGAP, Donors Brief Nr. 16: Microinsurance – a Risk Management Strategy, December 2003

Annex 3

Microinsurance Products

Insurance products for the low-income sector must satisfy the specific needs of the poor, be easy to understand, and efficient to administer. The more complicated the product, the less likely that it will succeed. Some products are introduced as entry points to enable the policyholder to become familiar with the concept and enable other products to be developed later on. In addition, due to the difficulties of providing certain products, supply does not always match the needs of the policyholder. The figure below summarizes common insurance products, with an indicator of their complexity. 


Relative Complexity of Different Types of Insurance Products 

		Type of Insurance 

		Protection provided 

		Complexity of Product 

		



		Crop Insurance

		Poor crop yields due to specified causes 


Natural disaster recovery

		HIGHLY COMPLEX 




		



		Health

		Medical costs for illnesses and injuries

		

		



		Annuities, Endowment and Whole Life 

		Savings accumulation, retirement 


Premature death

		COMPLEX 




		



		Property 

		Damage, destruction and theft of household assets

		

		



		Term Life

		Loan principal and interest paid 


Benefit paid to beneficiaries 


Burial costs

		MODERATE 




		



		Disability (for loans) 




		On-going loan payments if borrower becomes seriously disabled 




		

		



		Credit Life

		Loan principal and interest paid on death of borrower 

		SIMPLE

		





The differences in complexity are related to the ability to efficiently and effectively manage the controls on the product. For example, when someone dies, it is relatively simple to confirm that death of a client has actually occurred. With crop yield insurance it can be much more difficult to assess the loss and there are many opportunities for fraud and moral hazard with such a product. In addition, short-term policies are much easier to manage than long-term insurance because the insurer can make adjustments relatively easily if it finds that some of its assumptions are off base. 

Source: Preliminary Donor Guidelines for Supporting Microinsurance – CGAP Draft October 2003


Annex 4: 


Countries with Zurich Financial Services Operations


		Name of company                                   

		Life / Non-life



		Africa/Middle East

		 



		Botswana

		 



		COMPANY

		 



		Botswana Eagle Insurance Company Ltd.

		Non-life



		Morocco

		 



		Branch

		 



		Zurich Délégation pour le Maroc               

		Non-life



		COMPANY

		 



		Zurich Compagnie Marocaine d'Assurances         

		Life&Non-life



		South Africa

		 



		COMPANY

		 



		SA Eagle Life Limited    

		Life



		South African Eagle Insurance Company Limited     

		Non-life



		Swaziland

		 



		COMPANY

		 



		Swaziland Royal Insurance Corporation      

		Life&Non-life



		Zimbabwe

		 



		COMPANY

		 



		Eagle Insurance Company Limited          

		Non-life



		Asia

		 



		China

		 



		Branch

		 



		Zurich Insurance Company, Beijing Branch

		 



		COMPANY

		 



		New China Life Insurance Company Limited         

		Life (18.9% ownership)



		Representative Office

		 



		Zurich Insurance Company, Beijing Representative

		 



		Zurich Insurance Company, Shanghai Representative  

		 



		Guam

		 



		COMPANY

		 



		Zurich Insurance (Guam), Inc.          

		Non-life



		India

		 



		COMPANY

		 



		Zurich Risk Management Limited     

		Finance



		Zurich Risk Management Services (India) 

		Finance



		Indonesia

		 



		PT Zurich Insurance Indonesia       

		Non-life



		Malaysia

		 



		COMPANY

		 



		MCIS Zurich Insurance Berhad              

		Life&Non-life



		Taiwan

		 



		COMPANY

		 



		Zurich Insurance (Taiwan) Ltd

		Non-life



		Latin America

		 



		Argentina

		 



		Branch

		 



		Zurich International Life Limited, Surcursal  Argentina 

		Life



		COMPANY

		 



		Inversiones Suizo-Argentina S.A.                  

		Non-life



		Zurich Argentina Cia. de Seguros S.A.              

		Non-life



		Bolivia

		 



		COMPANY

		 



		La Boliviana Ciacruz de Seguros y Reaseguros S.A. 

		Non-life



		Zurich Boliviana Seguros Personales S.A.      

		Life



		Brazil

		 



		COMPANY

		 



		Zurich Brasil Seguros S.A.                         

		Non-life



		Chile

		 



		COMPANY

		 



		Chilena Consolidada Seguros de Vida S.A. 

		Life



		Chilena Consolidada Seguros Generales S.A

		Non-life



		Mexico

		 



		COMPANY

		 



		Zurich Vida, Compañía de Seguros, S.A.            

		Life



		Zurich, Compañía de Seguros, S.A.                 

		Non-life



		Venezuela

		 



		COMPANY

		 



		Zurich Seguros, S.A.                               

		Non-life





Risk mitigation cannot be solely left to the



 individual. Prevention also has an important role



 to play, particularly on a larger scale through



 such measures as improving water systems.







While it is suggested to use well functioning MFIs as vehicles for microinsurance, the main qualification for a suitable agent is that it has financial dealings with the target market. 
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Introduction and rationale 



The Swiss Agency for Development and Cooperation (SDC) has been active in financial sector development (FSD) in Pakistan since the 1980s and has accumulated substantial experience and a good reputation. In the context of the Paris Declaration on the alignment of foreign aid to local policies and donor coordination (donor harmonisation) as well as SDC's thrust for more programmatic approaches, it was decided in May 2007 to wind up three ongoing projects (capacity building with Pakistan's Central Bank, the State Bank of Pakistan; a Financial Sector Strengthening Project and a Leasing for Small Enterprises Project) with the aim to capitalise the experiences, relationships and "assets" developed in a more comprehensive programme. This is also why SDC examined options for alliances and engaged with one of the major donors active in the sector in Pakistan, DFID (Department for International Development of the UK). DFID has, with the participation of SDC in critical instances, developed the Financial Inclusion Programme (FIP) in close collaboration with the State Bank of Pakistan (SBP) . With its "open architecture", several of FIP's components have still to be defined based on further in depth studies. However, a programme design document was completed in January 2008 and SBP as implementing agency of FIP has gone ahead and established a programme unit with very competent staff that awaits funding by DFID and SDC. Hence, this document is presented as a programme entry proposal with an opening credit for FIP for 2,25 million CHF for 18 months. SDC's overall contribution to FIP is planned to be 8 million CHF over a period of 4 1/2 years. 

FIP is confronted with substantial risks rooted in the political and institutional environment of Pakistan and in the complexities and ambitions of the programme design (see the respective risk analysis under chapter 8 of this document). SDC's association with DFID in Pakistan also means that our engagement in the sector will become more political. These risks, and the fact that that few areas of importance and expertise of SDC are or may not be effectively addressed under FIP, led to the provision of CHF 3,5 million for complementary components under this programme proposal (including 20% over budgeting in line with SDC budgeting practices). All programme activities funded out of these 3,5 million CHF at the most will have to be approved by complementary credit proposals following standard SDC operational guidelines. A complementary programme could also become a fall-back scenario for SDC in case FIP gets entangled in the political and institutional environment of Pakistan, still allowing for the capitalisation of SDC's long-standing experience in the country. 

All planning under this programme entry proposal is done to allow an SDC exit by 2012, following the Swiss Federal Council's decision to exclude Pakistan from the list of SDC priority countries. 

1.  Summary

2.  Context

With a total population of around 160 million, Pakistan is the sixth most populous country in the world. It's geo-strategic position and economically liberal policies has made it an interesting partner to political and economic powers of the world. On the human development index, Pakistan  still figures in the last quartile (134th) with 24% of its population living below the poverty line
. Macroeconomic indicators were developing well since 1999 (with GDP growing at rates above 6% per annum), but have deteriorated much in the recent past (inflation, fiscal deficit and current account and trade gaps). Growth was shallow and uneven (driven by investments in the real estate-, financial and telecommunication sectors, consumer financing by banks lowering savings rates and liberal foreign aid- and dept policies), its contribution to poverty reduction uncertain at best. Dramatic prize rises and supply shortages for essential food items and energy are hurting the poor and middle classes most. The situation is further compounded by the critical security situation and poses multifarious challenges for the newly elected coalition government to address the economic crisis, basic livelihood and security situation. Annex 1 provides a comprehensive context analysis as of May 2008.

Pakistan's banking sector has undergone an impressive privatisation programme in the 1990s. State participation in the sector decreased from over 80% in 1990 to less than 20% today. However, penetration of financial services remains low: only about 3% of the population has access to the banking sector, severely limiting pro-poor, sustainable growth. The Government of Pakistan (GoP) has recognised the importance of access to financial services in its Poverty Reduction Strategy (PRSP) and Medium Term Development Framework (MTDF), emphasising "…broad based economic growth focusing particularly on the rural economy …" (pillar 1 of PRSP) and the objective to bring "the poor and vulnerable …into the mainstream of development …" (pillar 4 of PRSP).  The poor use financial services not only for investment in their micro-enterprises and farms, but also to invest in health and education, to manage household emergencies without reverting to private money lenders, and to meet the wide variety of other liquidity needs that they encounter.  Microfinance has demonstrated the potential to enable the poor to increase their household income, build assets and reduce their vulnerability.  

Status and policies in the microfinance sector today:  Financial services for the poor, especially in rural areas, have been promoted in Pakistan since the early 1970s at least.  This process, and SDC's role, experiences and lessons learnt are summarised in Annex 2. Today, despite a sound regulatory framework and significant injections of donor funding over the past years, there remains a lack of strong, sustainable institutions that are able to reach the scale necessary to have a significant impact. This has largely been due to an ambivalent attitude towards sustainability and a lack of commitment to interest rates that cover costs. The result has been a relative modest pace of growth (1,3 million clients out of which around 45% are women, in a potential market of 30 million clients), and it relies on unsustainable institutions (from the hundreds of MFIs in Pakistan, only two are sustainable). At the retail level, micro credit dominates while savings and other financial services are largely undeveloped. Financial services for small enterprises have been neglected. The recognition of the need to build a much more inclusive financial sector has led policy makers to approve of a new Microfinance Strategy in 2007 with the objective to reach 3 million clients by the year 2010. Sustainability is a core element of the strategy and the main constraints to be addressed are human resources, institutional capacities and the  mobilisation of domestic capital (including savings). An important policy measure proposed is the public disclosure of the social performance of financial institutions (e.g. outreach to women and to rural areas) as a means to promote transparency and develop understanding and public acceptance of cost-covering interest rates.  Building on that strategy,  the State Bank of Pakistan (SBP) and the UK Department for International Development (DFID) have designed a comprehensive Financial Inclusion Programme (FIP). SDC participated at critical stages of that design process. The South Asia Division subsequently decided to propose co-funding of FIP under this programme entry proposal. Complementary projects may be promoted under the conditions presented in the outline of strategic elements presented in chapter 5 below.

3.  Coherence with the SDC Pakistan Cooperation Strategy and Sector Policy

The overarching orientations of SDC's Cooperation Strategy 2006–2010 are summarised in Annex 3. 

The Increasing Income Domain / Microfinance Action Line defines the following thrusts:


· Supporting microfinance institutions'  capacities for … innovation, … viability and outreach;

· Contributing to conducive … framework conditions (policies, regulation and supervision);

· Synergies between the microfinance- and livelihood programmes. 


These thrusts will orient SDC's future focus in financial sector development  in Pakistan, within and outside the Financial Inclusion Programme FIP. Governance and the Human Rights Based Approach (HRBA) are an important basis in the further planning and implementation of the programme (access of poor households, farmers and small enterprises as clients (right holders) for financial services; transparency as a good practice principle in Financial Sector Development (FSD), to be promoted through a recognised industry association (PMN) and the State Bank as a regulator (duty bearers); PMN's and SDC's concern for social performance management and consumer protection etc.). Gender as a transversal theme has a specific importance in the socio-economic context of Pakistan and in finance (e.g. access to and utilisation/control over financial resources by women and men; mainstreaming of gender in financial institutions). 

The Financial Sector Programme further detailed below complies with the goal and strategic orientations of SDC's Policy for Financial Sector Development (Update 2007). It considers practically all of SDC's comparative advantages in Financial Sector Development. Many of the operational principles laid down in the SDC Policy have been considered in the design stage of the (Financial Inclusion) Programme, others will need continued attention during future planning- and implementation processes. A third category of SDC principles and priorities have not (adequately) been addressed in the FIP design document. They are closely related with the political and institutional economy of Pakistan and include: i) an extensive development finance promotion agenda of the State Bank, with the potential for role conflict and politically motivated changes ii) an on-going prevalence of subsidies and socially motivated microfinance projects run by various agencies and supported by the World Bank mainly iii) the lack of attention paid to savings as a service for the poor and a means to re-finance credit operations. 

4.  Expected impact and outcomes

p

Impact and outcomes of SDC's Financial Sector Development (Microfinance) Programme 2008 – 2012 can be summarised as follows: 

Impact: The socio-economic situation of poor and disadvantaged people and regions has improved. 


Outcomes (at the levels of clients, financial institutions, the financial sector infrastructure and at policy, regulation and donor coordination levels):

1. Financial literacy of the poor has increased; poor clients have access to consumer information.

2. The number, models and performance (institutional, financial, social) of financial institutions serving poor households and small enterprises has significantly increased and improved.

3. The variety, availability (breath and depth of outreach) and affordability (reduced transaction costs, improved efficiency indicators) of financial services has increased. The opportunities for and the volume of savings mobilisation has increased. 

4. The financial sector infrastructure (service providers, industry associations, professional (MFI-) internal and external human resource development capacities and their outputs, credit reference bureau etc.)  has widened, deepened and the business volume and quality of its services risen. 

5. Policy, regulation and supervision, planning and alignment/harmonisation among key stakeholders, including donors, is continuously adapted and improved (common understanding on good policies and practices for sustainable, inclusive finance). 

All activities supported by SDC during the next 4 – 5 years will be oriented towards achieving the results outlined above. The (sector wide) FIP programme is outlined in Annex 4. Complementary project ideas of SDC and some of its Pakistani partners are summarised in Annex 5. Detailed logframes for FIP and complementary projects will be included in the respective credit proposals.

5.  Implementation strategy

SDC's financial sector development (microfinance) programme will revolve around the core thrusts and principles laid down in the SDC Cooperation Strategy 2006-2010 (chapter 3. here above) and aims at achieving the impact and outcomes defined in chapter 4. It will be guided by the following strategic principles: 

1. A concentration on the focal areas capacity development (at all levels, from client to policy-/ regulation), social performance management and consumer education, sustainable access of poor (rural) households and small enterprises to diversified, affordable financial services including savings and on donor coordination (alignment and harmonisation), including linkages to multilateral institutions and coordination mechanisms (e.g. CGAP).

2. SDC will aim at capitalising its achievements and lessons learnt in financial sector development (Annex 2) and on synergies with other domains of its Country Strategy (e.g. Livelihood Programme). 

3. SDC will work with and through FIP, i.e. the State Bank of Pakistan and DFID as core alliance partners to the maximum extent possible. FIP is an option for SDC to exit the sector in 2012 without creating dependencies on further financial support by SDC. 

4. The rationale of measures funded by SDC in addition to FIP will either be to complement FIP  in SDC's focal areas or to mitigate against the risks of FIP (chapter 8 of this proposal). Bilateral projects to complement FIP will be planned in SDC's annual programmes, based on separate project documents and credit proposals and include a sustainability and exit strategy by the year 2012; they may be delegated to specialised agencies for implementation.

5. FIP has an overall budget of 44,5 million £ sterling. SDC's contribution of 8 million CHF or 7,5 - 9% will, in principle, be remitted to a FIP pool of funds to support the programme across all its activities (Annexes 4 and 6). Excluded from SDC funding will be financial instruments (credit enhancement and credit guarantees) where other donors may still join FIP (e.g. KfW).

6. SDC will have full and equal representation in FIP's Steering Committee and in up to three (of 5) Technical Committees (Annex 7, Draft FIP Management Structure). This participation will at least partly be dependent on SDC's ability to contract financial sector specialists in Pakistan, the South Asia region or globally. 


6.
Target groups and partners

The purpose of SDC's Financial Sector (Microfinance) Programme is to improve the access to demand based sustainable financial services for poor households, farmers and small enterprises, especially in rural areas (the target group). This is to be achieved through various types of financial institutions with a vision, strategy and potential to reach that purpose. Sustainable retail capacity reaching a large number of clients belonging to the target group is the key constraint in Pakistan's financial sector (chapter 2). The SDC programme therefore aims at strengthening, broadening and deepening that capacity, by i) supporting the target group to save and make good use of financial services in general (though financial literacy, transparency on the costs of financial services and complementary livelihood services in selected geographic areas); ii) contributing to re-structuring, innovation and institutional strengthening in various types of retail institutions (through an Innovation Challenge- and an Institutional Strengthening Fund and, if justified, direct support to building HR capacities); iii) facilitating and co-funding the further strengthening of a pro-poor financial sector infrastructure (service providers like training units or training institutions, industry associations, e.g. the Pakistan Microfinance Network, credit reference bureau, microfinance raters, TA-consultants etc.); assisting the further development of capacities, good policies, regulation, planning, coordination and communication in the sector, primarily in cooperation with the State Bank of Pakistan SBP and DFID as one of the main donors in the sector in Pakistan. 

SBP's and DFID's roles in pro-poor financial sector development are not unchallenged in Pakistan (chapter 8, risk assessment). Alignment and harmonisation therefore remain major challenges and SDC will continue to contribute by using its multilateral links and experiences from the 2007 CGAP "Effectiveness and Accountability Review with Policy Diagnostic". 


An important feature of the FIP design are the (publically-)privately managed Innovation Challenge- und Institutional Strengthening Funds (see also Annex 7). The details of their management systems will be important to avoid major conflicts of interest for the main implementing partner (and supervisor of the Microfinance Banks), the State Bank of Pakistan.


 Annex 5 gives an overview of potential complementary SDC projects, with a focus on strong, autonomous partners that could take key SDC concerns forward for the direct benefit of financial institutions and the ultimate target group of the SDC programme. 

7. Resources

Finance: It is proposed to reserve 12 million CHF for the SDC Financial Sector Development (Microfinance) Programme of SDC in Pakistan, for the period 1.6.2008 – 31.12.2012: CHF 8 million for FIP (Part Action 1), CHF 0,5 million for technical expertise to be directly contracted by SDC (Part Action 2) and CHF 3,5 million for complementary SDC projects (Part Action 3 and the following). DFID plans to contribute approx. £ sterling 40 million to FIP, including its financial instruments (credit enhancements and credit guarantees, entirely financed by DFID). Details of the FIP budget are given in Annex 6  with indications of the items SDC proposes for co-funding through a multi-donor FIP account. The promoted target group members, financial institutions, service providers and the State Bank continue to meet their normal running expenses. Technical assistance and various types of capacity building, innovation and market development measures are donor funded, subject to beneficiary contributions to be decided under the innovation challenge- and institutional strengthening funds. 

This entry proposal requests the approval of 2,25 million CHF as an opening credit for up to 18 months for the following purposes: Launch of well planned components and activities under FIP as outlined in Annex 4, consultancy support needed to participate in the further development and implementation of FIP and planning of measures outside and complementary to the FIP programme. 

The overall SDC budget in million CHF, with the part actions and tentative time period for which an opening credit is requested marked, looks as follows:

		PA

		Description

		2008

		2009

		2010

		2011

		2012

		Total



		1

		Financial Inclusion Programme FIP

		0,5

		1.5

		2.0

		2.0

		2.0

		 8.0



		2

		Technical expertise, for the accompaniment/development of SDC FSD programme

		0,05

		0,2

		 0,1

		0,1

		0,05

		 0,5



		3ff.

		Complementary SDC projects 

		0,2

		1,0

		1,0

		1,0

		0,3

		3,5





		

		Grand Total (PAs 1 + 2 + 3ff.)

		0,75

		2,7

		3,1

		3,1

		2,35

		12,0





Manpower: The State Bank of Pakistan has started to staff its FIP unit for overall programme management purposes. FIP's main funding mechanisms will be managed by separate,  (semi-) autonomous fund management units. FIP also  provides £ sterling 2,5 million .for technical assistance (national and international expertise for the various programme components). SDC, for its development-, support and programme management functions will be strengthened through part-time consultants (PA 2 above) and may outsource some of the complementary projects to an implementation agency. 

8.  Overall assessment




The Financial Inclusion Programme (FIP) design report includes a comprehensive risk analysis. In SDC's own assessment, the following are the most important opportunities and risks for SDC's financial sector engagement over the next few years (with a special focus on, but not limited to FIP): 


Opportunities: i) FIP and any measure complementing FIP allows SDC to capitalise on its experiences and achievements made in microfinance over the last years (Annex 2). It facilitates an SDC exit from the sector without creating direct dependencies on SDC. ii) Through FIP, SDC gets associated with a policy- and sector reform- and innovation programme engaging the most promising actors in the sector, notably SBP. iii) SDC's future financial sector development programme, including FIP, addresses the key constraint of the sector (retail capacity), is linked with national priorities (PRSP, Microfinance Strategy) and plans to take up some of the key issues related with the public acceptability of cost covering interest rates (transparency on social performance, consumer education, financial literacy and Islamic financial products, including leasing). 

Challenges and Risks: i) An insecure environment (politically, economically and from a security point of view), with rising inflation making financial sector development more demanding (e.g. the mobilisation of monetary savings). ii) An overstretched role of the State Bank in development finance (chapter 3 above), which may be challenged by the new Government. iii) An "over-designed" FIP programme trying to cover everything that should be done in the sector, and a limited capacity for sustainable growth and innovation at the retail level (chapter 2 above, last para). Programme over-design and a withdrawal of SBP from FIP may be one reason for falling back on complementary SDC projects with proven financial retail- and infrastructure level partners (Annex 5).

The Swiss Embassy in Islamabad and SDC's Employment and Income Division have been consulted about this programme and FIP. Both are supportive towards the same and share our analysis of risks and opportunities. 

9. Monitoring and evaluation

A draft logical framework included in the FIP design report will provide a basis for the design of an overall monitoring and evaluation system to be developed by the FIP unit in the State Bank of Pakistan during the 1st. year,  with technical assistance provided by the programme. Elements of such a system are expected to be: i) Activity reporting by the fund managers and  the FIP unit at the SBP, with annual reviews by the Steering Committee. ii) Programme outcome monitoring based on a first financial access (baseline) survey to be completed in June 2008, reports and publications of the Pakistan Microfinance Network PMN and SBP on the performance of the sector and financial institutions (e.g. with data on human capacity, institutional strengths and weaknesses, outreach and financial performance) and  specific assessments, e.g. on product innovations, capacities and performance of the financial sector infrastructure and the policy-, regulatory- and donor environment. Steering- and Technical Committees will play an important role in the monitoring and evaluation of FIP, with SDC representation in the Steering Committee and in up to 3 Technical Committees,

For Non-FIP projects, monitoring- and evaluation frameworks will be specified in project documents to be elaborated. 


10. Open questions and next steps 


The Financial Inclusion Programme has, in principle, reached the planning status required for a credit proposal. The most important issues are today political and institutional (changes of policies and institutional responsibilities under the new Government of Pakistan, and DFID as well as SDC's responses to the same; policies of the Swiss Government vis-à-vis Pakistan). In that context, the question of what activities SDC should continue to support bilaterally will need to be clarified until the end of 2008. This may result in the presentation of 3 – 4 credit proposals, including one for FIP, during the period October 2008 until September 2009. A particularly important step to be taken under FIP will be the detailed design of its management-, monitoring- and reporting systems, and SDC's arrangement to accompany and influence the programme, considering its experiences, results achieved and focal areas (chapter 5).

11. Proposal 

The South Asia Division requests entry into the Financial Sector Development (Microfinance) Programme in Pakistan. The SDC outlay is estimated with an amount of CHF 12'000'000.— for the period 1.6.2008 – 31.12.2012. 

In view of what has been elaborated in the text above, the South Asia Division requests the sanctioning of an opening credit of CHF 2'250'000.—as well for the period 1.6.2008 – 30.11.2009 for the purpose of starting well planned activities, further analytical work foreseen under FIP and the preparation of projects complementing FIP. 


This commitment is to be debited to the Framework Credit of CHF 4.2 billion for the Continuation of Technical Cooperation and Financial Assistance to Developing Countries according to the Federal Decree of 18 December 2003. The respective payments arising from this commitment are to be debited to the budget of the SDC, Credit A2310.0287, Development cooperation Designated Actions. The required financial resources are contained within the budget and the financial spending plan of the organizational unit responsible at SDC, and takes into consideration the decisions of the Federal Council with respect to the 2004 Programme of Budget Cuts.
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Annex 1


MERV Summary

Political Situation: The Pakistani politics witnessed the controversial reelection of the President, an emergency under a Provisional Constitution Order (PCO), the assassination of Pakistan’s only internationally acclaimed leader, and a relatively fair election that allowed the PPP (without Benazir) to win the largest number of votes and head the next government. It remains to be seen whether these developments represent a structural shift in Pakistani politics, or will we witness yet another political reversal with corrupt politicians jockeying for power, and public policy being sacrificed at the altar of personal interest. After the initial honeymoon, will the fragile coalition of secular parties continue to hold or will it fall prey to internal dissension and external forces? 


The Presidential election scheduled for October 6, 2007, did take place despite legal challenges. Musharraf won the election by default and the promulgation of the PCO on 3 November 2007 preempted the Supreme Court decision on the election result. It was widely speculated that the intent was to dislodge a defiant judiciary, reportedly on the verge of declaring the President’s reelection null and void. Despite Musharraf’s success in warding off the immediate judicial challenge to his survival, the political climate had become overtly hostile towards him. A key act was to promulgate the National Reconciliation Order (NRO) of 5 October 2007, which was a PPP-specific ordinance essentially designed  to withdraw all legal cases against Benazir and her consort, Asif Zardari. 


Benazir Bhutto returned to Karachi to a tumultuous welcome on October 18, 2007, her procession rally marred by a twin-suicide attack which she barely survived. She continued to remain conciliatory with Musharraf, while criticizing him publicly. She was tragically assassinated during a political rally in Rawalpindi on 27 December 2007, an act which transformed the discourse about the future political set-up. The elections were held after a month’s delay. Apart from a few procedural inconsistencies - these are all but inevitable - they were largely viewed as one of the fairest in Pakistan’s history. The PPP and PML-N emerged victorious. A major change from the 2002 elections was the heavy defeat for the MMA, which secured only 6 seats in the National Assembly. 


The PPP and PML (N) have officially signed a coalition agreement (the Bhurban Accord) and formed a government at the center with the ANP as the third party. However, both Zardari and Sharif’s post-election behavior has triggered speculation that they are maneuvering for political office and finessing each other through their, alternately, conciliatory and principled stances. The PM has announced a package which is in turn both controversial and fanciful. The stand on terrorism is ambivalent and has aroused US ire. The austerity measures have the familiar resonance of past governments in the first flush of enthusiasm, and are already being selectively ignored. The PPP (read Zardari) is already back tracking on the judges restoration and wants to hedge their reinstatement with curbs on chief justice’s tenure, his power to appoint members of the bench and freedom to entertain suo moto cases – the only recourse the ordinary man in Pakistan has to justice. 


Foreign/Regional Relations: Events on the domestic front eclipsed Pakistan’s foreign relations during the reporting period. Compared to internal political developments, regional relations have remained static. The aspects of note relate to the US and India – and that too largely due to their role in Pakistani domestic politics. US policy has attempted to combine continuity in the war on terror, with an accommodation of the domestic preference for civilian rule. At times it seems like an uneasy compromise with the US veering towards the aggressive conformational style of Musharraf, at other times including dialogue and development in the strategic calculus. In a more charitable vein, there are so many intangibles in the equation that events could be seen as part of a new unfolding policy in which both the Pakistani and US governments are seeking to chart a viable course. Bhutto’s assassination seemed to have left the US unsure of how to manage its relations with Pakistan.  Absent Benazir’s unequivocal rejection of terrorism, the US government is less confident that the PPP sans her will be as trenchant in taking on the threat. Presently, a dialogue is underway, a peace accord is on the cards and the suicide attacks have ceased. 


While historical baggage continues to exert a drag on the peace process with India, new opportunities are emerging and are a tribute to Musharraf’s bold and innovative approach to improving relations with India. India, in turn, demonstrated political maturity and restraint when Pakistan was reeling under terrorist attacks. Instinctively, attuned to elections, the Indian government has already expressed its interest in reinvigorating the pace of talks with its new Pakistani counterparts. However, the impending accord on the IPI pipeline (viewed bilaterally as the peace pipeline), has led to a thaw in relations. Hopefully, in time, as such tangible benefits become more visible, politics will take a back seat to economic integration and SAARC will emerge out of the political doldrums.   


Pak-Afghan relations continue at a low ebb. Taleban incursions across the border into Afghanistan continue unabated and Balochistan and the NWFP continue to provide safe havens and funds for recouping militants and training grounds new recruits. 


Economic Conditions: Pakistan’s declining economic performance mirrors its problems on the political front. Having reported largely positive trends over the past year, this assessment represents a major reversal – one that is affirmed by the State Bank. The State Bank of Pakistan’s (SBP) recently released the first Quarterly Report for FY08 notes that fiscal performance indicators have deteriorated significantly. Moreover, increased government borrowing has led to monetary expansion and inflationary pressures. The report has revised the real GDP growth estimates  downwards to 6.6 percent against the original target of 7.2 percent. In addition, inflation estimates have been substantially revised upwards and are expected to be in the range of 9 percent compared with the original target of 7.2 percent. The new government has disclosed evidence of fudged fiscal data, which significantly understated subsidies and expenditures under various heads. Consequently, the fiscal deficit is likely to exceed the sustainable limit of 4 percent by 2 percentage points.  


Between July to December 2007, the quantum index of large-scale manufacturing industries increased by 4.5 percent year-on-year. This increase masks negative growth in key industries, such as steel production which declined by 7.3 percent. Overall manufacturing production was constrained by the country’s power crisis. Measures were announced to tighten monetary policy as risks to inflation are perceived to exceed the risks to growth in the short term. The increase in government borrowing is particularly worrisome. The exchange rate has depreciated substantially from Rs. 60.77 to its present level of Rs.65/- to the USD.


Higher prices of food, steel, cement, and construction materials largely caused the consumer price index (CPI) to increase by 11.3 percent year-on-year in February 2008. Supply shortages and higher international prices resulted in the prices of all essential food including wheat, oils and sugar items to spike upwards. As prices in the international market have peaked at USD 115 a barrel, domestic prices have moved in tandem; currently the finer grade of petrol is priced at Rs.75 per litre. 

The SBP projects the current account deficit to increase to 4.9 percent by the end of the fiscal year. The fiscal deficit has overreached the sustainable level of 4 percent, possibly by as much as 2 percent. Foreign direct investment (FDI) stood at US$ 2.3 billion during July to January, rising 7.9 percent year-on-year. However, portfolio investment declined generating a net outflow. On November 6, 2007 the Standard & Poor's (S&P) Ratings Services revised its outlook on the long-term foreign and local currency sovereign credit ratings of Pakistan from stable to negative. Moody's Investors Service also changed the outlook on the B1 Government foreign and local-currency bond ratings from stable to negative. 


Social Conditions: The country’s social conditions have deteriorated since the last reporting period.  Living Conditions have come under increasing pressure with rising commodity (flour edible oil and sugar) and energy prices.  The rise in food prices reflects domestic mismanagement as well as circumstances outside the government’s control, such as the global rise in wheat prices. Energy price rises were externally driven with oil prices peaking at US $115 a barrel. Fiscal insovency has compelled the state to withdraw in some areas from shock absorption strategies that can insulate the poor from price fluctuations. Overall, the income gap is seen to be increasing as the benefits of economic growth are eroded by inflation, which directly has hit the poor harder. 


In terms of health, the government has contained some diseases (polio), while others (HIV AIDS) are on the rise. An estimated two million women cotton-pickers harvest cotton in three to five waves from August to February. Village women who pick cotton are exposed to chronic pesticide poisoning, with symptoms ranging from mild headache and skin allergies to cancer of the internal organs, a study shows. 


The ministry report, ‘Pakistan Employment Trends’, indicates that that overall low educational attainment and enrolment levels are leading to skill gaps and shortage of skilled labour, which undermine economic growth in a competitive world. Some key findings of reveal that highly skilled occupations are on the rise, which is in line with Pakistan’s economic development in general. 


The female illiteracy rate stands at 59.40 per cent, which is 24.40 percentage points higher than males. However, educational attainment has improved from the period 2000 to 2006.  More children are completing primary and secondary education as well as matriculation, compared to prior years. In yet another indictment of terrorism, UNICEF closed seven girl schools in the Huramzai area of Pishin after receiving threats from militants. 

The human rights context has been characterized by several developments in legal circles, gender and social indicators. The Supreme Court summoned top police and administration officials of Islamabad over the excessive use of force against lawyers and media people by law-enforcement agencies.  Curbs on the media have been questioned and UNESCO has called for a freer media and a lifting of the restrictions put in place on November 3rd. During the recent national elections, women voters were barred from casting their votes in several parts of the NWFP. The Federal Shariat Court has declared the Pakistani Citizenship Act, 1951, to be discriminatory against women and asked the president to amend it within six months so that a woman’s foreign husband could get Pakistani citizenship, just like their female counterparts. In FATA, for the first time in Pakistan’s history, a couple had been stoned to death after being found guilty of adultery in Khwezai-Baezai. 


Security Issues: The security situation continued on a deteriorating path with the security forces continuing to face an uphill task in the tribal belt and the terrorist backlash affecting the Pakistani hinterland with an even greater intensity. In all, a total of 1,100 people are believed to have lost their lives in terrorist incidents in 2007 alone. Although largely restricted to the tribal city of Parachinar, Pakistan did experience a recurrence of sectarian violence. The city, which was also reported to have seen a major sectarian breakdown in April last year, saw another round of violent exchanges between the Sunni and Shia communities. Finally, the law and order situation in the cities remained intermittently turbulent instigated by the heavy handed approach of the government in the face of continuing protests against President Musharraf. The was further compounded by the judiciary crisis. 

Environmental Conditions:  With regard to the natural resource base the reporting period highlights water-related issues, both internal and cross-border. Firstly, Indian officials are considering diverting water from the River Chenab towards the parched region of Jammu, which may create tensions with Pakistan. The country experienced a 21 per cent water shortage during the first five months of the current rabi (winter) season. Degradation continued to be an issue. It is estimated that degradation reduces the natural resource stock, in turn wiping out an annual 6% GDP growth potential; in effect, this has nullified 5.2% long term GDP growth rate. Mega projects continue to circumvent the Environmental Impact Assessment (EIA) stages of due process, attesting to the overriding influence of the federal government and developers. 


Humanitarian Conditions: In terms of the country’s risk profile, Washington has promised more aid but an increased reliance by Pakistan on the aid through the security nexus, is complicating the economic resuscitation efforts.  The US Foreign Relations Committee has urged the US to triple non-security aid to $1.5 billion for the next decade to build schools, clinics, and roads in the volatile tribal areas. But it also proposes to make security and economic assistance contingent upon more forceful efforts to fight terrorism. Two and a half years after the killer earthquake, the prognosis on disaster relief and rehabilitation is mixed. John Holmes, the United Nations Emergency Relief Coordinator, termed the earthquake disaster relief operation in Pakistan’s northern area as highly successful. A different view is that inefficiencies and corruption, mainly in the distribution of compensation, were rampant on the eve of the second anniversary of the earthquake. Besides difficulties faced by families in rebuilding their homes, problems abounded about the reconstruction of the region’s two most devastated towns – the Azad Kashmir’s capital of Muzaffarabad and Balakot in the NWFP.  People in the region blame both military and civilian authorities for their housing problems, such as delays in the disbursement. 


Evolution of pro-poor finance in Pakistan and the role of SDC 


Achievements and lessons learnt of SDC


Evolution of pro-poor finance and the role of SDC: Since the establishment of the Agricultural Development Bank in the early 1970s, The Government of Pakistan (GoP), civil society, and later the private sector have been interested in extending financial services to poor and low-income people, mostly focusing on credit. In the 1980s and 1990s, multipurpose development programmes (including small enterprise- and urban development projects promoted by SDC) provided a variety of social and business services, including financial services which were later operated under specialised units in some of the programmes. A specific financial product adamant to Islamic values, leasing, was promoted by few donors, including SDC from the 1980s onward. In the early 2000s, the GoP stepped up efforts to develop microfinance, with considerable funding from large donors like the World Bank and the Asian Development Bank (ADB). SDC launched the Financial Sector Strengthening Project (FSSP) with the aim to strengthen microfinance institutions through locally provided  technical assistance and human resources development. SDC was also instrumental in supporting the Central Bank, i.e. the State Bank of Pakistan (SBP) in the preparation of a specific microfinance ordinance in 2001 and the development of its supervisory capacities. This marked the beginning of a new era for microfinance in Pakistan, with six microfinance banks (MFBs) licensed by 2007. In parallel, the Pakistan Microfinance Network (PMN) emerged as a strong industry (microfinance) association. Both the PMN and individual microfinance institutions (MFIs) have been supported by SDC through FSSP.  


Achievements and lessons learnt by SDC: Drawing on three evaluations conducted in 2007 mainly, the following achievements and lessons learnt stand out from SDC's financial sector engagement in Pakistan over the last years: i) The State Bank of Pakistan SBP  has a nationally and internationally highly recognised regulatory regime and human resource pool for microfinance. Pro-poor finance is well positioned within the State Bank. A trusted partnership with SDC has evolved.  ii) The human resource base and institutional capacity of 30 microfinance institutions, local technical assistance providers and networks (notably the Pakistan Microfinance Network PMN) has been strengthened and a good understanding was gained of the potentials and constraints in developing markets for business services to MFIs. 
iii) Leasing services have been provided to more than 2'000 micro- and small enterprises. The awareness and interest of leasing as a service close to Islamic principles of financing has been enhanced. iv) SDC's support to SBP was the right input for the right actor at the right time; a simple design of the project, flexibility and a sense of partnership helped to accommodate for situational variables.  v) Poor clients need livelihood services, including financial services. vi) The engagement and emergence of larger and technically competent players in the financial sector (Shore Bank, PMN, ADB, DFID etc.) increasingly marginalised SDC's sector strengthening programme FSSP.  At the same time, there remains a big need to further enhance retail capacity (developing human resources, organisational capacities), evolve new, economically viable  models to reach high numbers of clients with a greater variety of services, and to focus the support on institutions with a clear vision and potential to become performing MFIs. vii) The share of leasing in fixed capital formation is still low in Pakistan. To play a more effective role, leasing companies (and indeed new, emerging providers of leasing services) need to diversify their product offering and sources of funding as well as increase outreach. SDC can not play a relevant role in the re-financing of leasing services and needs to re-design the incentives to promote knowledge management and transparent reporting on the economic viability of key innovations. 


Strategic Orientation on SDC’s Cooperation Strategy 2006-2010


The MDGs and the PRS represent the overarching reference framework of SDC’s cooperation strategy with Pakistan. Hence, SDC’s role in Pakistan is meant to support the country in achieving the MDGs by implementing the PRS. The cooperation strategy is aligned with three out of four pillars of the PRS. In addition, SDC will continue to promote human rights, a topic which is not yet covered by the PRS. SDC is committed to the harmonisation agenda of the Paris Declaration and contributes to its implementation by co-financing joint projects as well as harmonising planning and reporting requirements with other donors.


Taking into account the considerations outlined above, SDC works towards the following goal: 


[image: image4.bmp] 


The Cooperation Strategy 2006–2010 is structured along three domains – “Improving Governance”, “Increasing Income” and “Reconstruction & Rehabilitation”. The three-domain concept evolved from the need to focus the programme, to make a better use of the synergies between the previous three sectors, and to build a continuum from disrupted development to relief and again back to development in the earthquake-hit areas.


		Improving Governance Domain



		This thematic domain aims at enabling institutions and citizens to fulfil and exercise their obligations and rights 

		Action Line 1: Rights of women and children


· Creating awareness and advocating for women’s and children’s rights.


· Improving the access to basic services and to justice.


· Supporting the improvement of social services for women and children.



		

		Action Line 2: Decentralisation & local governance


· Strengthening local governance at all tiers.


· Raising awareness for accountability and transparency.


· Supporting national, provincial and local initiatives to enhance effective and efficient service delivery.


· Empowering the poor to participate in social and political undertakings that affect their lives.



		Increasing Income Domain



		This thematic domain aims at enabling the poor and micro and small entrepreneurs to better access and manage resources (natural resources, finance, knowledge and information)

		Action Line 1: Rural livelihood


· Supporting farm and off-farm-based income in forest related economies and agricultural diversification.


· Strengthening existing rural civil society organisations.


· Promoting employment, and business development.


· Enabling communities to have access and control over their livelihood base.



		

		Action Line 2: Microfinance


· Supporting Micro-Finance Institutions’ capacities for financial products innovation, financial viability and outreach.


· Contributing to conducive Micro-Finance frame conditions.



		Reconstruction & Rehabilitation Domain (including Disaster Prevention & Preparedness)



		This thematic domain aims at supporting the local government in reconstructing public infrastructures, and in restoring basic livelihood in two Districts of the earthquake affected areas of NWFP 




		Action Line 1: Reconstruction:


· Reconstruction of public infrastructure, in particular of schools and Basic Health Units in some 50 villages in selected Union Councils.


· Support of housing reconstruction in Mansehra and Battagram Districts by building and running two Housing Reconstruction Centres of (P) ERRA providing training/advice to local craftsmen and self-builders.



		

		Action Line 2: Livelihood Restoration:


· Gender and equity-based restoration of livelihoods by providing agricultural inputs, restocking livestock, cash-for-work for rehabilitation of water scheme and link roads to households.



		

		Action Line 3: Disaster Prevention & Preparedness:


· Support to GoP to develop Prevention and Preparedness–related guidelines along with other institutions.





The Cooperation Strategy 2006-2010 translates SDC’s long-lasting commitment to empowerment, participation, inclusion and the fight against discrimination into an approach focused on human rights called the Human Rights Based Approach (HRBA):The HRBA integrates the norms and principles of the International Human Rights Declaration into project cycle management and will be applied throughout SDC’s programme. The objective of the HRBA is to empower people to make decisions about issues that affect their livelihood, rather than treating them as passive objects of decisions. It is based on the recognition that people have rights (rights-holders) and that the State and other institutions (duty-bearers) need to be strengthened and made accountable to ensure that obligations-related human rights protection and promotion are met. Poverty is increasingly understood as a denial of human rights in this regard


Mainstreaming Gender, HIV/AIDS and Good Governance are the three transversal themes  addressed throughout SDC's programme in Pakistan. 


Three domains, Human Rights Based Approach and transversal themes explained above are illustrated as follows:



The overall design of the Financial Inclusion Programme (FIP)

a. Structure of the Financial Inclusion Programme


1.1  Goal,  purpose and structure of the FIP


The Goal of the FIP is improved economic growth and improved income and life opportunities for poor and marginalised groups in Pakistan.

The Purpose of the FIP is improved access to financial services for poor and marginalized groups and for micro, small and medium enterprises in Pakistan.


The draft Logical Framework for the FIP is set out in Annex 4. The activities of the FIP are designed to impact at the macro, meso and micro level of the financial sector in Pakistan, as illustrated in the following figure: 

Elements of financial sector inclusion under FIP
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1.2   Components of the FIP


Following this structure, the FIP has five components, including programme management:


1. At the macro level 
–  financial inclusion policy: development and management


2. At the meso level
–  financial innovation


3. At the micro level 
–  improving delivery mechanisms


4. Sector wide 
–  financial sector communications and financial literacy


5. Programme management.

The five components address, in an integrated manner, all the elements of financial sector inclusion as follows. 

6. At the macro level the programme will support the SBP in setting the financial inclusion agenda – sector wide strategies, policies and implementation plans – including monitoring mechanisms to assess progress and ensure the creation of an enabling environment.


7. Sectoral interventions at the meso level will articulate the broad strategy through specific action plans and their implementation. Financial innovations will be introduced that will equip meso level institutions: to exploit technological advances in remote access to increase outreach; to develop accessible finance products that are appropriately priced and structured for the target market, including remittances and Islamic finance products; and to improve access to finance through enhanced meso level infrastructure.


8. Concurrently, the micro level will be supported by improving the delivery mechanisms of supply side institutions that provide accessible finance. This third component will support capacity building sector-wide and the restructuring of selected major players into sustainable accessible finance providers.


9. Fourthly, the micro level supply side work will also be supported by sector wide interventions with the demand side on financial literacy issues, as well as improving the communication channels between stakeholders at a national and regional level.


10. All the components in the FIP will be managed by the SBP. The SBP will also have the primary responsibility for monitoring the FIP, with DFID and SDC participating in joint reviews. SBP will be supported in these roles through the programme with technical assistance on fund management, procurement and monitoring and evaluation.

1.3  Types of intervention


Within each component, there are sub-components that constitute interventions of four different types:


· Fact finding and assessment: there are many areas in which it will be necessary to gather more information and/or to undertake further analysis before the design of strategies, policies and/or projects can be completed – so the fist type of intervention consists of surveys and assessments.


· On the basis of these  assessments and surveys, strategies and policies (including implementation plans) can be developed in areas where they have not already been completed.


· Assistance in capacity building will be required to help the SPB, financial intermediaries and other stakeholders to play their part in the FIP.


In some cases, funding mechanisms will be required to support the financing of innovation or expansion in certain  areas.

1.4  Architecture of the FIP


The resulting architecture of the FIP is summarised in the table on the next page.  The proposed implementation timetable is shown on page ..

Table: The architecture of the Financial Inclusion Programme

		Surveys and assessments

		Strategies and policies

		Capacity building

		Funding mechanisms



		Component 1: Financial inclusion policy – development and management (Macro level)



		1.1  SBP corporate governance review


1.2 Financing needs assessment


1.3 Islamic Finance KAP study


1.4 Access to Finance Survey (second survey)

		1.5 MF strategy implementation plan


1.6 SME strategy implementation plan


1.7 Rural & agricult-


ural strategy and implementation plan


1.8 FSSP action plan

		1.9 SBP capacity building programme


1.10  Regional financial inclusion policy coordination


1.11  Coordination of sub-national credit distribution

		



		Component 2: Financial innovation (Meso level)



		2.1 Financial sector stakeholder analysis


2.2  Leveraging technology §

2.3 UK Pakistan remittance corridor §


2.4 Feasibility studies on SME interventions 

		2.5 Policy review: SMEs, rural, agricultural, housing

		2.6 Credit information bureau


2.7  Credit rating mechanism

		2.8 Credit enhancement facility


2.9 Credit guarantee scheme for SMEs


2.10 Financial innovation challenge fund


2.11 Community Investment Funds



		Component 3: Improving delivery mechanisms (Micro level)



		3.1  HR development needs assessment


3.2 Reviewing restructuring plans

		3.3  HR development strategy




		3.4 Promotion of BDS

		3.5 Institutional strengthening fund



		Component 4: :  Financial sector communications and financial literacy (Sector Wide)



		

		4.1  Financial literacy strategy

		4.2 Communications with stakeholders


4.3  FIP website


4.4 Dissemination organization


4.5 Strengthening PMN


4.6 Donor coordination

		



		Component 5: Programme management



		5.1 Assessment of SBP procurement capacity

		5.2 M&E framework




		5.3 Support to SBP in managing the programme

		5.4 Management of funds





2.  Phasing of the Financial Inclusion Programme

It is clear from the description of the sub-components in the design report of January 2008 that a considerable amount of preparatory work (incl. analysis and design) will be required before some of the sub-components can be initiated. This applies particularly to the funding mechanisms (the credit enhancement facility, the financial innovation challenge fund, the institutional strengthening fund etc.). The same also applies, however, to some of the capacity building programmes, such as the credit information bureau and credit rating agency interventions, and to complex issues such as leveraging technology and the UK Pakistan remittance corridor.

The Government and SBP give a very high priority to the FIP, and are keen to see the full programme launched as soon as possible. It was therefore decided, with the agreement of the key donors and potential donors, that the full analysis and design work for many of the sub-components should be incorporated into the programme itself, rather than undertaken in advance of the programme. It is this decision that has allowed the current design exercise to be completed in a very short time scale (less than four months of lapsed time). The trade-off for a rapid initial overall design exercise is, of course, that much of the design work for specific sub-components needs to be incorporated in the substantive programme itself rather than completed in the initial design exercise.


The programme will therefore be implemented in two phases.


· Phase 1, lasting about one year, will include all the surveys and assessments listed in table of the preceding page of this Annex, and most of the strategy and policy sub-components.  This, in other words, will be the analysis, planning and design phase of the FIP, with some funding of key components.


In Phase 2, from Years 2 to 4 the focus will be on the roll-out of the strategy, including the implementation of the capacity building and main funding programmes.

The programme and timetable are therefore more detailed in relation to Phase 1 (the first year), as much of the detail for Phase 2 will be worked out and agreed during Phase 1. The budget for the FIP in Annex .  is similarly presented in more detail for Phase 1 than Phase 2, given that the detail for the larger interventions in Phase 2 will be worked out in Phase 1. 


Implementation Timetable for the Financial Inclusion Programme


A five year implementation timetable has been planned to meet four key requirements:


· The programme needs to be phased, with a focus on analysis, planning and design in Phase 1 (Year 1) and on implementation in Phase 2 (Years 2 – 5), as described in section 2. above.


· Many interventions need to be sequenced to take account of critical path analysis (in many cases there is a flow from surveys and assessment through strategies and policies to capacity building and funding mechanisms).


· Priority in the first year is to be given as far as possible to interventions focusing on microfinance and on SMEs finance.


Account needs to be taken of developments in other parts of the financial sector and the economy as a whole.

The resulting timetable is summarised in the table on the next page. 


Table: Implementation timetable for the Financial Inclusion Programme

		

		Phase 1

		Phase 2



		

		Year 1

		Year 2

		Year 3

		Year 4

		Year 5



		

		Q1

		Q2

		Q3

		Q4

		

		

		

		



		1.1 SBP corporate governance review

		

		

		

		

		

		

		

		



		1.2 Financing needs assessment

		

		

		

		

		

		

		

		



		1.3 Islamic finance survey

		

		

		

		

		

		

		

		



		1.4 Repeat Access to Finance Survey

		

		

		

		

		

		

		

		



		1.5 Microfinance implementation plan

		

		

		

		

		

		

		

		



		1.6 SME implementation plan

		

		

		

		

		

		

		

		



		1.7 Rural & agric. strategy and plan

		

		

		

		

		

		

		

		



		1.8 FSSP action plan

		

		

		

		

		

		

		

		



		1.9 SBP capacity building

		

		

		

		

		

		

		

		



		1.10 Regional FI policy coordination

		

		

		

		

		

		

		

		



		1.11 Coordination of credit distribution

		

		

		

		

		

		

		

		



		2.1 Stakeholder analysis

		

		

		

		

		

		

		

		



		2.2 Leveraging technology 



		Investigation

		

		

		

		

		

		

		

		



		Plans and regulations

		

		

		

		

		

		

		

		



		Technical Assistance

		

		

		

		

		

		

		

		



		2.3  UK Pakistan remittance corridor 



		Scoping study

		

		

		

		

		

		

		

		



		Action plan

		

		

		

		

		

		

		

		



		Technical Assistance

		

		

		

		

		

		

		

		



		Challenge Fund (if decided upon)

		

		

		

		

		

		

		

		



		2.4 Feasibility studies on SME interven’ns

		

		

		

		

		

		

		

		



		2.5 Policy review: SMEs, R&A, housing

		

		

		

		

		

		

		

		



		2.6 Credit information bureau

		

		

		

		

		

		

		

		



		2.7 Credit rating mechanism

		

		

		

		

		

		

		

		



		2.8 Credit enhancement facility



		Bridging facility

		

		

		

		

		

		[Duration to be decided]



		Permanent facility

		

		

		

		

		

		

		

		



		2.9 Credit guarantee scheme

		

		

		

		

		

		

		

		



		2.10 Financial innovation challenge fund

		

		

		

		

		

		

		

		



		2.11 Community Investment Funds

		

		

		

		

		

		

		

		



		3.1 HR development needs assessment

		

		

		

		

		

		

		

		



		3.2 Reviewing restructuring plans

		

		

		

		

		

		

		

		



		3.3 HR development

		

		

		

		

		

		

		

		



		3.4 Promotion of BDS

		

		

		

		

		

		

		

		



		3.5 Institutional strengthening fund

		

		

		

		

		

		

		

		



		4.1 Financial literacy strategy

		

		

		

		

		

		

		

		



		4.2 Communications with stakeholders

		

		

		

		

		

		

		

		



		4.3 FIP website

		

		

		

		

		

		

		

		



		4.4 Dissemination organization

		

		

		

		

		

		

		

		



		4.5 Strengthening PMN

		

		

		

		

		

		

		

		



		4.6 Regional conference

		

		

		

		

		

		

		

		



		4.7 Donor coordination

		

		

		

		

		

		

		

		



		5.1 Assessment of SBP procurement 

		

		

		

		

		

		

		

		



		5.2 M&E framework

		

		

		

		

		

		

		

		



		5.3 Support in managing the programme

		

		

		

		

		

		

		

		



		5.4 Management of funds

		

		

		

		

		

		

		

		





Project ideas that may lead to separate Credit Proposals in 2008-2009 in the framework of the Entry Proposal "Financial Sector Development (Microfinance) Programme 1.6.2008 – 31.12.2012" 


		Microfinance Focal Theme (Chapter 5, Implementation Strategy)


		Rationale/Main Thrust/Outline

		Brief profile of main possible partner including on-going SDC support in May 2008

		Status of development of project idea and next steps

		Tentative budget



		Capacity Development (CD) Human Resource Development (HRD)




		The aims is to build institutional and operational capabilities and systems of MFIs to expand access, building middle tier staff capacity to manage growth by generic and customized trainings and solutions. A survey of the HRD needs of the sector envisaged in the FIP design will be complimented by this initiative.

		Mandating a service provider organization such as Shore Bank International, (part of Shorebank Corp working in Pakistan since 1989 supporting Pakistani financial institutions to expand access to financial services, donors and international agencies)  and others to work with an existing training facility like NIBAF  (an State Bank’s training institution for banking and accountancy with 10 outlets) or a private university like Lahore University of Management Sciences/Institute of Business Admmisntration;  capacitating the HID sections of the selected MFBs First Microfinace Bank (operates nation wide in 42 districts with 80 branches with 102604 active borrowers occupying 7% share of the market and the only MFB whose deposits exceed credit) and Khushhali Bank, operates nation wide in 80 districts with 190 branches, mostly in rural areas with total 330,952 active borrowers occupying 23% share of the market ) and selected Commercial Banks (National Bank of Pakistan) for downscaling. NBP is Pakistan’s largest bank with a branch network of about 1250 branches who has completed the pilot phase of downscaling and plan to take it to scale to all the branches.

		i)Focus Group Discussion with the MFBs and selected commercial bank, relevant donors and SBP to brainstorm about the needs and setup of such a facility; and 


ii)Credit proposal will be submitted to Bern in second semester of 2008.

		I million CHF + PDF and small actions



		Social Performance Management and Consumer Education




		The aim is to develop social performance, alongside financial performance. The focus will be on defining and assessing social performance and exploring aspects like social rating, consumer protection and social responsibility towards clients. This would entail taking into account international initiatives for SPM and measurement i.e. CERISE. Imp-Act, CGAP, McGril, etc and adopting those to develop a program that suits the local context. 

		Local partners will be the Pakistan Microfinance Network (an association of practitioners of MFIs, committed to providing financial services. Membership includes MFIs in Pakistan representing about 95% of the outreach in the sector) together with The Network, a civil society organization that specializes in consumer protection aspects in social and economic areas.

		SCOP to establish contact with the organizations specialized in SPM to build linkages and design project

		0.5 million CHF + PDF and small actions



		Sustainable Access to Diversified Financial Services (leasing, savings etc.)




		The aims is to help MFPs to innovate and diversify microfinance services, products, delivery channel and technology by focusing on: i)savings(deposits) taking into account the supply and demand side of it, ii) micro insurance to reduce risk for the already vulnerable clients by taking into account the demand and supply side issues; iii) micro leasing; and iv)credit. The idea is to reduce operational costs and capitalizing on the existing infrastructure. The best practices and lessons learnt will be shared with the sector for capitalization purposes. 

		Possible partners will be 1 or 2 MFBs i.e.FMFB and KB and one commercial banks NBP for downscaling (brief profile given above in the first box in the same column). The partners must have the potential to offer diversified MF services, have outreach particularly in rural areas  with a focus on gender.


The selected partners will also provide access to a diversified Mf services to the communities in the LP programme areas by building linkages between LP and existing MFPs.

		

		0.5 million CHF + PDF and small actions





Financing requirements of the Financial Inclusion Programme

It is estimated that the financing requirements for FIP is a total of just over £44.5 million, as shown in  the table  (official SDC exchange rate CHF : £ in May 2008: 2.40).


Estimated financing requirement for the FIP, by Phase (£ sterling)


		
Item


(component numbers in brackets)

		Phase 1

		Phase 2

		Total

		SDC contributing?


Total in £/%



		Technical assistance

		

		

		

		



		Fees

		1,020,000

		758,000

		

		YES



		Reimbursables

		426,000

		353,000

		

		YES



		Total

		1,446,000

		1,111,000

		2,557,000

		



		

		

		

		

		



		SBP Capacity building (1.9)

		

		500,000

		500,000

		YES



		PMN capacity building (4.5)

		

		1,000,000

		1,000,000

		YES



		

		

		

		

		



		Surveys

		

		

		

		



		Islamic KAP study (1.3)

		100,000

		

		100,000

		YES



		Access to Finance (1.4)

		

		350,000

		350,000

		YES



		

		

		

		

		



		Funding mechanisms

		

		

		

		



		Leveraging technology (2.2)

		

		2,000,000

		2,000,000

		YES



		Remittances (2.3)

		

		2,000,000

		2,000,000

		YES



		Credit information/rating (2.6+2.7)

		

		1,000,000

		1,000,000

		YES



		Credit enhancement (2.8)

		

		10,000,000

		10,000,000

		NO



		Credit guarantees (2.9)

		

		10,000,000

		10,000,000

		NO



		Innovation challenge fund (2.10)

		

		10,000,000

		10,000,000

		YES



		Institutional strengthening  (3.5)

		

		5,000,000

		5,000,000

		YES



		Total

		1,546,000

		42,961,000

		44,507,000

		7,5 – 9 %





An estimated  breakdown of the financing requirement by type of activity is shown in the following Table: 


Estimated financing requirement by type of activity


		Type of activity

		£ sterling

		Percent



		Surveys and assessments

		1,116,000

		2.5%



		Strategies and policies

		424,000

		1.0%



		Capacity building (including Institutional Strengthening Fund)

		7,017,000

		15.8%



		Funding mechanisms

		35,950,000

		80.8%



		Total

		44,507,000

		100.0%





(Draft) Management of the Financial Inclusion Programme
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= SDC Representation


ABBREVIATIONS


ADB

Asian Development Bank


BEDAR

Baltistan Enterprise Development and Art Revival


CFIs

Commercial Financial Institutions


CGAP

Consultative Group for Assistance to Poor


CS

Country Strategy


CSOs

Civil Society Organizations


DFID

Department for International Development


DIFS

Diversified and Innovative Financial Services


E&I

Employment and Income


EC

European Commission


FIP

Financial Inclusion Programme


FMFB

First Micro Finance Bank


FSSP

Financial Sector Strengthening Programme


GDP

Gross Domestic Product


GoP

Government of Pakistan


HID

Human and Institutional Development


HRBA

Human Rights Based Approach


IFAD

International Fund for Agricultural Development


IFC

International Financial Cooperation


KADO

Karakorum Development Organization


KB

Khushhali Bank


KfW

Kreditanstalt fuer Wiederaufbau


LMSE

Leasing for micro and small enterprise


MDGs

Millennium Development Goals


MF

Micro Finance


MFBs

Micro Finance Banks


MFIs

Micro Finance Institutions


MFPs

Micro Finance Providers


MSE

Microfinance and Small Enterprise


MSME

Mid Term Strategy for South Asia


MTSSA

Mid Term Strategy for South Asia


NGOs

Non Government Organizations


PIR

Performance Indicator Report


PMN

Pakistan Microfinance Network


PPAF

Pakistan Poverty Alleviation Fund


PRSP

Poverty Reduction Strategy Paper


RSPs

Rural Support Programmes


SBI

Shore Bank International


SBP

State Bank of Pakistan


SDC

Swiss Agency doe Development and Cooperation


SME

Small & Medium Enterprise


SPM

Social Performance Management


TA

Technical Assistance


TMFB

Tameer Micro Finance Bank


TT

Transversal Theme

UK

United Kingdom

USAID

United States Agency for International Development


WB

World Bank


ZTBL

Zaraee Taraqiati Bank Limited
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“To reduce poverty through promoting a people-driven, equitable and ecologically sound development.”
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� Human Development Report, UNDP, 2006



� It should be noted that the poor and marginalized groups include the great majority of the rural population who are subsistence farmers, and are currently excluded from microfinance and SME finance.



§ Sub components 2.2 (leveraging technology) and 2.3 (UK-Pakistan remittance corridor) may move on to strategies and policies, capacity building and even funding mechanisms, depending on the outcome of investigations and scoping studies.



� These themes do not only lead the choice of possible projects complementary to the Financial Inclusion Programme FIP jointly funded with DFID, but they also determine the focus SDC intends to give in its contributions within FIP, in the policy dialogue and in donor coordination.
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PAMIGA: improving the outreach of rural microfinance institutions in Africa


Project Document (September 2007)


Summary


In developing countries, microfinance has proved successful both in terms of social impact and in terms of financial sustainability, at least for some microfinance institutions, and especially in densely populated areas. In rural Africa, the provision of sustainable financial services remains challenging, because of strong environmental constraints. 


In 2005, CIDR, together with international microfinance practioners, launched PAMIGA (Participatory Microfinance Group for Africa), a French non-for-profit organization, to help already-established rural microfinance institutions (MFIs) deepen their outreach in rural areas and strengthen their participatory approaches through technical and financial services. 


The overall development goal of this proposal to SDC is to contribute to alleviate poverty in Sub-Saharan countries by enhancing access to quality and sustainable financial services, adapted to their needs, for a significant number of poor rural households of small farmers and micro and small entrepreneurs. PAMIGA expects to reach four objectives: 


· Participatory Microfinance Institutions (PMFIs) in Sub-Saharan Countries are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services, through participation in the PAMIGA Network; 


· Promising PMFIs have access to high quality services to modernize their organisation, to become more efficient and competitive and to develop new products, adapted to the rural households


· Demand led and affordable high quality advisory services are available to PMFIs at national and regional levels.


· PMFI members of the Network have access to quasi equity and longer term commercial resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients


By 2011, at least 30 rural MFIs serving one million rural households will have joined the Network and benefited from the experiences and innovations of peers. These 30 PMFIs and an additional 20 second tier MFIs (non-members of the Network), will have benefited from Advisory services provided by PAMIGA and have improved their financial and social performance (depth, breath and worth in rural outreach). At least 12 Local Technical Service Providers will be able to deliver innovative services to rural MFIs. The targeted countries of intervention are: Benin, Burkina Faso, Mali, Senegal and Togo in West Africa, Cameroon and Chad in Central Africa, Ethiopia, Kenya, Tanzania and Madagascar In East Africa. All MFIs operating in rural areas, including remote and food crop areas, with sufficient density and market infrastructure, are eligible for support, on a demand driven principle. 


PAMIGA targets already-established rural microfinance institutions, regulated, operating for at least five years, either sustainable or showing short-term perspectives of reaching sustainability, considering that supporting them technically and financially is the most cost effective way to further reach out into the rural areas. MFIs willing to access PAMIGA services need to commit to expanding outreach in rural areas. 


PAMIGA is highly relevant to both regional and thematic SDC principles and strategies: Poverty reduction by enhancing efficiency and competitively of local economies and rural enterprises, by reducing vulnerability and fostering participation, (institutional) governance, (gender) equity and local organisational capacities. PAMIGA’ objective is to strengthen the microfinance sector in rural Africa, to expand access to sustainable financial services by the rural poor. PAMIGA Network aims at strengthening rural microfinance in Africa, through Best practice sharing, publications, advocacy work, empowering member MFIs to engage in policy dialog for a more conducive environment.


The contribution from SDC will be CHF 1 000 000. 


Context and project rationale


Project background


In twenty years, microfinance gained positions in the world: some ten thousand microfinance institutions are delivering financial services world-wide to sixty million people who were excluded from the formal financial systems


Despite this encouraging result, several limitations have been observed:


· Demand for microfinance services is huge: estimated one billion economically active people are still excluded from the traditional financial system.


· Most microfinance institutions operate in an urban environment; they serve a public of small entrepreneurs and middle to upper-middle income households. Rural people and the poorer peri-urban public are still widely neglected.


· Actually, despite the fact that most of the population in the South lives in a rural environment where poverty is greater (especially in Africa), rural microfinance is underdeveloped. This is due to several limiting factors: weak infrastructures, low population density, poor education levels, limited access to the markets, etc. These constraints affect the viability of microfinance operations, which means that specific approaches must be developed in order to serve the rural poor in a sustainable way.


Microfinance market evolution, including the entry of commercial banks, leads to an exacerbated competition to gain or keep the better clients and the most profitable towns. This means that not all of the existing institutions will survive and become sustainable: CGAP believes that around 10% of these will be viable in the long run. 


For practitioners in microfinance, committed to poverty alleviation, in this new environment, the challenge is threefold:


· A challenge of vision. There must be a commitment to expanding financial services to those who have little or no access;


· A methodological challenge. Innovative ways of deepening microfinance outreach in rural environments in a cost effective way need to be identified and experimented, especially in Sub-Saharan Africa;


· An organizational challenge. There is a need to pilot new organizational settings to enhance the efficiency of financial service providers in rural areas. 


From observations and past experiences of  major stakeholders, Participatory microfinance institutions (PMFIs) can achieve impressive outreach. They often serve more rural markets than any other type of financial institution. They typically recover their costs at primary level. Through growth or replication, they can serve large numbers of clients. And, though often limited in scope, their services may respond to client demand and cost clients less than their alternatives. A high level of local participation is involved in member-based microfinance institutions: the poor are responsible for credit decisions, for cash management, for the first level of control, for planning and budgeting of their activities. They chose their representatives at the village level, who eventually decide on the general orientations of the whole organization. Frequently, however, PMFIs are plagued by fraud and mismanagement. Their scale - and continued existence - is limited by their governance. PMF Institutions have often a local or regional dimension, and when they are installed in a rural setting, they remain isolated; local managers and elected governors are able to administer their institutions, but they lack the capacity of analysing their environment evolutions, to adapt, to manage risks and to innovate. This also contribute to make the PMF Institutions fragile in the long run and unable to compete on equal terms with other commercial players.


Still, PMFI is a key approach for significantly increasing outreach in rural and peri-urban environments and for providing access to poor households of small farmers and micro and small entrepreneurs. Many PMFIs exist in Sub-Saharan countries and have shown in the recent years, mainly due to strong ownership of their members and of the communities, their relevance as financial service providers in underserved areas. But they must be strengthened structurally to be able to fully play their role. Efforts for such reinforcement support must take into consideration the specificity of these institutions and answer their needs for growth, efficiency, knowledge, information and innovation in an adapted way. Assisting existing and sound PMFIs could be the most cost effective way to ensure access to underserved rural households.


PAMIGA was launched in 2005 by CIDR and a number of world-recognized microfinance experts. CIDR benefits from twenty years of experience in rural microfinance and has gained a tremendous expertise in the sector, which is internationally acknowledged. Other microfinance experts involved in PAMIGA initiative include leaders from premier West and East African microfinance institutions (e.g. PADME in Benin and K-REP Bank in Kenya), and other high-profile experts from CGAP and/or with hands-on experiences in microfinance. All initiators of PAMIGA had followed the evolution of rural microfinance in the last 10-20 years and considered that rural microfinance was entering a new phase. PAMIGA targets: 

· Sustainable rural MFIs (or MFIs showing short-term perspectives of financial sustainability). These MFIs rely mainly on their own resources to run their activities and are not heavily supported by donors. However, they might lack financial resources to grow, to expand, to invest in new infrastructures, new equipments or in training in order to increase their outreach. 


· Mature institution, with appropriate processes and infrastructure. As their environment changes, they will need to progressively modernize and adapt their practices, to research for new ideas and solutions to meet new needs. However, rural MFIs are insulated and have little exposure to cutting-edge international practices. 


· Already-established rural MFIs, which are not receiving long-term technical assistance anymore. While this technical independence is highly valuable and should remain, their lack of exposure to other practices and difficulties to find local microfinance experts able to provide short-term support to address specific needs (e.g.: improve the management information system, develop new management processes to improve impact) are undermining their potential for growth.


PAMIGA has been designed to answer these needs with an initiative committed to high quality services in the following field: 


· PAMIGA Financial Services offers quasi-equity funds dedicated to supporting the growth in rural areas (e.g.: increase of the credit portfolio through leverage, investment in a new MIS, develop  new products, equipment of new branches)


· PAMIGA Network allows for experience sharing, dissemination of information among peers and benchmarking (e.g.: partnership with Mix Market). PAMIGA Network ensures that members are exposed to innovations and to best practices in rural microfinance. PAMIGA Network constantly develops new methodologies and tools which members can access either through an extranet database or through direct contact with PAMIGA staff. 


· PAMIGA Advisory Services provides rural MFIs with cutting-edge technical services designed with leading experts in organizational issues: PAMIGA partners with high-quality consulting organizations willing to share their expertise with PAMIGA and build tailored approaches, methodologies and tools for rural MFIs.


Link with regional and national policy frameworks


PAMIGA is also engaged in on-going policy dialogues with local governments, supervisory authorities, and key industry stakeholders in order to promote innovative participatory methodologies in microfinance in Sub-Saharan Africa. In this respect, PAMIGA is aware of regional and policy frameworks and able to adapt its activities accordingly. Through CIDR networks, PAMIGA relates with: 


· All national and regional regulation and supervision authorities involved in overseeing the microfinance sub sector 


· All professional associations and networks at regional level (AFRACA, AFMIN, MAIN, INAFI) and national level (AEMFI in Ethiopia, APIM in Burkina Faso and Mali, Consortium Alafia in Benin, APIFM and AIM in Madagascar…etc)


PAMIGA is consistent with SDC regional and financial sector development principles and cooperation priorities: poverty reduction by opening economic perspectives in rural areas, reducing vulnerability and fostering participation, (institutional) governance, (gender) equity and local organisational capacities. Complementary to global networks (CGAP, WWB), PAMIGA, as a regional network, is putting much emphasis on the capitalisation, exchange and dissemination of practical experiences and good practices which can be of high value to the region as a whole as well as to SDC’s thematic Knowledge Management. References, guidelines and tools will be available to members and partners on line. PAMIGA is relevant to the West Africa regional priority focusing on sustainability, holistic approach to poverty reduction (cultural, organisational, political and economical), aiming at providing equal chance for rural and underserved population to access to (financial) services, empowerment of local actors for improving performance of their local economy, organisations and institutions. In the frame of the five thematic fields of activities of the SAO, PAMIGA would contribute to the “local economy development” component by participating in the division’s efforts to improve productivity and added value at local level and promotion of entrepreneurial spirit and skills among the rural population, by assisting development of new products in MFIs, adapted to this end and fostering linkages with local BDS providers. Consistence with the Eastern Africa Division’s strategy comprises among the ten strategic principles: equity, access to knowledge and know how, subsidiary, support self-reliance and responsibility, linking grass-root work in policy dialogue and the areas of co-operation: poverty reduction and economic value added (food security, employment and income and SME development in rural economies).


· PAMIGA is an initiative strongly focused on capacity building. All technical services have been designed to build the capacity of local staff. PAMIGA Advisory Services are designed to ensure efficient transfer to local staff (e.g.: use of participatory methodologies). PAMIGA Network helps members build their capacity thanks to cross-fertilisation with peers (e.g.: workshops for experience sharing, site-visits) and disseminates good practices through its database and case-by-case sharing of information. PAMIGA Networks builds three-year partnerships with MFI to ensure that sufficient time will be given to build local capacities. PAMIGA Advisory Services and PAMIGA Network offer services to develop local leadership (e.g.: management, business planning, change management). 


· PAMIGA works with a number of CVECA organizations, which are known to serve more women than the typical rural microfinance institution and with Solidarity Credit Institutions that are fully dedicated to serve poor women in rural and peri-urban areas.


· The primary impact on the poor and vulnerable rural people is the equal opportunity to access to financial services to develop productive activities and competitive rural enterprises, while the secondary impact is empowerment by the strengthening of their social capital: participatory institutions supported by PAMIGA are a tool to train the poor and vulnerable people, to increase their bargaining power and self-confidence. 


· A high level of local participation is involved in member-based microfinance institutions: the poor and vulnerable are (co)-responsible for credit decisions, for cash management, for the first level of control, for planning and budgeting of their activities. They chose their representatives at the village level, who eventually decide on the general orientations of the whole organization (e.g.: launch of new village institutions, launch of new products, implementation of new procedures). 


· Capitalisation, exchange and dissemination of practical experiences, innovation and good practices to improve efficiency and relevance are essential components of the activities of PAMIGA Network, as described above. 


· In terms of viability of PAMIGA’s intervention, the ultimate business model for PAMIGA is to cover its costs through: membership fees (10%), income from technical advisory services (40%), income from financial services (20%) and 30% from grants.


Harmonization with national and local partners and other donors


PAMIGA Network, complements global networks set up by international donors in the sense that it is specialized in rural microfinance in Africa. This focus ensures that members share similar constraints and can learn from experience sharing. It is then easier for PAMIGA staff to address their specific needs and facilitate solution finding. 


Compared to regional networks in Africa, PAMIGA Network offers a range of complementary technical and financial services (i.e.: not only a platform for information sharing) that could be provided on individual and tailored base. This makes PAMIGA a stronger and more relevant partner for each MFI. Finally, PAMIGA has the capacity to involve other players (e.g.: a team of international consultants working in synergy with Local Service Providers, on complementary services) to deliver high-quality services. 


PAMIGA’s policy is to involve local players as much as possible. PAMIGA already works with local certified accounting firms (CCC, Mali), with the Microfinance Technical Centre in Burkina Faso, with SIOM Consulting (representative of MicroSave in West Africa) and with national and regional specialised microfinance operators: MIFED in Cameroon, MIFED in Mali and FIDEV in Madagascar, exposing them to cutting-edge expertise, innovation and research methodologies, Knowledge Management skills and technologies. 


PAMIGA also collaborates in close dialog with CGAP, benefiting from CGAP’s studies and research and providing CGAP with feed back and field experiences. Through CIDR ‘s relations with major international donors in Rural Finance, PAMIGA participates in Task Forces, consultative processes with IFAD, World Bank, AFD, EU, Luxembourg, FORD and Gates Foundations.

Description of the project


Beneficiaries and area of intervention


PAMIGA will target regulated financial institutions in Africa, including banks, financial companies, credit unions, member based savings and credit associations, and financial NGOs. The Sub-Saharan Africa regions targeted are: West, Central, East Africa and Madagascar within which twelve countries of special focus will be selected, among the poorest. In each country, the existing MFIs invited to become members of PAMIGA network are those that are already present in the rural areas, particularly in remote or food crop rural areas, where diversified livelihood activities could be developed. 


All potential microfinance partners must have achieved or be committed to achieving a significant outreach in the rural areas, using participatory methodologies to reduce costs, with the goal to enhance ownership and empowerment. PAMIGA targets viable financial institutions that have demonstrated solid financial and social performance and/or are committed to further improving their performance during the partnership with PAMIGA. 


PAMIGA has formalised its eligibility criteria and designed an application process. In the process, an initial evaluation is performed whereby one staff from PAMIGA visits the MFI to check its eligibility and define a work plan based on a shared diagnosis of the needs (i.e.: needs in terms of experience sharing within PAMIGA Network, needs in terms of Advisory Services and Equity). 


PAMIGA has developed a continuous process to assess the needs of rural MFIs. The process is based on an initial assessment of each MFI needs and a constant update based on lessons learnt from past service delivery. 


The initial assessment of the needs of each rural microfinance institution results from: 


· The experience of PAMIGA staff in rural microfinance. All staff at PAMIGA benefit from significant field experience in rural microfinance institutions and from the references of CIDR as a major practitioner in rural finance. Therefore, the staff have a good understanding of the typical issues faced by rural microfinance institutions and the good practices in the sector; 


· Evaluation works performed with each rural microfinance institution at the initial stage of collaboration with PAMIGA. One staff from PAMIGA is sent to the rural microfinance institution for a six-day mission to establish a shared diagnosis of the strengths and weaknesses of the MFI and a shared assessment of the needs in terms of technical (and financial) support. For each area of technical support identified, PAMIGA and the MFI identify the most appropriate organization to deliver–PAMIGA encourages local solutions whenever possible. A shared vision is key to ensure the impact of PAMIGA services: there tends to be a gap between the needs and the demand of the MFI in terms of technical services. Most MFI tend to prioritise short-term and technical issues, which might eventually depend from more general issues which have not been identified (e.g.: organization setting, governance, strategic management). The evaluation mission aims at prioritising problems together with the MFI. 


The needs are then updated on a yearly basis, at the end of each year. PAMIGA carries out an internal strategic review to draw on the lessons learnt during the year and to plan the activities for the year to come. In terms of the MFI needs, the strategic review builds on evaluation forms (filled-in by MFI at the end of each service delivery or training) and needs expressed by training participants. Then, the results of the strategic review are presented to board members during the year-end board meeting. On this occasion, board members share their own vision of the evolution of the needs of the sector, as they benefit from a high level exposure to microfinance in Africa. Last, PAMIGA updates the work plan with each MFI, which implies an update of the needs assessment. 


Overall goal, impact level objectives, expected outcomes, outputs and planned major activities


The project will be implemented during five years. A long-term commitment is required to support the growth of innovative microfinance institutions that have the potential to deepen their outreach and expand the provision of financial services in rural areas. The five-year implementation period will allow PAMIGA to build an effective platform for knowledge sharing and learning for external technical and development partners and for rural MFIs supported in the field. Capitalizing on the lessons learned from this innovative approach, PAMIGA can then distil concrete recommendations for the future development of all stakeholders’ interventions in rural finance, thus contributing to a sector-wide shared learning agenda. 


The overall development goal of the proposed initiative is to alleviate poverty in Sub-Saharan countries by enhancing access to quality and sustainable financial services, adapted to their needs, for a significant number of poor rural households of small farmers and of micro and small entrepreneurs. The four main objectives are the following:


· Objective 1: Participatory Microfinance Institutions are strengthened in their institutional, organisational and technical capacities to provide sustainable, cost effective rural financial services, through participation in PAMIGA Network


· Objective 2: Promising PMFIs have access to high quality advisory services to modernise their organisation, to become more efficient and competitive and to develop new products, adapted to the rural households


· Objective 3: Demand led and affordable high quality and innovative advisory services are available to PMFIs at national and regional levels.


· Objective 4: PMFI members of the network have access to quasi equity and longer term financial resources to fund their growth and address the equipment and investments needs of their rural entrepreneurial clients


While the overall PAMIGA initiative includes both a Technical Assistance and Financial Assistance (quasi-equity) component, this grant will provide financial support exclusively for the implementation of the former. Key programme outcomes and outputs under the Technical Assistance component are detailed below. 


Objective 1: Participatory Microfinance Institutions in SSA are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services


Outcomes


1.1. A Network of Participatory Microfinance Institutions is created and functional


1.2. Members of the Network have improved their outreach and performance


Outputs


1.1.1. Thematic workshops for exchange of experiences, innovation sharing and cross-cutting issues analysis for rural finance improve the quality of services provided by the participating MFIs and their performance.


1.1.2. PAMIGA Network has capitalised on best practises and innovation in Participatory Rural Microfinance Institutions, assessed their social and financial performance and is empowered to contribute to policy dialog at national, regional and international levels


Objective 2: Promising PMFIs have access to high quality advisory services to modernize their organizations, to become more efficient and competitive and to develop new products, adapted to the rural households


Outcomes


2.1. Promising MFIs have access to customised methodologies and tools in strategic planning, financial projections, organizational change processes, key management systems (MIS, risk management, internal control, liquidity management etc.), product development and marketing through advisory services tailor made to their business plans.


2.2. The rural financial intermediaries have access to technical assistance to merge, transform or form apex banks to improve their efficiencies by adopting innovative banking technologies to reduce transaction costs and risks associated with the services to poor rural households


Outputs 


2.1.1. In-country short training sessions are organised to raise awareness


2.1.2. Tailor made advisory services are provided upon demand to the MFIs that have identified their needs through participation in the sensitisation training: institutional diagnosis, develop of action, monitoring of progress and impact in all the expertise areas proposed by PAMIGA


2.2.1. Through transformation, rural MFIs are able to offer a larger variety of products to a larger number of small farmers, micro and small entrepreneurs 


Objective 3: Demand led and affordable high quality innovative advisory services are available for PMFIs at national and regional levels


Outcomes


3.1. A local market for high quality advisory services delivered by Local Technical Service Providers related to PAMIGA has emerged


Outputs


3.1.1. The capacities of Local Technical Service Providers are strengthened to provide quality services and to propose innovation, for a fee, to the rural MFIs


Objective 4: PMFIs, members of the Network, have access to quasi equity and longer term resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients


Outcomes


4.1. PAMIGA Financial Services is set up and provides equity, quasi equity and guarantee to PMFIs to access to long term resources


The initial phase of this project is five years (2006-2011), out of which the first year of implementation (2006-2007) has been completed. 


At the end of the project: 


· At least 30  PMFIs serving one million rural households will have joined the Network and have benefited from the experience sharing and innovations from peers.


· These members will have reached additional 5 to 10% clients per year, out of which 50% are rural households, their loan outstanding will have grown by 5 to 10% p.a. and savings by 10 to 20%. Their OSS will have progressed by 5% p.a. and Administrative Efficiency improved by 0.5%. Their Social Performance will be regularly assessed and improved.


· 10 to 30 individual services will have been provided by year to MFIs upon demand.


· Assistance will have been provided in 3 major transformation processes (mergers, creation of apex banks) leading to upgrading the offers of PMFIs to their rural clients


· 12 or more Local Technical Service Providers will be delivering regularly high quality services to rural MFIs for a fee. 


· At least 20 PMFIs will have benefited from PAMIGA financial services to grow and to deliver medium term investment loans to their entrepreneurial clients.


The sustainability of the project is therefore threefold. First, the project increases the sustainability of rural MFIs. Second, the project increases the sustainability of the rural microfinance sector, nationally and regionally through mergers of rural MFIs and through the capacity-building of local technical service providers. Last, the project develops innovative and cutting-edge approaches, methodologies and tools which can be disseminated not only to rural African MFIs but also to other rural  MFIs and member-owned institutions in other parts of the world. 


Level of intervention


PAMIGA intervenes at micro level by strengthening the capacities and the financial structure of second tier rural microfinance institutions, at meso level, by developing the expertise and research capacities of local service providers (training, advisory services, audit) and at macro level through advocacy and participation in policy dialog, reflection and formulation of appropriate regulation and supervision for the rural financial sector. PAMIGA is currently based in Paris. Within short term, it will decentralize its organization and services in a west African and an east African hubs. Strong partnerships will be tied with local microfinance operators for co-promotion. 


Impact 


This programme is expected to enhance access to sustainable financial services by the rural poor through assistance to already-established MFIs to help them deepen their outreach in rural areas and improve their level of efficiency, the quality of their services using efficient participatory approaches to reduce costs and risk. PAMIGA’s approach is instrumental to develop autonomous decision-making processes at the MFI level. All advisory services are provided upon demand. Based on a detailed business plan, MFIs will define their needs in terms of technical assistance and will be accountable for their strategic and management decisions.


PAMIGA Network is dedicated to improving governance, management and impact of Rural Financial Intermediaries: the constraints and challenges that they face in common will build the relevance of their experience sharing, the potential for dissemination of best practise and innovation and their mutual accountability for change and progress. Together, they can be powerful advocates for rural financial services to the poor and contribute to policy dialog and the formulation of appropriate regulation and supervision for the sub sector in their respective countries and sub regions. Concretely, the programme is aiming at outreach (+5 to 10% p.a. out of which 50% are rural poor (using PPI to measure when possible), performance in savings mobilisation (+10 to 20% p.a.) in operational self sufficiency (+5 p.a.) and administrative efficiency (- 0,5 to 1% p.a.). All members will have access to the Social Performance Indicators (SPI) tool to be able to self evaluate their own social performance and report on them: at least once during the programme, PAMIGA will provide its network members with an external reviewer to assist in the exercise. In particular, it is expected that through partnership with PAMIGA, the PMFIs will be able to put in practise their social goals in the four dimensions measured by SPI: poverty outreach, adaptation of products, empowerment and social responsibility. PAMIGA will monitor progress in social performance.


At client and community levels, the programme aims at contributing directly through the members of its Network to providing access to sustainable financial services to a million rural poor households for economic initiatives and job creation. Via new products and partnerships with BDS providers, change in behaviours are expected and rural entrepreneurs will be encouraged and supported to invest locally. In remote rural areas where migrants are originated, domestic and international money transfer through rural MFIs will secure families and communities. Savings and loan products will be designed to fit the needs of the migrants and their families to assist them in building and managing their household and business assets.


Partners, allies and relevant stakeholders


PAMIGA partners with three categories of organizations. First, rural microfinance institutions, which benefit from PAMIGA services; second, technical service providers, in the South (such as local specialised microfinance consulting/implementing organizations) and in the North (such as business sector organizations), working with PAMIGA to tailor their expertise to the needs of the rural microfinance sector; and third, the development partners from the private and the public sector, with whom alliances are built to develop a learning agenda and to engage policy dialog with governments, Central Banks and other related authorities. 


Rural microfinance institutions expect to get high quality and tailored services from PAMIGA to increase their outreach and strengthen their organization. They may partner with PAMIGA either through PAMIGA Network (the MFI becomes a member of the network) and/ or through PAMIGA Advisory services (the MFI receives a specific technical service). In both cases, the objective of the partnership with PAMIGA is to help the rural MFIs increase their outreach and performance in rural areas. Performance baseline and progress are agreed upon in the contract signed between the MFI and PAMIGA, yearly assessed and monitored and available to all partners on line. All PAMIGA services are designed to improve the technical autonomy of rural MFIs, which are expected to become fully independent in decision making and in strategic planning. 


The services of PAMIGA are demand driven: all eligible institutions are invited to apply.


Local technical service providers. Through their partnership with PAMIGA, they have the opportunity to deliver pieces of work to rural MFIs in their main areas of expertise (e.g.: training, consulting) and to learn from PAMIGA in other areas, either by attending a training/ workshop organized by PAMIGA or by following a mission to a rural MFI. The partnership is beneficial to PAMIGA who increases its capacity to deliver services and beneficial to the local technical service provider who can develop its capacity in new areas of expertise. In a medium term, PAMIGA expects local technical service providers to be able to deliver a significant share of all PAMIGA services. PAMIGA intends to open an office in West Africa and one in East Africa in the near future, to be closer to its members and clients. 


Initial local TSP partners are: MIFED (Microfinance et Développement) in Cameroon, MIFED in Mali, FIDEV (Finance et Développement)  in Madagascar, and most Professional Associations in the concerned countries.


Business sector organizations in the North who partner with PAMIGA are organizations willing to be involved in the development/ non-for-profit sector. In some cases, this results from a “corporate social responsibility” policy whereby some staff are allowed to work pro bono for non-for-profit organizations.. The professionals who commit to work for the non-for-profit sector have an altruistic approach and want to share their expertise and open new perspectives to their professional life. 


PAMIGA already formalized two partnerships of this type for servicing the rural MFIs: with Deloitte (Paris) Banking and Audit department, to develop Accounting standards, Management information systems and Internal control and with Risk Manager Sans Frontière (senior risk managers from the banking sector) to develop innovative risk management approaches. PAMIGA expects to finalize three more partnerships in 2008 in the areas of change management, leadership development and human resource management. 


Development Partners from the public and private sector  whose vision and mission are geared towards poverty alleviation through enhancing economic initiatives and are interested to contribute to broaden and deepen financial service outreach in the rural areas. They expect concrete outcomes and impact on PMFIs supported by the project, showing growth, improved governance, management, efficiency and viability. They also expect from this partnership with PAMIGA to enrich their learning agenda, to access reliable data on performance of rural intermediaries in Africa, to measure quantitatively different categories of risks, to come up with best practices, norms and standards so as to be able to engage in policy dialog with governments and regulatory and supervisory authorities in the region.


PAMIGA will provide data and performance indicators for all the MFIs supported (members or not), in-depth analysis on risks and efficiencies, cross-cutting issues analysis, thematic case studies and materials in support of policy dialog in key areas such as: interest rate, regulation and supervision, mergers, apex banks…

The Development Partners include: IFAD (and the Rural Finance Knowledge Management Partnership involving CIDR-DFS-IFAD, in East Africa)  , SDC, FORD Foundation, Gates Foundation, CGAP (and the CAPAF hub in West Africa), UNCDF (microfinance window in Senegal and South Africa).


How empowerment, capacity development and ownership is approached


At the village level, PAMIGA mainly works with highly decentralized member-based MFIs. Therefore, empowerment and ownership are ensured, through active participation of members, representative systems (with formal elections) and sophisticated training and dissemination methodologies adapted to people with a little literacy. 


At the operational (employed staff) level and management level, PAMIGA invests heavily on capacity building. All technical services have been designed to build the capacity of local staff and management: 


· PAMIGA Networks builds three-year partnerships with MFI to ensure that sufficient time will be given to build local capacities. 


· Capitalisation, exchange and dissemination of practical experiences and good practices are essential components of the activities of PAMIGA Network. PAMIGA Network helps members build their capacity thanks to cross-fertilisation with peers (e.g.: workshops for experience sharing, site-visits) and disseminates good practices through its Knowledge Management Extranet Gateway and case-by-case sharing of information. 


· PAMIGA Advisory Services are designed to ensure efficient transfer to local staff, mainly through the use of participatory methodologies


· PAMIGA Advisory Services and PAMIGA Network offer services to develop local leadership (e.g.: management, business planning, change management).


Assumptions, risks and potentials


Three risks have been identified for the project. 


The first risk is linked to the capacity for PAMIGA to be and remain demand-driven. PAMIGA intends to initiate a new type of relationships with rural MFIs. These MFIs are fully autonomous in their decision making process and expect PAMIGA to answer their needs on a case-by case basis. PAMIGA needs to be aware of the risk to work with its own standards and expectations, which might not be relevant to mature rural MFIs. Therefore, a challenge for PAMIGA is to find the required flexibility to adjust to the MFIs needs by building on constant feed-back and evaluation. 


The second risk relates to partnerships with business sector experts and organizations. Their expertise might not be right away relevant to rural MFIs, or not applicable in a rural African context or too costly to implement. Therefore, PAMIGA developed a thorough work process to ensure that the experts’ skills are tailored to the needs of rural MFIs. This work process consists of training sessions for experts, case studies of typical rural MFIs, and several sessions dedicated to adapting the methodologies and tools where experts and PAMIGA staff work jointly. 


Third, the evolution of the microfinance sector creates an environmental risk for PAMIGA. The trend towards more involvement of commercial banks and large players in the sector might result in a marginalisation of rural MFIs, which might be too small and fragile to face the competition. Specifically, member-owned MFI are often seen as more risky and face strong market and environmental constraints. As PAMIGA targets such organizations, if it is not sufficiently reactive and innovative, there is a risk that PAMIGA’s “market” becomes limited and therefore, its services irrelevant or outdated. 

Organization, management and administration


Timeframe


The timeframe for this programme is five years (2006-2011), out of which the first year of implementation has been achieved. Support from SDC is expected for four years, from September 2007 to August 2011.


Organizational set-up


PAMIGA organizational set-up can be represented as follows. 
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PAMIGA permanent staff 


PAMIGA is, staff-wise, a very lean structure, composed of a General manager and a few portfolio managers, specialised in participatory microfinance (progressing from one full-time portfolio manager to three at the end of year five). 


The General Manager of PAMIGA, Renée Chao-Béroff, is the R&D director of CIDR. She has 25 years of experience in micro and rural finance in Africa, in building institutions, linking MFIs with banks, in training stakeholders at all levels and in policy dialog. She has been an early member of the Policy Advisory Group of CGAP (1996 –1999). 


The portfolio managers benefit from strong academic backgrounds in finance and business administration, significant field experience in the micro-finance sector, as well as relevant experience in the private sector (investment banking and consulting). They have carried out similar works at CIDR and other development NGOs (e.g.: technical assistance to MFIs, programme management in micro-finance, product development for MFIs).

PAMIGA is organized in three departments, which cover the three lines of services: PAMIGA Network, PAMIGA Advisory Services and PAMIGA Financial Services. Besides, activities are organized by country, to ensure a good coordination of all PAMIGA activities in a given country. 


Each portfolio manager is in charge of:


· A number of countries


· A department (e.g.: Network, Advisory Services, Financial Services)


· A portfolio of rural microfinance institutions


Portfolio managers are supervised by the General manager. 

PAMIGA permanent staff: 


· Prepare annual budgets and work plan for submission to the Board of Directors 


· Are responsible for the implementation of the work plan

· Promote PAMIGA in the North and in the South, respond to the request of MFI candidates for the Network and the Advisory Services 


· Design innovative technical services (whenever necessary, working with Technical partners), methodologies and tools 


· Structure the service delivery to each MFI (e.g.: negotiation of partnership agreements, design of the terms of reference for each mission) 


· Deliver advisory services 


· Undertake the day-to-day management of PAMIGA 


PAMIGA Governance bodies: the Board of Directors, the General Assembly and the Steering Committee


The General Assembly and Board of Directors comprises world-recognised micro-finance experts
 who demonstrated their commitment to developing high-quality micro-finance initiatives:


		President

		Christophe Lucet (EIB)



		Treasurer

		Khantiko Kong (Deloitte Paris)



		Secretary

		CIDR



		Director

		Maria Novak (ADIE, president)



		Director

		Jennifer Isern (CGAP, senior microfinance expert)



		Director

		René Azokli (PADME in Benin, CEO)



		Director

		Kimanthi Mutua (K-REP Bank in Kenya, CEO)





The Board of Directors approves the financial statements for the previous year, reviews and approves the annual budget and work plans for the year to come. The Board of Directors meets at least three times a year (including twice through conference calls, to reduce costs). 


When PAMIGA Networks grows, a Network General Assembly will be formed and will gather representatives of rural MFI members. Its role will be to facilitate benchmarking, knowledge sharing, exchange of experiences, suggest areas for improvement in technical assistance, and organize advocacy for participatory microfinance in the respective countries. The Network General Assembly will make  decisions on resource allocation for the Network activities.


A Steering Committee will be formed, as an ad hoc body consisting of the General Manager, one practitioner representative from the Board of Directors and funding agencies. Its role will be to monitor progress, reflect on problems met and propose re orientation if needed. Through this Committee, SDC will have the opportunity to influence the direction of PAMIGA and channel the lessons learned directly into ongoing SDC rural finance projects both in the region and beyond. 


Cooperation and coordination with technical partners


Local technical service providers. Through their partnership with PAMIGA, they have the opportunity to deliver pieces of work to rural MFIs in their main areas of expertise (e.g.: training, consulting) and to learn from PAMIGA in other areas, either by attending a training/ workshop organized by PAMIGA or by following a mission to a rural MFI. The partnership is beneficial to PAMIGA who increases its capacity to deliver services and beneficial to the local technical service provider who can develop its capacity in new areas of expertise. In a medium term, PAMIGA expects local technical service providers to be able to deliver a significant share of all PAMIGA services. PAMIGA intends to open an office in West Africa and one in East Africa in the near future, to be closer to its members and clients. 


Initial local TSP partners are: MIFED (Microfinance et Développement) in Cameroon, MIFED in Mali, FIDEV (Finance et Développement)  in Madagascar, and most Professional Associations in the concerned countries.


Business sector organizations in the North who partner with PAMIGA are organizations willing to be involved in the development/ non-for-profit sector. In some cases, this results from a “corporate social responsibility” policy whereby some staff are allowed to work pro bono for non-for-profit organizations.. The professionals who commit to work for the non-for-profit sector have an altruistic approach and want to share their expertise and open new perspectives to their professional life. For some selected areas of expertise, PAMIGA expects that the rural microfinance sector gain from the experience of the international business sector. These areas of expertise are usually linked to general organizational issues, which are relevant both for large international businesses and for small microfinance institutions. The role of PAMIGA is to make the approaches, methodologies and tools directly applicable to a typical rural microfinance institution.


PAMIGA already formalized two partnerships of this type for servicing the rural MFIs: with Deloitte (Paris) Banking and Audit department, to develop Accounting standards, Management information systems and Internal control and with Risk Manager Sans Frontière (senior risk managers from the banking sector) to develop innovative risk management approaches. PAMIGA expects to finalize three more partnerships in 2008 in the areas of change management, leadership development and human resource management. 


Exit strategies based on sustainability


This programme will have an impact on creating successful exit strategies for some small to medium size (second tier) rural member-based institutions by enabling them to become members of PAMIGA Network and benefit from longer-term access to technical assistance and capital. This will have a critical impact on the sustainability of those rural MFIs that require long-term support until they become fully autonomous and competitive. Finally, this programme will have an important demonstration effect by showing how rural MFIs committed to reaching remote rural areas can become sustainable. This will help expand the interventions of socially-responsible microfinance investment funds towards this new category of institutions, which will have a major impact on the micro/ rural finance industry in Africa. 

In terms of viability of PAMIGA’s intervention, the ultimate business model for PAMIGA is to cover its costs through: membership fees (10%), income from technical advisory services (40%), income from financial services (20%) and 30% from grants. 


SDC’s (E+I) commitment is limited to four years. Only a (re-)confirmed interest of the concerned Africa Divisions and/or a specific knowledge management concern might be reasons for a reconsideration of this principle. However, as PAMIGA develops its own track record and build its membership, clientele and investment bases, it would potentially be able to attract other long term donors, interested by its mission and contribution to the sub sector. 


Financial management 


PAMIGA subcontracts its accounting and financial reporting to the financial department of CIDR under the requirements specified in a MOU. The MOU between PAMIGA and CIDR shall be reviewed and cleared by SDC and shall form part of the text within the Grant Agreement (see Annex 2). 


Accounting


PAMIGA accounts and financial reports are fully separated from CIDR accounts and are internally consolidated, showing all the sources of funding.

PAMIGA shall employ an assistant accountant in its office to prepare the accounting documents, classify them, and input all invoices for accounting and analysis. He/she shall track expenses and incomes and reconcile these records with the bank statements. In addition, on a monthly basis the CIDR accountant collects the relevant accounting documents and ledgers from PAMIGA. He/she monitors and controls the accounting inputting according to a general chart of accounts and compares accounting records against activities undertaken. The data is entered into CIDR’s accounting software and used to generate monthly operational summaries for PAMIGA, including the ledger and trial balance, reconciliation with bank statements, analytical analysis, and budget control document. Note that the CIDR chart of accounts complies with the French “Plan comptable général,” standards revised in 1999 in accordance with the International Financial Reporting Standards norms.


As part of this process, the CIDR accountant returns the accounting documents (as necessary), informs the PAMIGA assistant accountant of the results, and comments on the results of the control exercises undertaken. Questions raised in one month’s review are revisited and reassessed upon the next visit. In addition, every three months, CIDR processes the accounting in order to present to the authorized auditor quarterly financial statements, including expenses, income and explanation of the balance sheet. The accountant then reports to the PAMIGA manager on any remarks and feedback from the authorized auditor. 


Overall, PAMIGA remains fully responsible for all transactions, commitments and reporting. The internal procedures to ensure the quality and reliability of accounting follow the accounting principle of separation of tasks. For PAMIGA:


· PAMIGA’s assistant accountant maintains the accounting documents and prepare disbursements.


· PAMIGA’s manager signs disbursements and approve the expenses and advances to the staff (e.g., DSA for missions). 


· CIDR processes the accounts based on information provided by PAMIGA’s assistant accountant and generate PAMIGA’s financial statements.


· The financial statements are regularly analysed and controlled by PAMIGA’s manager. At year end, they are approved by PAMIGA’s Board of Directors and General Assembly. 


Procurement


All procurement transactions are conducted in a transparent manner and properly documented in order to avoid conflicts of interest and non-competitive practices among contractors. PAMIGA strictly follows and adopts CIDR procurement procedures for goods, services and human resources, as detailed below. 


Transparency


The accounting pieces are codified and classified to facilitate record-keeping on how they are applied. Each step in this process is approved by signature from the assistant accountant. In addition, each of these interim steps have a designated tracking number that is input into the record-keeping system.


The disbursement of funds to meet expenses must be approved by the PAMIGA manager. The manager disburses according to the annual budget approved by the Board of Directors. Any deviations from this budget must be justified at year end. In addition, if the manager anticipates significant modifications to the budget over the course of the year, she can call for an additional Board meeting.


For purchase of goods of value exceeding 2000 euros a comparative study of costs with at least three suppliers is made. A written note justifies the choice made. Original invoices, vouchers and contracts with service providers are kept.


For the expenses incurred during missions abroad by staff, the manager allow advances of funds for the portfolio managers. They report on their actual expenses upon return and provide receipts for those expenses not refunded on a lump sum basis. The difference between the advance and the expenses, as supported by relevant invoices, are regularized before the next mission. 


In PAMIGA’s sound system of internal controls, first-level internal controls are made by the manager by comparing provisional budgets and actual expenses. The manager follows-up with the assistant accountant on unusual expenses and systematically verify equipment expenses, those of significant amounts, and exceptional expenses. A second level of internal controls is made by CIDR to confirm, inter alia, original invoices or receipts for each expense, a working contract for hired staff, insurance contracts, and contracts for office rental. CIDR also monitors the balance sheet, with particular regard to the justification of any long-standing debts and that bank balances are reconciled.


Overall the accounting system was designed and implemented to ensure transparency and accuracy in all financial transactions and reporting. CIDR will provide SDC with its audited financial statements for the past two years and procurement guidelines and policy. PAMIGA will be responsible for accounting, procurement, contracting and budgeting functions, all of which are based upon CIDR’s methods of the same. The Finance Department of CIDR shall prepare the accounts and financial statements, following requirements incorporated into a specific MOU. As indicated above, the MOU between PAMIGA and CIDR will be reviewed and approved by SDC and serve as part of the text within the Grant Agreement. Disbursement shall be subject to its finalization and receipt by SDC. As noted, the accounting procedures used by CIDR follow the chart of accounts and professional standards applicable in France and in accordance with International Financial Reporting Standards.


Audit


PAMIGA has its financial statements certified by an authorized auditing firm registered in the Order of Authorized Auditors in France and approved by the PAMIGA General Assembly. The annual audit includes audits of financial records and statements, contracts and grants, the internal control structure, and compliance with requirements applicable to each donor’s own rules and procedures. Audits follow the internal standards of accounts control. As such, they specify the procedures of audit undertaken, verify whether the contracts between PAMIGA and its donors have been respected, and indicate the amount of expenses rejected. The audit also randomly examines the inputs used to justify the data presented in the financial statements, evaluates the accounting principles applied, and analyses the presentation of the financial statements.


Monitoring, reporting and reviews


PAMIGA will monitor its achievements against the logical framework included as an annex, where the goal, objectives and outcomes and outputs are outlined, together with key indicators to measure performance and progress.


Every year, PAMIGA define a work plan and budget with detailed activities, present it for validation to its board and to the steering committee. Every six months, a report will be made along the lines of the work plan and the budget. The report will be discussed at steering committee and adjustment made if needed. An annual report will be submitted at latest two months after year end, together with audited accounts.


PAMIGA has collaborated with the MIX to set up its own data base and peer group, using the same financial performance indicators (and calculation formula) as for the MIX, for comparison purposes.


Donors, Technical Service Providers and PMFI members will be able to access to this data base with a personal login.


A special personal space will be created in the near future to allow direct monitoring of services provided to each MFI (type of service, topic, expert, date, duration, cost, output). 


At the initiative of SDC, (by SDC or someone designated by SDC):


· Monitoring of the progress of the Programme could be organised periodically through supervisory missions. 


· At programme midterm or after the first year, a comprehensive review of how grant resources have been utilized could be undertaken and assessment of interim impacts made so as to provide recommendations and suggestion for programme modification, if necessary. 


· Attend workshops and training sessions delivered by PAMIGA
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The following reporting format will be used, and updated at the end of each year. It presently contains the milestones for the next four years.

Annexes


Annex 1: Logical framework


Annex 2: Project SWOT analysis


Annex 3: Work plan 2007-2008 and activity-based budget


Annex 4: Budget 2006-2011


Annex 5: Acronyms


Annex 1 - Logical framework 


Overall development goal


Contribute to alleviate poverty in Sub-Saharan Countries by enhancing access to quality and sustainable financial services, adapted to their needs, for a significant number of poor rural households of small farmers and micro and small entrepreneurs.

The following three main objectives will contribute to the achievement of the project goal:


1. Participatory Microfinance Institutions in SSA  are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services


2. Promising PMFIs have access to high quality advisory services to modernize their organisation, to become more efficient and competitive and to develop new products, adapted to the rural households


3. Demand led and affordable high quality and innovative advisory services are available to PMFIs at national and regional levels


4. PMFIs, members of the Network, have access to quasi equity  and longer term resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients

		1. Participatory Microfinance Institutions in SSA  are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services




		Outcomes


1.1. A Network of Participatory Microfinance Institutions is created and is functional


1.2. Members of the Network have improved their outreach and performance


Outputs


1.1.1.Thematic workshops for exchange of experiences, innovation sharing and cross-cutting issues analysis for rural finance improve the quality of services provided by the participating MFIs and their performance.


1.1.2.PAMIGA Network has capitalised on best practise and innovation in Participatory Rural Microfinance Institutions, assessed their social and financial performance and is empowered to contribute to policy dialog at national, regional and international level

		Indicators


1.1. At least 30 rural MFIs serving one million rural households have joined the Network by 2011 and have benefited from the experiences and innovations of peers.


1.2.  Outreach: +5-10% per Year out of which 50% rural poor, Performance: +5-10% Loan Outstanding, +10- 20% savings mobilised, OSS: +5 p.a., Admin.Efficiency: -0.5-1% P.a.  SPI >55


1.1.1. One to two regional workshops involving practitioners, sector leaders, from West, Central and East African countries. Key decisions for change are made and implemented as follow up.


1.1.2.1. Data base and peer group for African rural MFIs: Performance of at least 30 to 50 rural MFIs benchmarked


1.1.2.1. Publication of one cross-cutting thematic study per year on rural financial services providing in-depth analysis of challenges and trends.





		2. Promising PMFIs have access to high quality advisory services to modernize their organisations, to become more efficient and competitive and to develop new products, adapted to the rural households




		Outcomes


2.1.Promising MFIs have access to customised methodologies and tools in strategic planning, financial projections, organizational change processes, key management systems (MIS, risk management, internal control, liquidity management..), product development and marketing through advisory services tailor made to their business plans.


2.2. The rural financial intermediaries have access to technical assistance to merge, transform or form apex banks to improve their efficiencies by adopting innovative banking technologies to reduce transaction costs and risks associated with the services to poor rural households


Outputs 


2.1.1.In-country short training sessions are organised to raise awareness


2.1.2. Tailor made advisory services are provided upon demand to the MFIs that have identified their needs through participation in the sensitisation training: institutional diagnosis, develop of action, monitoring of progress and impact in all the expertise areas proposed by PAMIGA


2.2.1. Through transformation, rural MFIs are able to offer a larger variety of products to a larger number of small farmers, micro and small entrepreneurs 




		Indicators


2.1. 10-30 individual advisory services are provided by year upon demand to MFIs, to members and non members of the Network 


2.2.Assistance to at least 3 major transformation process affecting rural financial intermediaries, leading to upgrading their offers for the rural clients .


2.1.1. 2 to 5 training sessions per year involving 15 to 20 practitioners in each, are organised in the three sub regions.


2.1.2. 6 tool kits are designed, tested and capitalised in practitioner friendly formats and available to PMFIs by 2011


2.2.1. At least 5 new savings and loan products are developed for rural MFIs, involving new technologies to reduce costs for delivery



		3. Demand led and affordable high quality innovative advisory services are available for PMFIs at national and regional levels




		Outcomes


3.1. A local market for high quality advisory services delivered by local Technical Service Providers related to PAMIGA has emerged.


Outputs


3.1.1. The capacities of Local Technical Service Providers are strengthened to provide quality services and to propose innovation, for a fee, to the rural MFIs




		Indicators


3.1. At least 12 Local Technical Service Providers deliver regularly innovative services to rural MFIs for a fee.



		4. PMFIs, members of the Network, have access to quasi equity  and longer term resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients

		Outcomes


4.1. PAMIGA Financial Services is set up and provides equity, quasi equity and guarantee to PMFIs to access to long term resources

		Indicators


At least 20 PMFIs benefited from the financial services





Annex 2 – SWOT analysis 


		Strengths


- Good understanding of the needs of rural MFIs, thanks to constant feed-back from high-profile PAMIGA board members, based on their field experience -PAMIGA adapts its services to complement existing services in the market and to bring more innovations


- Strong expertise and networks through CIDR track-record, contacts and expertise in rural microfinance


- Skilled staff with high academic profile, significant hands-on experience in rural MFIs and significant experience in the private sector (banking and consulting). All staff have at least ten years of relevant professional experience. 


- Strong partnerships with leading consulting organizations and leading experts committed to sharing their expertise with PAMIGA and to develop innovative approaches, methodologies and tools for rural MFIs 


- Capacity to deliver complementary financial and technical services


- Long-term involvement with rural MFIs through PAMIGA Network, allowing PAMIGA to “make a difference” in the sector

		Weaknesses


- Limited geographical scope (rural Africa) while MFIs from other areas could benefit from PAMIGA services


- Young organization, which needs to build a track-record


- Small and expertise intensive organisation that believes in Knowledge Management and Innovation sharing to improve efficiency, while MFIs may prioritise access to grants and subsidized funds



		Opportunities


- Recognition from all stakeholders of the role of MF in poverty alleviation and challenges to overcome to deepen and broaden outreach in rural areas in Africa


- Most needs of rural MFIs can be addressed by PAMIGA and help increase the outreach in rural areas


- A growing number of private sector experts who benefit from relevant expertise are willing to engage in developmental activities through partnerships with PAMIGA


- New laws and regulations for MF more conducive 

		Threats


- New players involved in microfinance with little expertise and/or little commitment towards sustainability (e.g.: government programmes, large urban based commercial banks)


- Interest rates caps





Annex 3: Annual Work Plan and Budget: October, 2007 – September, 2008


		Objective 1: To strengthen the institutional, organizational and technical capacity of member MFIs to provide sustainable, cost-effective rural finance services  through the creation of the Network



		



		

		

		

		

		

		

		



		

		Description of Activities

		Timeframe

		Actors

		Outputs

		Budgeted

		Expended




		1.1.

		Establish annual workplan , manage and develop sponsorship for PAMIGA network




		Oct 2007 –Sept 2008

		
PAMIGA technical Unit

		Annual Workplan

		20 000 €

		



		1.2

		Improve and develop methodologies and tools for PAMIGA network




		Oct 2007 - June 2008

		PAMIGA permanent staff

		Benchmarking, access to KM




		22 000 €

		



		1.2

		Improve promotion strategy and communication tools for the Network and carry out sector-wide studies,  organize promotion events, evaluate candidates

		January – September  2008

		PAMIGA technical Unit with communication and IT consultants and industry leaders in 3 countries

		Web site, brochure and promotion support material


40 MFI reached through promotion events 8 members in




		90 000 €

		



		1.3

		Organize experience sharing workshops 

		1 in Nov 2007 and 1 in March 2008

		PAMIGA staff and consultants, MFI

		10-15 MFI involved

		 105 000 €

		



		

		Subtotal, Objective 1

		

		

		

		237 000 €

		





		Objective  2: Support the depth and breath of outreach  of a number of promising participatory MFIs by providing demand driven tailored advisory services



		



		

		

		

		

		

		

		



		

		Description of Activities

		Timeframe

		Actors

		Outputs

		Budgeted

		Expended



		2.1

		Develop methodologies and tools related to the core areas of expertise for advisory services

		Oct 2007 – Sept 2008

		PAMIGA permanent staff

		Process, procedures, tools, templates

		30 000 €

		



		2.2

		Review promotion strategy and communication tools for PAMIGA advisory services and organize promotion events

		 Oct 2007 – Sept 2008

		PAMIGA permanent staff, communication, IT experts, Professional


Association

		Web site, brochures

		30 000 €

		



		2.3

		Organize training activities in accounting, risk management, costing and pricing, in MIS in product development

		3 training sessions: 1 in 4th quarter 2007, 2 in first semester 2008

		PAMIGA technical staff + experts (north and south)

		Training modules


40-50 MFI senior staff (from 15-20 MFIs) initiated

		40 000 €

		



		2.4  

		Deliver tailor made advisory services for MFIs in organizational development, product development, costing and pricing, risk management, MIS

		Oct 2007-Sept 2008

		PAMIGA technical staff + experts (north and south)

		11 TA missions


mission reports

		70 000 €

		



		2.5

		Develop technical partnership with private sector

		Oct 2007 – Sept 2008

		PAMIGA manager + consultants and firms (north and south) from private sector

		MoU, LT partnership contracts

		15 000 €

		



		

		Subtotal, Objective 2

		

		

		

		185 000 €

		





		Objective  3: Build the capacity of technical assistance providers and facilitate their absorption of innovations in participatory microfinance



		



		

		

		

		

		

		

		



		

		Description of Activities

		Timeframe

		Actors

		Outputs

		Budgeted

		Expended



		3.1

		Identify and assess potential TA providers

		Oct 2007–April 2008

		PAMIGA manager

		Short list of experts from west and east Africa

		15 000 €

		



		3.2

		Involve local TA providers in capacity building activities to strengthen their delivering capacities

		Oct 2007 – Sept 2008

		PAMIGA staff, technical partners + local TA providers

		2 consultants and 2 firms strengthened

		15 000 €

		



		3.3

		Work with local TA providers to deliver advisory services

		 4th quarter 2007 and 1st and 2nd quarter 2008

		PAMIGA technical staff + local experts

		1 consultant and 1 firm delivered TA activities

		20 000 €

		



		

		Subtotal, Objective 3

		

		

		

		50 000 € 

		





		TOTALS FOR ALL COMPONENTS: Oct, 2007 – Sept, 2008



		



		Category of Expenditure

		Budgeted

		Expended



		I. Personnel and experts

		312 000 €

		



		II. Mission costs (transport, per diem)

		64 000 €

		



		III. Promotion, communication, organization of workshops 

		40 000 €   

		



		IV. Overheads, Audit

		56 000 €

		



		TOTAL

		472 000 €

		





Annex 4: Budget 2006-2011


1€ = 1,65 FCH

		Budget 2006-2011 in euros

		 

		 

		 

		 

		 

		 



		Budget year = 1st Oct to 30th September

		

		

		

		2006-2007

		2007-2008

		2008-2009

		2009-2010

		2010-2011

		Total



		

		

		

		

		

		

		

		

		

		



		

		

		

		

		

		

		

		

		

		



		Personnel and experts North and South

		

		143 000

		312 000

		392 000

		429 000

		475 000

		1 751 000



		

		

		

		

		

		

		

		

		

		



		Mission costs (international transports, per diem)

		28 000

		64 000

		86 000

		95 000

		100 000

		373 000



		

		

		

		

		

		

		

		

		

		



		Promotion, communication, workshops, seminars

		32 000

		40 000

		55 000

		62 000

		66 000

		255 000



		

		

		

		

		

		

		

		

		

		



		Overheads, audit

		

		

		20 000

		56 000

		72 000

		80 000

		88 000

		316 000



		

		

		

		

		

		

		

		

		

		



		TOTAL Expenses

		 

		 

		223 000

		472 000

		605 000

		666 000

		729 000

		2 695 000



		

		

		

		

		

		

		

		

		

		



		Membership fees

		

		

		

		7 000

		12 500

		20 000

		30 000

		69 500



		Co-paiement of services by MFIs

		

		

		12 000

		19 500

		28 000

		60 000

		119 500



		

		

		

		

		

		

		

		

		

		



		Contracts for service delivery

		

		

		20 000

		50 000

		75 000

		90 000

		235 000



		

		

		

		

		

		

		

		

		

		



		Donors

		

		

		

		

		

		

		

		

		



		IFAD large grant

		

		

		123 000

		123 000

		123 000

		123 000

		123 000

		615 000



		IFAD trust fund

		

		

		

		30 000

		70 000

		70 000

		70 000

		240 000



		

		

		

		

		

		

		

		

		

		



		SDC

		

		

		

		

		270 000

		180 000

		100 000

		56 000

		606 000



		

		

		

		

		

		

		

		

		

		



		Foundations: Argidius, Ford, Gates

		

		100 000

		10 000

		150 000

		250 000

		300 000

		810 000



		

		

		

		

		

		

		

		

		

		



		Revenues from Financial Services

		

		pm

		pm

		pm

		pm

		pm

		



		

		

		

		

		

		

		

		

		

		



		TOTAL Revenues

		 

		 

		223 000

		472 000

		605 000

		666 000

		729 000

		2 695 000





ANNEX 5


Acronymes

ADIE : Association pour le Droit à l’Initiative Economique France


AEMFI : Association of Ethiopian Microfinance Institutions


AFMIN : Africa Microfinance Network


AFRACA : Africa Rural and Agricultural Credit Association


APIM: Association Professionnelle d’Institutions de Microfinance


CAPAF : Programme de Renforcement des Capacités des IMF en Afrique Francophone / CGAP


CIDR : Centre International de Développement et de recherche


CGAP : Consultative Group to Assist the Poor


CTMP: Centre technique de Microfinance Participative Burkina Faso


CVECA : Caisse Villageoise d’Epargne et de Crédit Autogérée


DFS : Decentralised Financial System


EIB: European Investment Bank


FIDEV: Finance et Développement Madagascar


K-REP Bank : Kenya Rural Entreprise Promotion Bank


MIFED: Microfinance et Développement Cameroun, Mali


PAMIGA : Participatory Microfinance Group for Africa


PADME: Microfinance Institution in Benin


PMFI : Participatory Microfinance Institutions


RFKMP : Rural Finance Knowledge Management Partnership


SDC: Swiss Agency for Development and Cooperation


Credit Proposal: 

PAMIGA – Improving the Outreach of Rural Microfinance
Institutions in Africa

7F- 05829.01

Phase 1, 1.10.2007 – 30.9.2011

         1'000'000.—



1. Summary

In developing countries, microfinance has proved successful both in terms of social impact and in terms of financial sustainability, at least for some microfinance institutions, and especially in densely populated areas. In rural Africa, the provision of sustainable financial services remains challenging, because of strong environmental constraints. 

In 2005, CIDR (Centre International de Développement et de Recherche), together with international microfinance practioners, launched PAMIGA (Participatory Microfinance Group for Africa), a French not-for-profit organization, to help already-established rural microfinance institutions (MFIs) deepen their outreach in rural areas and strengthen their participatory approaches. 


The overall development goal of this proposal is to contribute to alleviate poverty in Sub-Saharan countries by enhancing access to quality and sustainable financial services, adapted to their needs, for a significant number of poor rural households of small farmers and micro and small entrepreneurs. PAMIGA expects to reach four objectives: 

· Participatory Microfinance Institutions (PMFIs) in Sub-Saharan Countries are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services, through participation in the PAMIGA Network; 


· Promising PMFIs have access to high quality services to modernize their organisation, to become more efficient and competitive and to develop new products, adapted to the rural households;


· Demand led and affordable advisory services are available to PMFIs at national and regional levels;


· PMFI members of the Network have access to longer term financial resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial 
clients.


By 2011, at least 30 rural MFIs serving one million rural households will have joined the Network and benefited from the experiences and innovations of peers. These 30 PMFIs, and an additional 20 second tier MFIs (non-members of the Network), will have benefited from Advisory services provided by PAMIGA and have improved their financial and social performance (depth, breath and worth in rural outreach). At least 12 Local Technical Service Providers will be able to deliver innovative services to rural MFIs. The targeted countries of intervention are: Benin, Burkina Faso, Mali, Senegal and Togo in West Africa, Cameroon and Chad in Central Africa, Ethiopia, Kenya, Tanzania and Madagascar In East Africa. All MFIs operating in rural areas, including remote and food crop areas, with sufficient density and market infrastructure, are eligible for support, on a demand driven principle. 


PAMIGA targets existing rural microfinance institutions, regulated, operating for at least five years, either sustainable or showing perspectives of reaching sustainability, considering that supporting them is the most cost effective way to further reach out into the rural areas. MFIs willing to access PAMIGA services need to commit to expanding outreach in rural areas. 

PAMIGA is relevant to both regional and thematic SDC principles and priorities: Poverty reduction by opening economic perspectives, reducing vulnerability and fostering participation, (institutional) governance, (gender) equity and local organisational capacities. PAMIGA’s focus is on enhancing access to sustainable financial services by poor rural households in Africa. 


PAMIGA developed out of a plan to channel the balance of a credit line with the West African Development Bank into a new regional microfinance initiative. This plan did not take-off, and the E+I Division proposes – for reasons of its merits – to support its re-designed part focussing on capacity development for a time-bound period of 4 years. The SDC grant of CHF 1 million is earmarked to develop and strengthen a regional network and local MFIs and service providers. It corresponds to 22,5 % of PAMIGA's five year budget 2006 - 2011. Other sources of funding are generated income, IFAD and private Foundations.


2. Context and history

In twenty years, microfinance gained positions in the world: some ten thousand microfinance institutions are delivering financial services world-wide to sixty million people who were excluded from the formal financial systems.


Despite this encouraging result, several limitations have been observed:


· Demand for microfinance services is huge: an estimated one billion economically active people are still excluded from the formal financial system.


· Most microfinance institutions operate in an urban environment; they serve a public of micro and small entrepreneurs and poor to lower middle income households. Rural people and the poorer peri-urban public are still widely neglected.


· Actually, despite the fact that most of the population in the South lives in a rural environment where poverty is greater (especially in Africa), rural microfinance is underdeveloped. This is due to several limiting factors: weak infrastructures, low population density, poor education levels, limited access to the markets, etc. These constraints affect the viability of microfinance operations, which means that specific approaches must be developed in order to serve the rural poor in a sustainable way.

Microfinance market evolution, including the entry of commercial banks, leads to an exacerbated competition to gain or keep the better clients and the most profitable towns. This means that not all of the existing institutions will survive and become sustainable: CGAP believes that around 10% of these will be viable in the long run. 


For practitioners in microfinance, committed to poverty alleviation, in this new environment, the challenge is threefold:


· A challenge of vision: there must be a commitment to expanding financial services to those who have little or no access, especially to poor households in rural areas; 


· A methodological challenge: Innovative ways of deepening microfinance outreach in rural environments in a cost effective way needs to be identified and experimented, especially in Sub-Saharan Africa;


· An organisational challenge: There is a need to pilot new organisational settings to enhance effciency of existing financial service providers in rural areas.



From observations and past experiences of major stakeholders, Participatory microfinance institutions (PMFIs) can achieve impressive outreach. They often serve more rural markets than any other type of financial institution. They typically recover their costs at primary level. Through growth or replication, they can serve large numbers of clients. And, though often limited in scope, their services may respond to client demand and cost clients less than their alternatives. A high level of local participation is involved in member-based microfinance institutions: the poor are responsible for credit decisions, for cash management, for the first level of control, for planning and budgeting of their activities. They chose their representatives at the village level, who eventually decide on the general orientations of the whole organization. Frequently, however, PMFIs are plagued by fraud and mismanagement. Their scale - and continued existence - is limited by their governance. PMF Institutions have often a local or regional dimension, and when they are installed in a rural setting, they remain isolated; local managers and elected governors are able to administer their institutions, but they lack the capacity of analysing their environment evolutions, to adapt, to manage risks and to innovate. This also contributes to make the PMF Institutions fragile in the long run and unable to compete on equal terms with other commercial players.

Still, PMF is a key approach for increasing outreach in rural and peri-urban environments in Africa and for providing access to poor households of small farmers and micro and small entrepreneurs. Many PMFIs exist in Sub-Saharan countries and have shown in the recent years, mainly due to strong ownership of their members and of the communities, their relevance as financial service providers in underserved areas. But they must be strengthened structurally to be able to fully play their role. Efforts for such reinforcement support must take into consideration the specificity of these institutions and answer their needs for growth, efficiency, knowledge, information and innovation in an adapted way. Assisting existing and sound PMFIs could be the most cost effective way to ensure access to underserved rural households.

PAMIGA was launched in 2005 by CIDR (Centre International de Développement et de Recherche; see Annex 6 for Acronyms) and a number of world-recognized microfinance experts. CIDR benefits from twenty years of experience in rural microfinance and has gained a tremendous expertise in the sector, which is internationally acknowledged. Other microfinance experts involved in the PAMIGA initiative include leaders from premier West- and East African microfinance institutions (e.g. PADME in Benin and K-REP Bank in Kenya), and other high-profile experts from CGAP and/or with hands-on experiences in microfinance. All initiators of PAMIGA had followed the evolution of rural microfinance in Africa in the last 10-20 years and considered that rural microfinance was entering a new phase. PAMIGA targets:

· Sustainable rural MFIs (or institutions showing perspectives of financial sustainability).They might lack financial resources to grow, to expand, to invest in new infrastructures, new equipments or in training in order to increase their outreach;


· Mature institutions, with appropriate processes and infrastructure. As their environment changes, they will need to progressively modernize and adapt their practices, to research the microfinance sector for new ideas and solutions;


· Already-established rural MFIs, which are not receiving long-term technical assistance anymore. While this technical independence is highly valuable and should remain, rural MFIs lack exposure to other practices and have difficulties to find local microfinance experts able to provide short-term advises to address specific needs.


PAMIGA has been designed to answer these needs with an initiative committed to high quality services in the following fields:

· PAMIGA Financial Services offers quasi-equity funds dedicated to supporting the growth in rural areas (e.g.: increase of the credit portfolio through leverage, investment in a new MIS, develop new products, equipment of new branches).


· PAMIGA Network allows for experience sharing and dissemination of information among peers, ensures that members are exposed to innovations and to best practices in rural microfinance. 
PAMIGA Network constantly develops new methodologies and tools which members can access either through an extranet database or through direct contact with its staff. 


· PAMIGA Advisory Services provides rural MFIs with cutting-edge technical services designed with leading experts in organizational issues: PAMIGA partners with high-quality consulting organizations willing to share their expertise and build tailored approaches, methodologies and tools for rural MFIs. 


PAMIGA is consistent with SDC regional and financial sector development principles and cooperation priorities: Poverty reduction by opening economic perspectives in rural areas, reducing vulnerability and fostering participation, (institutional) governance, (gender) equity and local organisational capacities. Complementary to global networks (CGAP, WWB), PAMIGA, as a regional network, is putting much emphasis on the capitalisation, exchange and dissemination of practical experiences and good practices which can be of a high value to the region as a whole as well as to SDC's thematic knowledge management. References, guidelines and tools will be available to members and partners on line.

3. Goals and objectives


The overall development goal of the proposed initiative is to reduce poverty in Sub-Saharan countries by enhancing access to quality and sustainable financial services, adapted to their needs, for a significant number of poor rural households of small farmers and micro and small entrepreneurs. 

The four main objectives are the following:

· Objective 1: Participatory Microfinance Institutions (PMFIs) in Sub Saharan African countries are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services, through participation in the PAMIGA Network.


· Objective 2: Promising MFIs have access to high quality advisory services to modernize their organisation, to become more efficient and competitive and to develop new products, adapted to the rural households.


· Objective 3: Demand led and affordable high quality and innovative advisory services are available to PMFIs at national and regional levels.


· Objective 4: PMFIs, members of the Network have access to quasi equity and longer term financial resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients.


While the overall PAMIGA initiative includes both a Technical Assistance and Financial Assistance (quasi-equity) component, the SDC grant will provide financial support exclusively for the implementation of the former. 

By joining PAMIGA relatively early in the initiative, as a donor, SDC can facilitate other funders' support to Pamiga, strengthen its rural focus and gain and share experience in rural finance, a key concern of its financial sector strategy. 



At the end of phase 1 of PAMIGA: 


· At least 30  PMFIs serving one million rural households will have joined the Network and have benefited from the experience sharing and innovations from peers;


· These members will have reached an additional 5 to 10% clients per year, out of which 50% are rural households, their loan outstanding will have grown by 5 to 10% p.a. and savings by 10 to 20%. Their operational self sufficiency (OSS) will have progressed by 5% p.a. and administrative efficiency improved by 0.5%. Their Social Performance will be regularly assessed and improved;


· 10 to 30 individual services will have been provided by year to MFIs upon demand;


· Assistance will have been provided in 3 major transformation processes (e.g. mergers, creation of apex banks) leading to upgrading the offers of PMFIs to their rural clients;


· 12 or more Local Technical Service Providers will be delivering regularly high quality services to rural MFIs for a fee;


· At least 20 PMFIs will have benefited from PAMIGA financial services to grow and to deliver medium term investment loans to their entrepreneurial clients.



The sustainability of PAMIGA is therefore threefold. First, the project increases the sustainability of rural MFIs. Second, the project increases the sustainability of the rural microfinance sector, nationally and regionally through mergers of rural MFIs and through the capacity-building of local technical service providers. Last, the project develops innovative and cutting-edge approaches, methodologies and tools which can be disseminated not only to rural African MFIs but also to other rural  MFIs and member-owned institutions in other parts of the world. 

SDC's (E+Is) commitment is limited to four years. Only a (re-)confirmed interest of the concerned Africa Divisions and/or a specific knowledge management concern might be reasons for a reconsideration of this principle. 


Risks: Three risks have been identified for the project: The first risk is linked to the capacity for PAMIGA to be and remain demand-driven. PAMIGA intends to initiate a new type of relationships with rural MFIs. These MFIs are fully autonomous in their decision making process and expect PAMIGA to answer their needs on a case-by case basis. PAMIGA needs to be aware of the risk to work with its own standards and expectations, which might not be relevant to mature rural MFIs. Therefore, a challenge for PAMIGA is to find the required flexibility to adjust to the MFIs needs by building on constant feed-back and evaluation. The second risk relates to partnerships with business sector experts and organizations. Their expertise might not be right away relevant to rural MFIs, or not applicable in a rural African context or too costly to implement. Therefore, PAMIGA developed a thorough work process to ensure that the experts’ skills are tailored to the needs of rural MFIs. Third, the evolution of the microfinance sector creates an environmental risk for PAMIGA. The trend towards more involvement of commercial banks and large players in the sector might result in a marginalisation of rural MFIs, which might be too small and fragile to face the competition. Specifically, member-owned MFI are often seen as more risky and face strong market and environmental constraints. As PAMIGA targets such organizations, if it is not sufficiently reactive and innovative, there is a risk that PAMIGA’s “market” becomes limited and therefore, its services irrelevant or outdated. 


4. Partners and alliances

PAMIGA partners with three categories of organizations. First, rural microfinance institutions, which benefit from PAMIGA services; second, technical service providers, in the South (such as local specialised microfinance consulting/implementing organizations) and in the North (such as business sector organizations), working with PAMIGA to tailor their expertise to the needs of the rural microfinance sector; and third, the development partners from the private and the public sector, with whom alliances are built to develop a learning agenda and to engage in the policy dialogue with governments, Central Banks and other related authorities. 

Rural microfinance institutions expect to get high quality and tailored services from PAMIGA to increase their outreach and strengthen their organization. They may partner with PAMIGA either through PAMIGA Network (the MFI becomes a member of the network) and/ or through PAMIGA Advisory services (the MFI receives a specific technical service). In both cases, the objective of the partnership with PAMIGA is to help the rural MFIs increase their outreach and performance in rural areas. Performance baseline and progress are agreed upon in the contract signed between the MFI and PAMIGA, yearly assessed and monitored and available to all partners on line. All PAMIGA services are designed to improve the technical autonomy of rural MFIs, which are expected to become fully independent in decision making and in strategic planning. The services of PAMIGA are demand driven: all eligible institutions are invited to apply.


Local technical service providers. Through their partnership with PAMIGA, they have the opportunity to deliver services to rural MFIs in their main areas of expertise (e.g.: training, consulting) and to learn from PAMIGA in other areas, either by attending a training/ workshop organized by PAMIGA or by following a mission to a rural MFI. The partnership is beneficial to PAMIGA who increases its capacity to deliver services and beneficial to the local technical service provider who can develop its capacity in new areas of expertise. In a medium term, 
PAMIGA expects local technical service providers to be able to deliver a significant share of all PAMIGA services. PAMIGA intends to open an office in West Africa and one in East Africa in the near future, to be closer to its members and clients. 


Initial local service provider partners are: MIFED (Microfinance et Développement) in Cameroon, MIFED in Mali, FIDEV (Finance et Développement)  in Madagascar, and most Professional Associations in the concerned countries.


Business sector organizations in the North who partner with PAMIGA are organizations willing to be involved in the development/ not-for-profit sector. In some cases, this results from a “corporate social responsibility” policy whereby some staff can work pro bono for not-for-profit organizations. The professionals who commit to work for the non-profit sector have an altruistic approach and want to share their expertise and open new perspectives to their professional life. 

PAMIGA already formalized two partnerships of this type for servicing the rural MFIs: with Deloitte (Paris) Banking and Audit department, to develop Accounting standards, Management information- and Internal control systems; and with Risk Manager Sans Frontière (senior risk managers from the banking sector) to develop innovative risk management approaches. 
PAMIGA expects to finalize three more partnerships in 2008 in the areas of change management, leadership development and human resource management. 


Development partners from the public and private sector whose vision and mission are geared towards poverty alleviation through economic initiatives. Development partners expect concrete outcomes and impact on PMFIs supported. They also expect from this partnership with PAMIGA to enrich their learning agenda and to come up with best practices, norms and standards so as to be able to engage in policy dialogue in the region.

The Development Partners include: IFAD (and the Rural Finance Knowledge Management Partnership involving CIDR-Decentralised Financial System DFS-IFAD, in East Africa), SDC, FORD Foundation, Gates Foundation, CGAP (and the CAPAG hub in West Africa), UNCDF (microfinance window in Senegal and South Africa).


5. Resources


Human resources and expertise 

PAMIGA is, staff-wise, a lean structure, composed of a General manager (areas of expertise include longstanding experience in micro and rural finance in Africa, in building institutions, linking MFIs with banks, in training stakeholders at all levels and in policy dialogue) and a few portfolio managers (progressing from one full-time to three at the end of year five), specialised in participatory microfinance, with a strong academic background in finance and business administration and experience in the field as well as in the private sector (investment banking and consulting). Reference is made to Annexes 2 and 3 for an organogramme and institutional analysis. 

The core management team is complemented by expertise from local service providers (e.g. in the fields of sector analysis, needs assessments at MFI levels etc.; training and consulting).


Governance bodies responsible for overall programme steering and oversight (General Assembly, Board of Directors and Steering Committee) include world-recognised microfinance experts and representatives of funding agencies.


Budgetary resources


Annex 5 gives the budget for PAMIGA's first phase of operation. It is projected at 2,695,000 € (4,447,000 CHF), out of which, SDC is requested to contribute 606,000 € (1,000,000 CHF) or an equivalent of 22.5%. Membership and service fees are expected to contribute 424,000 €, representing 17%. As the Financial Service department is set up, revenues will progressively be generated. Other donors include IFAD (1,1 million USD); further funding is expected to come from private foundations (for technical assistance) and Banks (for financial services).

In terms of viability of PAMIGA’s intervention, the ultimate business model for PAMIGA is to cover its costs through: membership fees (10%), income from technical advisory services (40%), income from financial services (20%) and 30% from grants. 


SDC's (E+Is) contribution (in CHF) over the next four years are planned to be spread as follows:

		7F-05829.01

		2007

		2008

		2009

		2010

		Total in CHF



		Core contribution for technical assistance

		450'000.-- 

		300'000.-- 

		150'000.-- 

		100'000.-- 

		1'000'000.-- 





6. Overall assessment


A number of key stakeholders, from the South and from the North, have been consulted to help define PAMIGA objectives and activities. First, CIDR (Centre International de Développement et de Recherche) and the microfinance experts who launched PAMIGA used their extensive knowledge of microfinance in Africa to design appropriate services for rural MFIs. Second, local stakeholders were involved at the inception stage to provide their inputs on the needs of rural MFIs (e.g.: rural MFIs, local professional associations, local auditing organizations, local service providers). Third, preparation has involved dialogue with key development partners in the microfinance sector in West and East Africa (e.g.: CGAP, IFAD, World Bank, AFD). Annex 3 provides a status of PAMIGA's development as of August 2007.

The result of a SWOT analysis is summarised in Annex 4.  Within SDC, the two Africa Divisions have been consulted. The West-Africa Division is positive of the initiative (it was part of a broader programme emerging from re-financing funds with the West-African Development Bank) and interested to see new and workable approaches to rural finance in Africa (especially for productive purposes) emerging. Due to its limited engagement (presently in Mozambique only), the East Africa Division has, as of yet, a limited interest in PAMIGA. For the Division E+I, PAMIGA is an important, regionally focused innovation in rural finance in line with international good practices which will be interesting to observe in terms of their contextual adaptation and the knowledge products emerging.  


7. Monitoring and Steering


PAMIGA will monitor its achievements against the logical framework included as Annex 1, where the goal, objectives and outcomes and outputs are outlined, together with key indicators to measure performance and progress.


Every year, PAMIGA will define a work plan and budget with detailed activities, present it for validation to its board and to the steering committee. Every six months, a report will be made along the lines of the work plan and the budget. The report will be discussed at steering committee and adjustment made if needed. An annual report will be submitted at latest two months after year end, together with audited accounts.

PAMIGA has collaborated with the MIX (global Microfinance Information Exchange) to set up its own data base and peer group, using the same financial performance indicators (and calculation formula) as for the MIX, for comparison purposes.


Donors, Technical Service Providers and PMFI members will be able to access this data base with a personal login. A special personal space will be created in the near future to allow direct monitoring of services provided to each MFI (type of service, topic, expert, date, duration, cost, output). 


8. Antrag


Aufgrund der obigen Ausführungen beantragen wir, einen Betrag von

CHF 1'000'000.--


zu bewilligen. Die Verpflichtungen erfolgen zu Lasten des Rahmenkredites zur Weiterführung der technischen Zusammenarbeit und Finanzhilfe zugunsten von Entwicklungsländern von 4,2 Milliarden Franken gemäss BB vom 18.12.2003. 

Die sich aus dieser Verpflichtung ergebenden Zahlungen sind zu Lasten des Budgets der DEZA, Kredit A2310.0287, Bestimmte Aktionen de EZA, vorzunehmen. 


Die erforderlichen finanziellen Zahlungsmittel sind im Budget und im Finanzplan der verantwortlichen Organisationseinheit der DEZA enthalten und berücksichtigen die Entscheide des BR zum Entlastungsprogramm 2004.
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Annex 1 - Logical framework 


Overall development goal


Contribute to alleviate poverty in Sub-Saharan Countries by enhancing access to quality and sustainable financial services, adapted to their needs, for a significant number of poor rural households of small farmers and micro and small entrepreneurs.


The following three main objectives will contribute to the achievement of the project goal:


5. Participatory Microfinance Institutions in SSA  are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services.


6. Promising PMFIs have access to high quality advisory services to modernize their organisation, to become more efficient and competitive and to develop new products, adapted to the rural households.


7. Demand led and affordable high quality and innovative advisory services are available to PMFIs at national and regional levels.


8. PMFIs, members of the Network, have access to quasi equity  and longer term resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients.

		1. Participatory Microfinance Institutions in SSA  are strengthened in their institutional, organizational and technical capacities to provide sustainable, cost effective rural financial services




		Outcomes

1.3. A Network of Participatory Microfinance Institutions is created and is functional


1.4. Members of the Network have improved their outreach and performance


Outputs


1.1.1.Thematic workshops for exchange of experiences, innovation sharing and cross-cutting issues analysis for rural finance improve the quality of services provided by the participating MFIs and their performance.


1.1.2.PAMIGA Network has capitalised on best practise and innovation in Participatory Rural Microfinance Institutions, assessed their social and financial performance and is empowered to contribute to policy dialog at national, regional and international level

		Indicators

1.1. At least 30 rural MFIs serving one million rural households have joined the Network by 2011 and have benefited from the experiences and innovations of peers.


1.2.  Outreach: +5-10% per Year out of which 50% rural poor, Performance: +5-10% Loan Outstanding, +10- 20% savings mobilised, OSS: +5 p.a., Admin.Efficiency: -0.5-1% P.a.  SPI >55


1.1.1. One to two regional workshops involving practitioners, sector leaders, from West, Central and East African countries. Key decisions for change are made and implemented as follow up.


1.1.2.1. Data base and peer group for African rural MFIs: Performance of at least 30 to 50 rural MFIs benchmarked


1.1.2.1. Publication of one cross-cutting thematic study per year on rural financial services providing in-depth analysis of challenges and trends.



		2. Promising PMFIs have access to high quality advisory services to modernize their organisations, to become more efficient and competitive and to develop new products, adapted to the rural households




		Outcomes

2.1.Promising MFIs have access to customised methodologies and tools in strategic planning, financial projections, organizational change processes, key management systems (MIS, risk management, internal control, liquidity management..), product development and marketing through advisory services tailor made to their business plans.


2.2. The rural financial intermediaries have access to technical assistance to merge, transform or form apex banks to improve their efficiencies by adopting innovative banking technologies to reduce transaction costs and risks associated with the services to poor rural households


Outputs 


2.1.1.In-country short training sessions are organised to raise awareness


2.1.2. Tailor made advisory services are provided upon demand to the MFIs that have identified their needs through participation in the sensitisation training: institutional diagnosis, develop of action, monitoring of progress and impact in all the expertise areas proposed by PAMIGA


2.2.1. Through transformation, rural MFIs are able to offer a larger variety of products to a larger number of small farmers, micro and small entrepreneurs 

		Indicators

2.1. 10-30 individual advisory services are provided by year upon demand to MFIs, to members and non members of the Network 


2.2.Assistance to at least 3 major transformation process affecting rural financial intermediaries, leading to upgrading their offers for the rural clients .


2.1.1. 2 to 5 training sessions per year involving 15 to 20 practitioners in each, are organised in the three sub regions.


2.1.2. 6 tool kits are designed, tested and capitalised in practitioner friendly formats and available to PMFIs by 2011


2.2.1. At least 5 new savings and loan products are developed for rural MFIs, involving new technologies to reduce costs for delivery



		3. Demand led and affordable high quality innovative advisory services are available for PMFIs at national and regional levels



		Outcomes

3.1. A local market for high quality advisory services delivered by local Technical Service Providers related to PAMIGA has emerged.


Outputs


3.1.1. The capacities of Local Technical Service Providers are strengthened to provide quality services and to propose innovation, for a fee, to the rural MFIs

		Indicators

3.1. At least 12 Local Technical Service Providers deliver regularly innovative services to rural MFIs for a fee.



		4. PMFIs, members of the Network, have access to quasi equity  and longer term resources to fund their growth and address the equipment and investment needs of their rural entrepreneurial clients

		Outcomes

4.1. PAMIGA Financial Services is set up and provides equity, quasi equity and guarantee to PMFIs to access to long term resources

		Indicators

At least 20 PMFIs benefited from the financial services





Annex 2 - Organization framework (including relations to external stakeholders)
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Annex 3 – Institutional analysis and status of development of PAMIGA as of August 2007

PAMIGA (Participatory Microfinance Group for Africa) is a French not-for-profit organization which started its activities in 2006. It was launched by CIDR (Centre International de Développement et de Recherche) and a number of world-recognized international microfinance practitioners. PAMIGA’s mission is to improve the outreach of rural microfinance in Africa. PAMIGA is organized in three lines of services: 
PAMIGA Network, PAMIGA Advisory Services and PAMIGA Financial Services. 

PAMIGA Network provides a forum for experience sharing and dissemination of good practices of rural microfinance institutions;

PAMIGA Advisory Services provides training and consulting in the following areas:


· Organizational development 

· Product development


· Risk management


· Management Information Systems


· Costing and pricing


PAMIGA Financial Services provides quasi-equity funds. 

PAMIGA Advisory Services and PAMIGA Network rely on an innovative partnership model to design and deliver technical services to rural MFIs. PAMIGA partners with a number of specialised consulting organizations committed to build tailored services for rural microfinance institutions through their collaboration with PAMIGA (e.g.: Deloitte). Through this model, PAMIGA delivers cutting-edge technical services to rural microfinance institutions.


The General Manager of PAMIGA, Renée Chao-Béroff, is the R&D director of CIDR. She has 25 years of experience in micro and rural finance in Africa, in building institutions, linking MFIs with banks, in training stakeholders at all levels and in policy dialog. She has been an early member of the Policy Advisory Group of CGAP (1996 –1999). 


The portfolio managers benefit from strong academic backgrounds in finance and business administration, significant field experience in the micro-finance sector, as well as relevant experience in the private sector (investment banking and consulting). They have carried out similar works at CIDR and other development NGOs (e.g.: technical assistance to MFIs, programme management in micro-finance, product development for MFIs). 


PAMIGA is committed to assist selected Local Technical Service Providers (TSPs) that are serious in delivering quality services and innovative solutions to PMFIs, to build both their institutional capacities and skills of staff to sustain a local / regional advisory service market for the rural sector. To this end, PAMIGA envisages to decentralise its activities in West and East Africa and to subcontract some core activities to a few TSPs in the countries of intervention.

Status of development of PAMIGA as of August 2007

During its first year of operation (2006-2007), PAMIGA has been legally registered as an Association in France, a board of founding members has been  providing guidance to the technical team, staff has been recruited and an office is set up in Paris. Technical Partners in the South and in the North have been collaborating with PAMIGA to develop methodologies and tools on core fields of expertise. Communication and Management tools have been developed: web site, brochure, administrative and financial procedures, data base and performance monitoring system in collaboration with the MIX (Microfinance Information Exchange). 


The Network has three full members: CVECA (Caisse Villageoise d’Epargne et de Crédit Autogérée) Pays Dogon in Mali, CVECA Soum in Burkina Faso and Vola Mahasoa in Tulear region in Madagascar. Four more are in the process of being assessed: CVECA Centre in Cameroon, ACFB (L’Association des Caisses de Financement à la Base) in Benin, CVECA San-Djenné in Mali and CVECA Boucle du Mouhoun in Burkina Faso. Advisory services have been delivered to Buusa Gonofa MFI in Ethiopia (training plan for staff), and to CVECA Soum (Business Planning). A three day training in costing and pricing is planned to take place in Cameroon in September 2007 (20 MFIs expected to attend) and a eight days advisory service in Risk Management is expected to take place at Vola Mahasoa end of September. For each service, PAMIGA requests feed back and evaluation from its members / clients.


By now, after a first year of operation, PAMIGA could be considered fully functional.


Annex 4 – Project SWOT analysis

		Strengths

· Good understanding of the needs of rural MFIs, thanks to constant feed-back from high-profile PAMIGA board members, based on their field experience -PAMIGA adapts its services to complement existing services in the market and to bring more innovations


· Strong expertise and networks through CIDR track-record, contacts and expertise in rural microfinance


· Skilled staff with high academic profile, significant hands-on experience in rural MFIs and significant experience in the private sector (banking and consulting). All staff have at least ten years of relevant professional experience. 


· Strong partnerships with leading consulting organizations and leading experts committed to sharing their expertise with PAMIGA and to develop innovative approaches, methodologies and tools for rural MFIs 


· Capacity to deliver complementary financial and technical services


· Long-term involvement with rural MFIs through PAMIGA Network, allowing PAMIGA to “make a difference” in the sector




		Weaknesses

· Limited geographical scope (rural Africa) while MFIs from other areas could benefit from PAMIGA services


· Young organization, which needs to build a track-record


· Small and expertise intensive organisation that believes in Knowledge Management and Innovation sharing while MFIs may prioritise access to grants and subsidised funds






		Opportunities

· Recognition from all stakeholders of the role of MF in poverty alleviation and challenges to be overcome to deepen and broaden outreach in rural areas in Africa


· Most needs of rural MFIs can be answered by PAMIGA and help increase the outreach in rural areas


· A growing number of private sector experts who benefit from relevant expertise are willing to engage in developmental activities through partnerships with PAMIGA


· New laws and regulations for MF more conducive 




		Threats

· New players involved in microfinance with little expertise and little commitment towards sustainability (e.g.: government programmes, large urban based commercial banks)


· Policy and regulatory environment (e.g. interest rates caps); influence of political leaders on business practices of financial institutions





Annex 5 – Budget 

1€ = 1,65 CHF

		Budget 2006-2011 in euros

		 

		 

		 

		 

		 

		 



		Budget year = 1st Oct to 30th September

		

		

		

		2006-2007

		2007-2008

		2008-2009

		2009-2010

		2010-2011

		Total



		

		

		

		

		

		

		

		

		

		



		

		

		

		

		

		

		

		

		

		



		Personnel and experts North and South

		

		143 000

		312 000

		392 000

		429 000

		475 000

		1 751 000



		

		

		

		

		

		

		

		

		

		



		Mission costs (international transports, per diem)

		28 000

		64 000

		86 000

		95 000

		100 000

		373 000



		

		

		

		

		

		

		

		

		

		



		Promotion, communication, workshops, seminars

		32 000

		40 000

		55 000

		62 000

		66 000

		255 000



		

		

		

		

		

		

		

		

		

		



		Overheads, audit

		

		

		20 000

		56 000

		72 000

		80 000

		88 000

		316 000



		

		

		

		

		

		

		

		

		

		



		TOTAL Expenses

		 

		 

		223 000

		472 000

		605 000

		666 000

		729 000

		2 695 000



		

		

		

		

		

		

		

		

		

		



		Membership fees

		

		

		

		7 000

		12 500

		20 000

		30 000

		69 500



		Co-paiement of services by MFIs

		

		

		12 000

		19 500

		28 000

		60 000

		119 500



		

		

		

		

		

		

		

		

		

		



		Contracts for service delivery

		

		

		20 000

		50 000

		75 000

		90 000

		235 000



		

		

		

		

		

		

		

		

		

		



		Donors

		

		

		

		

		

		

		

		

		



		IFAD large grant

		

		

		123 000

		123 000

		123 000

		123 000

		123 000

		615 000



		IFAD trust fund

		

		

		

		30 000

		70 000

		70 000

		70 000

		240 000



		

		

		

		

		

		

		

		

		

		



		SDC

		

		

		

		

		270 000

		180 000

		100 000

		56 000

		606 000



		

		

		

		

		

		

		

		

		

		



		Foundations: Argidius, Ford, Gates

		

		100 000

		10 000

		150 000

		250 000

		300 000

		810 000



		

		

		

		

		

		

		

		

		

		



		Revenues from Financial Services

		

		pm

		pm

		pm

		pm

		pm

		



		

		

		

		

		

		

		

		

		

		



		TOTAL Revenues

		 

		 

		223 000

		472 000

		605 000

		666 000

		729 000

		2 695 000





Annex 6 - Acronyms

ACFB: L’Association des Caisses de Financement à la Base

APIM: Association Professionnelle d’Institutions de Microfinance


AEMFI : Association of Ethiopian Microfinance Institutions


CAPAF : Programme de Renforcement des Capacités des IMF en Afrique Francophone / CGAP


CIDR : Centre International de Développement et de Recherche


CGAP : Consultative Group to Assist the Poor


CTMP: Centre technique de Microfinance Participative


CVECA : Caisse Villageoise d’Epargne et de Crédit Autogérée


DFS : Decentralised Financial System


FIDEV: Finance et Développement


K-REP Bank : Kenya Rural Entreprise Promotion Bank


MIFED: Microfinance et Développement


MIX: Microfinance Information Exchange


PAMIGA : Participatory Microfinance Group for Africa


PADME: Microfinance Institution in Benin


PMFI : Participatory Microfinance Institutions


RFKMP : Rural Finance Knowledge Management Partnership


SDC: Swiss Agency for Development and Cooperation


WWB: Women's World Banking


� All board members except CIDR are acting on their personal status and do not represent their institutions



� When preparing the first Annual Work Plan and Budget, the “Expended” column will usually be left empty. If there was a retroactive clause in the grant for expenditures prior to the start date, then these expenditures would go here.
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PAMIGA_ProDoct_Credit Proposal.doc


t.311 Am Cen 26 – FRS 

PROMIFIN:  Financial services program for low-income groups


Credit No. 7F-03065.02
Phase 2 (4) 01.08.2006 – 31.07.2009
___CHF 4’200’000,-


SUMMARY 


		Programme Title

		PROMIFN



		Régisseur

		FACET/A



		Credit No.

		7F-03065.02



		Phase (duration)

		II (IV) Phase (1.08.06 – 31.07.09)



		Amount requested

		CHF  4,200,000



		Total prior phases

		CHF  10'312'000


(CHF 4'500'000 with FACET)



		Overall total 

		CHF  14'512'000





The micro-finance sector in Central America has shown in the last three years remarkable growth rates in terms of credit portfolio, supported by the resources that donors and some private institutions provided to the sector to finance technical assistance for institutional strengthening and credit funds. Nevertheless, in Honduras as well as in Nicaragua, the expansion of financial services is affected by important limitations, such as weak technologies, inefficient processes and little systematic efforts to understand better clients’ needs and realities. As a consequence there is still a high degree of mismatch between the supply of financial services and the real demand. The supply of other financial services (savings, insurance, remittance payments) is poorly developed. Micro-finance institutions still have high operating costs and thus high interest rates. They are also subsidy dependent. Some of these organizations, with the support of SDC and other donors, have been strengthened and have improved their financial outreach and service quality. Governments in the region are also starting to take steps towards the promotion and regulation of micro-finance institutions.  


During Phase III, PROMIFIN supported technology development and strengthening of financial services directed to low-income populations. The program worked with more than 70 MFIs in 3 countries, contributed to the improvement of the technical assistance supply through know-how transfer of 6 micro finance standardized tools to local technical assistance providers, supported the improvement of training and information service provision to MFIs, and contributed strongly to the development of a shared vision directed to the creation of an inclusive financial system through better coordination and consensus building among donors, private sector and governments.  These achievements have been recognized by the CLEAR evaluation carried out by CGAP in Nicaragua on March 2005, but there remains important challenges ahead. The consortium FACET/A implemented the Phase III of the Program, whereas earlier phases were executed directly by SDC. 


For this phase, the objective of PROMIFIN is to contribute to an inclusive economic development, that generates income for low-income populations, by strengthening the micro-finance sector. The strategy of the program is based on the following:  selection of and support to institutions committed to broaden access to lower-income groups and to diversify financial services; dissemination of innovations by means of knowledge management; development of competitive markets; promotion of links with productive chains; implementation of a gradual subsidy reduction scheme; focus on low-income populations with limited access to financial services; promotion of alignment and harmonization. The leverage of resources of PROMIFIN with other donors and governments are part of the strategy of the program. PROMIFIN will continue fostering institutional sustainability at three levels: at the micro level by transferring knowledge and management capacities to MFIs; at the meso level by transferring knowledge MFIs’ service providers to enhance their capacity and  competitiveness; at the macro level by encouraging the formulation of public policies that further develop micro finance services and build consensus among public and private actors. One of the challenges that the program will face is the promotion of links between financial and non financial services, while maintaining its financial service specialization.  The amount of CHF 4,200,000 is requested for Phase IV, covering the period from 01.08.2006 to 31.07.2009.


1. CONTEXT, BACKGROUND


Central America has a labor market structure in which 64% of the active economic population works in two sectors: traditional agriculture and micro and small enterprises. These types of economic activities (and people working or related with them) are usually excluded from the formal financial sector because of the low risks credit providers are willing to take
 and the high operational costs they imply.  This situation has encouraged the emergence of another type of service providers: the microfinance sector. Despite charging higher interest rates for loans than the formal banking system
, clients generally continue to work with these providers because of their quick and effective response.


The microfinance sector in Central America is characterized by the presence of a large number of NGOs and Cooperatives (see Annex 8), which have specialized in providing financial services (mainly short term loans). Some of these institutions have been strengthened and now provide better services, but their cost structure is still high and high subsidy dependency persists. Likewise more efforts are needed to increase the supply of other financial services (savings, insurance, remittance payment). Governments in the region (particularly Honduras and Nicaragua) are also starting to take steps to strengthen regulatory frameworks and second tier institutions.  

During the last 3 years the microfinance industry in Nicaragua and Honduras has shown significant growth rates, supported mainly by the international cooperation and the availability second tier lending funds. As a result, more resources are available and the increased availability of better and more specialized knowledge helped MFIs in expanding  financial services to new, previously excluded clients. Nevertheless, as the competition increases, urban markets of easier access, lower risk and higher profitability (mainly informal commerce) will get saturated, which will probably lead to lower growth rates. Therefore, it can be expected that MFIs will direct their efforts increasingly towards rural areas, poorer urban areas and productive segments, particularly those with potential linkages with promising production and commercialization chains. It is important to point out that due to the growth experienced, some MFIs in Nicaragua (mainly those regulated by the Superintendency of Banks) have grown rapidly and increased their average loan size (> 40%  between 2003 and 2005 –see Annex 8), no longer covering only micro but also small enterprises.   Smaller, non regulated institutions have also grown but keep providing smaller loans, that cover to some extent, also rural areas (some because it makes sense business-wise, others because of donors requirements). However, in Honduras as well as in Nicaragua, the expansion of financial services is still affected by important limitations, such as weak technologies, inefficient processes and little systematic efforts to understand better clients’ needs and realities. As a consequence there is still a high degree of mismatch between the supply of financial services and the real demand. It also persist a modest availability of long term financial resources which restricts long term productive investments.    

There are some differences and many similarities between the micro-finance sectors in Nicaragua and Honduras. For example, Credit Unions are very weak in Nicaragua, but stronger in Honduras (in both cases with low specialization in micro finance). Nicaragua’s microfinance sector is the most aggressive in developing products for rural areas, but is less developed because of weaknesses in the business environment (Honduras has a specific microfinance law, whereas in the case of Nicaragua such law is still under discussion by the National Assembly). The industry in both countries faces high administrative costs with products and processes not well market oriented. High demands for better microfinance technology persist in both countries. Another common point in the two countries is the relative slow development of service providers for MFIs, specially the technical assistance providers, which consist more of free lance consultants rather than specialized institutions. These comparisons demonstrate the potential of a regional approach: the two countries need to advance with regard to deepening and diversification of their financial services for low-income groups. Furthermore, the industry in both countries could benefit from more fluid exchange of information and sharing of regional experiences on how to improve their own services. In this context, regional and international sharing of know-how on how to support the microfinance industry would help governments and donors alike to better focus their efforts and to improve effectiveness of their assistance particularly with regard to expanding coverage and access, and thereby the inclusiveness of the financial sector.

In this context and since 1999, SDC launched an institutional strengthening program for the microfinance sector in Nicaragua, called PROMIFIN. This program, executed directly by SDC during the second phase, and only in Nicaragua, worked closely with eight financial organizations in their efforts to become more efficient and client-oriented.  The program supported strategic planning, which helped the MFIs to develop a more comprehensive idea of their future and better plans to serve their clients. PROMIFIN Phase II, also helped improving professional quality of trainings given to  MFI’ workers, harmonization of MFI’s accounting systems and donor coordination efforts aiming at a more systemic approach to the sector. According to the 2002 self-evaluation, program implementation was delayed because of the limited absorption capacity of MFIs and because PROMIFIN assistance was not fully tailored to the needs of MFIs. 


During its Phase III, PROMIFIN, executed by the consortium FACET BV and FACETA CENTRAL, has supported technology development and strengthening of financial services directed to low-income populations  The program worked with more than 70 MFIs in 3 countries, contributed to the improvement of the technical assistance supply through know-how transfer of 6 micro finance standardized tools to local technical assistant providers and continued to support the improvement of training and information service provision to MFIs at regional level. These IMFs experienced an average growth rate of their clients of 35%, and 37% for their portfolio; with a total of 350 thousand clients, a loan portfolio of US$ 200 millions, and an average loan of approximately US$ 570. The program also contributed strongly to the development of a shared vision directed to the creation of an inclusive financial system through a better coordination and consensus building among donors, private sector and governments. These achievements have been recognized by the CLEAR evaluation carried out by CGAP in Nicaragua (March 2005) and by the review mission of the Program (November 2005).    


PROMIFIN is part of the priority sector “private sector development” of SDC’s Central America Regional Program (PRAC 2000-2006) that includes financial services, non-financial services for micro, small and medium enterprises, and in the near future also vocational training. Furthermore, PROMIFIN’s stronger emphasis on links between financial and non financial services, and rural finance will increase synergies with the priority sector “agricultural development”. PROMIFIN is also related to SECO’s investment promotion instruments, and in particular to the programs called Emergency Liquidity Funds (ELF) and Technical Assistance for Service Development (leasing).

2. OBJECTIVES


For this phase, the objective of PROMIFIN is to contribute to an inclusive economic development that generates income for low-income populations. In this context, the program will support the access of low-income sectors with economic potential to an efficient, sustainable and inclusive financial system. 

Impact hypothesis: focusing on partners with high commitment to the development of sustainable and inclusive financial markets, will allow to broaden the access of low-income segments to financial services and will bring about in these segments an increase in their employment and income levels.  

The strategy of the program is based in following elements: 

a) selection of and support to institutions committed to broaden coverage and to diversify financial services;


b) promotion of links with productive chains;


c) dissemination of innovations by means of knowledge management and exchange; 

d) focus on low-income populations with limited access to financial services;


e) development of competitive markets; 

f) promotion of alignment and harmonization; 

g) implementation of a gradual subsidy reduction scheme

Gender, governance and empowerment are cross-cutting themes of work for the program. The leverage of resources of PROMIFIN with other donors and governments are part of the strategy of the program. For element “b” of the strategy, the program will promote the formation of alliances with non-financial service providers to work in coordinated, complementary and integral schemes for covering the target population, with focus in rural areas. Regarding this, the program will support methodologies or strategies for developing financial services that endow IMFs with tools tailored to local demands.

PROMIFIN will continue fomenting institutional sustainability in three levels: 

1. micro level: transferring knowledge and management capacities to MFIs; 

2. meso level: transferring knowledge and capacities to MFIs service providers and promoting their competitiveness; 

3. macro level: encouraging the formulation of public policies that further the development of micro finance services and consensus formation among public and private actors. Regarding this level, PROMIFIN will also identify institutions that could administer the co-financing fund. 

For these purposes, PROMIFIN will continue using in Phase IV mechanisms such as the development of managerial tools and co-financing funds, used with success during the Phase III. The Logical Framework of the program (Annex 3) provides the specific objectives, activities, indicators and assumptions.

3.
PARTNERS AND PEOPLE CONCERNED


The program will be implemented by Consortium FACET/A
 (see institutional analysis in annex 5). The role of FACET BV is to facilitate access to international knowledge, experiences and best practices. FACETA Central will be in charge of a close follow up and strategic advice.  


Financial service providers, government institutions and donors working in the sector and providers of complementary services, such as technical assistance or credit bureaus, are the main program partners.  Since the program looks at the microfinance market, it will continue to play an important role in supporting coordination and subsidiarity of the different actors. In each of the two countries as well as at the regional level, PROMIFIN will actively participate in coordination mechanisms together with government institutions and donors that support private sector development. In particular, PROMIFIN coordinates closely with SETEC (Secretariat for Technical Coordination of the Presidency) and FNI (2nd Tier Investment Fund) both in Nicaragua; BMI (Banco Multisectorial de Inversiones) in El Salvador; CNBS (Bank and Insurance Commission), CONAMIPYME (National Comission for Micro, Small and Medium Enterprises) and FONADERS (Rural Development Fund), in Honduras; and with GTZ, World Bank and IDB programs at national and regional level in order to contribute to reduce or avoid market distortions caused by external interventions in the market.  


The final beneficiaries of PROMIFIN are expected to be low-income people from rural and urban areas, and/or sectors with potential of being linked to commercial and productive chains: small entrepreneurs and agricultural producers, and their families. A strong coordination between the Swiss Cooperation Office and FACET/A will allow  carrying out an effective policy dialogue in the region.  In Honduras and Nicaragua, PROMIFIN also coordinates closely with other SDC funded programs in order to develop a coherent SDC intervention in the rural and/or the private sector. Information sharing with other micro-finance programs in Latin America will also be promoted.


4.
MEANS

PROMIFIN has an office in Nicaragua and another one in Honduras. FACET/A will execute the program and provide technical advise. SDC will be financing the entire program, partner's contributions are foreseeable in the context of the co-financing fund (see budget as per annex 4):   


[image: image1]

Note: the PLE (overhead), equivalent to 12% of total expenses, has been distributed among AP1, AP2, AP3 and AP4. Office costs/program management include also salaries.

Exchange rate: 1 USD = CHF 1.30


5. 
OVERALL ASSESSMENT 


The project document for this fourth phase builds on the assessment of demand and potentials (self evaluation workshops in Nicaragua and Honduras), lessons learnt (review mission 11/2005), experiences of the executing firms selected through a competitive process and 

stakeholder participation. Stakeholders from Nicaragua and Honduras validated and enriched the proposal of FACET/A in workshops carried out in Nicaragua and Honduras (3/2006). 

Consultations with stakeholders showed clear interest for the program but also raised high expectations. Requests for support and collaboration could easily exceed the Program’s capacity and means; hence, regulations for the co-financing fund will be carefully adjusted for Phase IV. 


A challenge for the program is to promote links between financial and non financial service providers in the search for a most effective way for MFIs to serve their clients and to provide more integrated services while maintaining their financial service specialization.  Active actors in financial and non financial services willing to coordinate and jointly provide better services for final clients will be sought in order to promote strategic alliances or efforts coordination between them. 


Other risks and risk management elements include (further details in annex 2): 


· The reluctance of MFIs to share experience due to an institutional culture that tends to be driven by self-interests and less by cooperation and alliance building, and to the growing of a more competitive market. The program will develop strategies that foster mutual learning and cooperation.


The Employment and Income Division of SDC participated in the development of this proposal, and fully supports it. SECO/IFET has been informed and supports the proposal as complementary to SECO's activities in the region. The Swiss Embassies in Costa Rica and Guatemala were consulted.

6.
MONITORING 

The program’s logical framework provides a system of indicators that will serve as a guide to evaluate progress and general performance of PROMIFIN. The program will adjust the monitoring system developed on Phase III, to include the indicators described in the logical framework. The system shall also provide useful information to MFI partners and relies on information provided by them. The Cooperation Office in Managua will ensure that monitoring becomes a routine activity of PROMIFIN. The expected contribution of the Strategic Steering Committee is to guide the Program and ensure that it responds well to the demands and dynamics in the context. The program will carry out a self-evaluation in 2008, to be followed in 2009 by an External Review which is to be of a prospective nature and is expected to discuss and add elements for the next Phase of PROMIFIN.


PROPOSAL


Based on the above considerations, a credit approval is requested for the amount of 


CHF 4’200’000,--


to cover the expenses of the third phase of PROMIFIN as from August 1st, 2006 to July 31st, 2009.

L’engagement se fera à la charge du crédit de programme de 4.2 milliards de francs suisses destinés à la coopération technique et à l’aide financière selon l’AF du 18 décembre 2003 Les dépenses découlant de cet engagement seront imputées à la rubrique 202-3600.002. Ces dépenses sont inclues au budget et au plan financier de l'unité d'organisation responsable de la DDC et tiennent compte de la décision du CF relative au programme d'allègement budgétaire 2004.

Annex 1:  Last Phase Committee Operations Act


Zentralamerika 26 (bisher Nicaragua 18) - Antrag 7F-03065.01 (MTD/PER)
PROMIFIN - Finanzdienstleistungen, 
Phase 1 (3), 1.8.03-31.7.06





CHF 4'500'000.-


Die neue Struktur für Kreditanträge wurde gut umgesetzt.


Die Beachtung der Genderdimension (z.B. bei der differenzierten Nachfrage nach Finanzdienstleistungen oder im Impaktmonitoring) ist wichtig. Bei der Ausgestaltung des Fonds muss vermieden werden, dass es zu Subventionierung und Marktverzerrung kommt, der Akzent auf Entwicklung – und nicht: Anwendung/Verbreitung – von Innovationen ist angemessen. 


Beim Régisseur handelt es sich um eine neue Partnerschaft, ein entsprechendes Suivi ist angezeigt, sowie eine periodische Berichterstattung über die Zusammenarbeit mit dem Régisseur. Betreffend der Ausstiegsstrategie kommt einem differenzierten Vorgehen des Projekts im Bereich der komplementären Dienstleistungen für die Mikrofinanzinstitutionen eine besondere Bedeutung zu: das Projekt soll coachen, vermitteln und ausbilden und damit lokale Kapazitäten stärken.



Entscheid: Der Antrag wird zur Annahme empfohlen.


Annex 2:  Context and risk analysis


Los gobiernos de Nicaragua, Honduras y El Salvador, están haciendo esfuerzos significativos, apoyados por la comunidad donantes y las instituciones multilaterales, por lograr un desarrollo económico inclusivo, que permita beneficiar a los sectores más desfavorecidos de la población  Un requisito indispensable para alcanzar este objetivo es el fomento de un sector financiero eficiente con una cobertura amplia, que permita realizar, a través de la intermediación, las inversiones en los proyectos productivos, agilice los medios de pago, ayude a fomentar el ahorro interno e integre a este grupo meta más fácilmente en la economía nacional y de la región. Sin embargo, por diversas razones los servicios financieros no han llegado a la mayoría de la población de bajos recursos de zonas rurales, ni se han diversificado recogiendo los intereses de la demanda, la cual, según un estudio realizado por PROMIFIN en el 2002, está requiriendo servicios de ahorro, de transferencias, de seguros, entre otros.


Por otro lado, el futuro de las Instituciones de microfinanzas (IMF) está directamente relacionado con sus resultados económicos, es decir, con la rentabilidad de las actividades financieras. Hasta ahora las organizaciones centroamericanas se concentran principalmente en el mercado de la microempresa como su cliente principal y la mayoría (con excepción de las cooperativas y algunas IMFs reguladas), casi exclusivamente con el producto crédito.  A través de la diversificación de servicios y la introducción de nuevos productos, las IMF deberían lograr un mayor rendimiento. Como se mencionó, el tema de ahorro es sumamente importante para los clientes pobres y además es clave para satisfacer la demanda de recursos de las IMF, las cuales, dada la situación de líneas de crédito disponibles, en un corto plazo necesitarán llegar a captar recursos para reducir así los costos financieros.


Las tendencias en otros países señalan que en los mercados financieros competitivos, solo las entidades rentables sobreviven. Existe un acuerdo común en que los servicios ofrecidos por las IMF deberían ser sostenibles ya que sólo a través de instituciones autosuficientes y confiables se puede alcanzar impacto entre la población meta a largo plazo.  Durante la maduración del mercado de microfinanzas centro americano, que todavía se caracteriza por elevados costos operativos, altas tasas de interés y una dependencia de subsidios, muchas de las IMF actuales desparecerán. Solo las IMFs que cuentan con ventajas comparativas notables como lo son: cobertura geográfica, infraestructura, imagen institucional, acceso a la tecnología informática y financiera, conocimientos de las demandas específicas de ciertos sectores pobres o segmentos de mercado, entre otros, pueden alcanzar una mayor eficiencia en sus operaciones y establecer o incrementar sus niveles de rentabilidad.


Una estrategia para desarrollar la industria de las microfinanzas en Centroamérica debe contribuir a la solución de tres problemas relacionados con este sector: 


a) La ineficiencia; 


b) La insuficiencia, o sea la cobertura modesta en términos de diversificación de servicios y alcance hacia poblaciones rurales y la escasa capacidad de desarrollar/adaptar sus servicios financieros a las necesidades de sus clientes;  


c) La factibilidad o viabilidad del sistema 


La estrategia desarrollada para PROMIFIN procura contribuir a resolver estos tres problemas mediante el trabajo coordinado con gremios, gobierno y cooperación internacional.  Pero persisten aún amenazas en el entorno que representan un riesgo para el programa, las que se presentan a continuación junto con sus posibles medidas de mitigación:


		Riesgos

		Acciones de Mitigación



		El manejo político y no técnico del gobierno y las fuerzas políticas del país respecto al marco regulatorio de las microfinanzas, en particular en Nicaragua.  Se considera que estas condiciones de inestabilidad política e institucional van a mantenerse para las instituciones microfinancieras en los próximos años por lo que habrá que apostarle a la generación de consenso para consolidar los avances en torno al marco legal.

		· Supervisar cumplimiento de condiciones de transparencia antes, durante y después de los convenios y actividades que involucren a instituciones públicas.


· Fomentar/participar en diálogo entre actores (bilateralmente, mesas, …)


· …



		Políticas asistencialistas del gobierno y de sectores de la cooperación respecto a las microfinanzas.  PROMIFIN debe continuar siendo un referente importante para difundir mejores prácticas también entre los donantes.

		Elevar el perfil de discusión técnico sobre el tema, involucrar en la reflexión a instituciones multilaterales como el BID, Banco Mundial y FMI.



		La visión de corto plazo de muchos gerentes de instituciones microfinancieras y el celo institucional que aún persiste en un mercado cada vez más competitivo. Al ser estos rasgos negativos de la cultura institucional su solución solo es posible en el largo plazo, lo que implica que el programa deberá desarrollar estrategias que le permita contornear o neutralizar estos factores para aprovechar mejor las oportunidades de interaprendizaje.

		Se desarrollarán estrategias que permitan aprovechar mejor las oportunidades de interaprendizaje, definir elementos de estrategias (bienes públicos comunes, serivicios compartidos, agencias compartidas, ….???)






		La falta de transparencia de las gremiales de las instituciones de microfinanzas en sus decisiones estratégicas
.  El programa deberá ayudar haciendo un contrapeso para evitar incorporación excesiva de los intereses exclusivos de las gremiales en las actividades que se fomenten.  

		· La inclusión de elementos técnicos para sopesar los beneficios y costos de cada propuesta constituye un mitigante a este riesgo.


· fomentar una red de interlocutores técnicos en las gremiales 



		El Tratado de Libre Comercio con Estados Unidos amenaza la existencia de los microempresarios de menor tamaño o con poca capacidad de mejorar la calidad de sus productos, principal cliente de las instituciones de microfinanzas. 

		El programa por lo tanto debe asumir un papel proactivo en fomentar la diversificación de clientela y desarrollar experiencias que permitan apoyar la interacción de las IMF’s a nivel local con clientes con potencial de mantenerse en el mercado y el fomento de la vinculación sinérgica entre actores activos y proposititos que brindan servicios financieros y no financieros, manteniendo siempre su especialización en microfinanzas.





Anualmente, por ejemplo en el marco del CDE, se analizará los riesgos y la ponderación y se priorizará/modificará las eventuales medidas a tomarse/fomentarse.


Annex 3:  PROMIFIN’s Logical framework


MARCO LÓGICO


PROMIFIN FASE: 2006 – 2009


y Descripción de las Líneas de acción


La siguiente matriz de planificación ha sido un esfuerzo conjunto construido por el programa PROMIFIN en la Fase III tomando en cuenta opiniones e intereses de actores relevantes y participación de organizaciones de Nicaragua y Honduras.  Los insumos para la misma fueron validados en dos talleres organizados por COSUDE conjuntamente con FACET/A y PROMIFIN, con participación de organizaciones de Nicaragua y Honduras.

MARCO LOGIGO DE PROMIFIN
PLAN OPERATIVO DE FASE AGOSTO 2006 – JULIO 2009

		OBJETIVOS

		INDICADORES

		METAS

		FUENTE DE VERIFICACION

		SUPUESTOS



		Objetivo Superior:

		

		

		

		



		Contribuir a un desarrollo económico incluyente, sustentado en el fomento de la generación de riqueza en poblaciones de menores ingresos.

		Tasa de crecimiento del crédito promedio 

		Los clientes atendidos por las IMFs participantes del Programa, han aumentado el crédito promedio en un porcentaje superior a la inflación anual.

		°  Muestreo Aleatorio representativo de IMFs que reciben apoyo de más de US$ 20 mil.   

		° La situación económica y políticas es idónea.  



		

		Cobertura del Grupo Meta

		Crédito Promedio de al menos 2/3 de las IMFs apoyadas por PROMIFIN es menor al PIB per cápita

		° Se podría utilizar como grupo de control una muestra de IMFs con apoyo menor recibido del programa.

		°  Evolución del crédito promedio es una variable Proxy de evolución de ingresos promedio del prestatario; y consecuentemente de su posibilidad de mejorar sus condiciones de vida



		

		Ampliación de Acceso a Servicios Financieros

		Se percibe un mayor acceso a servicios financieros en al menos 2/3 de los clientes consultados

		° Grupos Focales realizados con clientes de IMFs que reciben apoyo de más de US$ 20 mil.

		



		Objetivo del Proyecto:

		

		

		

		



		Fomentar un Sistema Financiero eficiente, sostenible e incluyente de los sectores de menores ingresos y de aquellos con potencial económico con capacidad de generar encadenamientos productivos

		Tasa de crecimiento de clientes en IMFs apoyadas por el Programa


Nivel de percepción de satisfacción de clientes con el servicio financiero recibido

		Las IMF’s crecen en clientes a una tasa media anual de mayor al promedio del mercado en Nicaragua y Honduras


Al menos 2/3 partes de los clientes consultados perciben mayor calidad en servicios financieros

		° Encuestas y Sistema de Monitoreo con base en información de los  Clientes y Socios destinatarios de los apoyos del Programa


Grupos Focales realizados con clientes de IMFs que reciben apoyo de más US$ 20 mil.

		° Existen políticas y marco regulatorio que promueven servicios financieros incluyentes.



		

		

		

		

		



		Línea de Acción 1: Fortalecimiento  de IMF’s y sus Servicios Financieros

		

		



		Resultado 1:

		

		

		

		



		Se ha logrado mejorar y/o establecer metodologías, tecnologías de crédito y productos financieros adecuados, que atiendan  las dinámicas económicas del Grupo Meta 

		Variación en Participación clientes rurales y mujeres en IMFs apoyadas por el Programa

		Las IMFs participantes han incrementado su participación de cartera rural y de clientes mujeres en porcentajes superiores al promedio del mercado

		°  Información  (de base y final de programa) de evaluación de solicitud de fondos y de evaluación de cierre de convenios.

		° Las actividades económicas de los clientes rurales son suficientemente rentables, para incentivar a las IMF’s su atención de forma sostenida.



		

		

		

		° Sistema de monitoreo. ° Informes de seguimiento y evaluación de convenios.

		



		

		Número de Herramientas Gerenciales Desarrolladas e Implementadas con apoyo del Programa

		Se han desarrollado y sistematizado al menos 4 Herramientas Gerenciales 

		

		



		

		Número de IMFs que aplican herramientas gerenciales

		Un minimo de 20 IMF’s aplican las herramientas desarrolladas por PROMIFIN

		

		° Ha habido una adecuada transferencia por parte de los consultores.



		

		Número de Personas capacitadas en uso de herramientas gerenciales

		 200 personas capacitadas en el uso de las herramientas.

		

		



		

		Número de Productos Financieros introducidos con apoyo del Programa

		Se ha incrementado al menos 2 productos financieros de crédito nuevo por país utilizados por las IMF’s, adaptado a las necesidades de los clientes.

		° Informes de productos diseñados. ° Informe de evaluación de IMF’s sobre aplicación de productos diseñados.

		° Las IMF’s cuentan con recursos suficientes para implementar los productos.



		

		Calidad de cartera de IMFs apoyadas por el Programa

		Se reduce en un 20% la mora en la cartera de crédito rural y comercial de las IMF’s participantes.

		Información de base y final (evaluación de solicitud y cierre del convenio y del Programa).

		° Disposición de las IMF’s a apoyar con la participación de clientes y promotores.



		Resultado 2:

		

		

		

		



		Mejorada la Capacidad de Gestión Estratégica y de Procesos  de las IMFs

		Número de IMFs que aplican  Procesos de Formulación e Implementación  de Planeamiento Estratégico desarrollados por el Programa

		10  IMF’s participantes han ajustado sus metodologías de desarrollo e implementación de planes estratégicos

		Sistema de monitoreo.   Informes de seguimiento y evaluación de convenios.

		° Capacidad  y voluntad de las IMF’s para asimilar cambios propuestos.



		Resultado 3:

		

		

		

		



		Se ha logrado establecer vínculos entre proveedores de Servicios Financieros y No Financieros que permiten aumentar la cantidad de clientes con acceso a servicios financieros

		Número de Alianzas o actividades coordinadas entre proveedores de servicios financieros y no financieros

		Al menos una alianza establecida y en funcionamiento entre proveedores de Servicios Financieros y No Financieros por país.

		Sistema de monitoreo.   Informes de seguimiento y evaluación de convenios.

		° Existe disposición de IMF’s a entablar relaciones/alianzas con proveedores de servicios no financieros



		Resultado 4:

		

		

		

		



		Se ha fortalecido la capacidad de gestión y recuperación de créditos  del personal operativo y gerencial de las IMF's

		Número de IMFs donde se ha introducido mejoras en la gestión créditos y de recuperación de cartera    

		10  IMFs aplican metodologías de análisis de crédito y recuperación de cartera    ° 200 personas del área de crédito de las IMF’s capacitadas en análisis y recuperación de créditos. 

		Sistema de monitoreo.   Informes de seguimiento y evaluación de convenios.

		° Disponibilidad de tiempo de personal de   las IMF’s a atender planes de capacitación.



		Línea de Acción 2: Fortalecimiento de Servicios de Apoyo y Complementarios

		

		



		Resultado 1:

		

		

		

		



		Se ha mejorado la oferta de prestadores de servicios a IMF’s

		Número de Proveedores capacitads en herramientas y metodologías 

		60 proveedores de servicios capacitados en las herramientas gerenciales y metodologías desarrolladas por el Programa.

		° Informes técnicos y Sistema de Monitoreo

		° Existe personal calificado que asimila las metodologías a transferir.



		

		Número de réplicas implementadas por proveedores capacitados

		60 réplicas de herramientas realizadas por Prestadores de AT capacitados por PROMIFIN.

		

		° Existe personal calificado que asimila las metodologías a transferir.



		

		Número de Instituciones de prestación de servicios a IMFs apoyadas

		Al menos una central de riesgos, un gremio representativo y un programa de capacitación en microfinanzas fortalecidos por país

		

		° Existe personal calificado que asimila las metodologías a transferir.



		Línea de Acción 3: Mejora del Entorno y Políticas Públicas (armonización y alineamiento)

		

		



		Resultado 1:

		

		

		

		



		Acciones de armonización entre cooperantes promueve actividades conjuntas y consensos sobre políticas públicas favorables para el desarrollo de un sistema de micro finanzas incluyente

		Monto de recurso apalancado de otras instituciones, en actividades coordinadas con PROMIFIN

		160 mil dólares apalancados en actividades conjuntas realizadas entre PROMIFIN y otros cooperantes o instituciones de gobierno

		Sistema de Monitoreo de PROMIFIN.

		° Instancias de Cooperación, Gobierno y sectoriales interesadas en impulsar desarrollos conjuntos con el Programa



		Resultado 2:

		

		

		

		



		Desarrollado el intercambio regional e internacional de conocimientos sobre instrumentos y mecanismos utilizados por gobiernos y cooperantes en materia de fomento de servicios financieros.

		Número de alianzas o vinculaciones para el intercambio de información sobre apoyo a SSFF constituidas a nivel regional e internacional

		Establecidas al menos dos alianzas de intercambio de información entre instituciones que apoyan el fomento de servicios financieros a nivel regional e internacional

		° Memorias de intercambio de experiencias 

		° Existe interés de intercambiar avances y desarrollo en materia de fomento de servicios financieros desde la óptica cooperantes – gobiernos



		Resultado 3:

		

		

		

		



		Desarrollada y divulgada agenda de aprendizaje a nivel regional

		Número de documentos de sistematización de experiencias y aprendizajes publicado

		Publicado y divulgado al menos un documento por país, que sistematice los resultados de agenda de aprendizaje desarrollado por el programa.

		° Documentos de agenda de aprendizaje presentados en talleres y publicados en la página Web del Programa

		° Recursos suficientes para el levantamiento y divulgación de la información





Líneas de Acción 


PROMIFIN fomenta la sostenibilidad institucional y de las iniciativas que apoya en los tres niveles donde opera:


a. A nivel micro, transfiriendo conocimiento y capacidades de gestión y desarrollo a las IMFs con capacidad de ejecución y misión congruentes con los objetivos de PROMIFIN y COSUDE,


b. A nivel meso, transfiriendo conocimientos y capacidades a proveedores de servicios a IMFs y promoviendo su organización empresarial competitiva y duradera.


c. A nivel macro, fomentando el involucramiento de las autoridades en la formulación de una estrategia para fortalecer las microfinanzas e integrarlas en el sistema financiero y propiciando  el diálogo  entre actores públicos y privados, instrumentado por medio de  mesas y grupos de coordinación entre cooperantes, gremios de IMFs y gobierno.


La consecución de los objetivos antes planteados y de los resultados enumerados en el Marco Lógico   se sustenta en las siguientes Líneas de Acción:


· Línea de Acción 1: Fortalecimiento de IMF y sus Servicios Financieros.

· Línea de Acción 2: Fortalecimiento de Servicios de Apoyo y Complementarios


· Línea de Acción 3: Mejora del Entorno y Políticas Públicas


		Las actividades contempladas bajo cada Línea de Acción, se sustentan en la validación de la Plataforma de Planificación  realizada en marzo del 2006 en los Talleres de Validación con clientes y socios del Programa en Nicaragua y Honduras.





Línea de Acción 1: Fortalecimiento de IMFs y sus  Servicios Financieros


El apoyo a IMFs se realizará mediante asistencia técnica, capacitación y apoyo a iniciativas de intercambio de conocimiento que sean consistentes con los objetivos de PROMIFIN, mismas que podrían incluir:  


i. Mejoras de metodologías y tecnologías, que permitan a las IMFs responder mejor a la demanda. Esto puede incluir:          difusión de herramientas gerenciales desarrolladas en Fase III; desarrollo y adecuación de nuevas herramientas que profundizan el conocimiento de los segmentos de mercados y de las necesidades de los clientes
; la adecuación e implementación de metodologías de crédito con fianzas solidarias
; la mejora de metodologías para el manejo y captación del microahorrro; la promoción e intercambio de experiencias para validar los resultados de las herramientas y lograr una mayor divulgación y transferencia del conocimiento.


ii. La adecuación de estrategias y revisión de procesos, para hacer más eficiente  sus operaciones. Esto puede incluir: revisión de planes estratégicos de IMFs, ajuste de procesos para adecuarse a los cambios que requiere el mercado y la promoción y estructuración de procesos de consulta fluidos y sistemáticos con los clientes. 


iii. Armonización entre Cooperantes para establecer vínculos entre servicios financieros y servicios no financieros, que permite a las IMFs vincular su provisión de servicios con la provisión de otros servicios en la atención de clientes potenciales. 


iv. Fortalecimiento de la capacidad del personal operativo y gerencial de las IMFs, en temas que mejoran la sostenibilidad y la eficiencia  de la organización
, 


v. Otros apoyos puntuales a IMFs que sean consistentes con los objetivos y disponibilidad presupuestaria del programa.


Línea de Acción 2: Fortalecimiento de Servicios de Apoyo y Complementarios.


El propósito de esta Línea de Acción, es fortalecer la infraestructura de soporte de servicios para las IMFs, constituida por proveedores de servicios de apoyo y complementarios, con los instrumentos adecuados a las necesidades más sentidas, tales como:


i. Transferencia de herramientas y metodologías desarrolladas o apoyadas por PROMIFIN,  para mejorar la oferta de servicios en áreas relevantes para las IMFs. Asimismo se apoyará la institucionalización de las herramientas. Esto podría lograrse mediante una estructura de oferta competitiva, de alta calidad y sostenible que aseguraría la actualización de las herramientas.  Eventualmente, a finales del programa, FACETA Central puede ser el instrumento para promover la continuidad de estos servicios  y sistematizar la experiencia regional.  

ii. Fortalecimiento de proveedores de servicios de información, capacitación y representación de IMFs clientes del programa.   Estos apoyos podrán incluir, entre otros, los siguientes aspectos:


a. El buen funcionamiento y amplia cobertura de Centrales de Riesgo.

b. Los Gremios podrían recibir apoyo en sus esfuerzos de mejorar su intercambio de experiencias y representatividad. 


c. Se puede buscar la institucionalización o actualización de programas nacionales o regionales de capacitación de directivos y mandos medios de IMF, como son los diplomados. Es importante que las iniciativas por apoyar muestren la perspectiva de sostenibilidad.  


iii. Otros proveedores: apoyos puntuales a proveedores de servicios que sean consistentes con los objetivos y disponibilidad presupuestaria del programa.


Aparte de apoyos directos, PROMIFIN buscará  otras fuentes de recursos que permitan dar una base sólida a la infraestructura de servicios.  


Línea de Acción 3: Mejora del Entorno y Políticas Públicas 


En concordancia con las recomendaciones de CGAP
, esta Línea de Acción tiene como alcance, la búsqueda de armonización y alineamiento para lograr incidencia en la mejora de un entorno de fomento y regulación favorable, que facilite el desarrollo de un ambiente competitivo para el fomento y desarrollo del sector de microfinanzas.  La consecución de los resultados en esta Línea de Acción se basa principalmente en las siguientes actividades:


i. La búsqueda de armonización entre organismos de cooperación, para la articulación y formación de consensos e incidencia en la mejora del marco regulatorio y de supervisión del sector de micro finanzas.

ii. El alineamiento de cooperantes con las políticas de Gobierno, alentando conjuntamente con los distintos organismos de cooperación con interés en el sector de micro finanzas, en un diálogo sobre políticas y estrategias que busque consistencia con las buenas prácticas recomendadas por organismos como CGAP, para fomentar un sistema financiero incluyente, que fomenten el desarrollo de la industria de micro finanzas.  También se podría apoyar la especialización en micro finanzas de Instituciones financieras de segundo piso o supervisoras en Nicaragua y Honduras.   Dentro de esta línea se podría fomentar la Alianza Estratégica y transferencia de conocimientos entre el BMI de El Salvador y los Bancos de Segundo Piso de Nicaragua (FNI) y Honduras (BANHPROVI). Dicha alianza podría contemplar también la transferencia de herramientas gerenciales desarrolladas por PROMIFIN en Nicaragua y Honduras al BMI.

a. En cuanto al fomento de un ambiente estatal que facilita, no ejecuta, y promueve un entorno competitivo, transparente, reglamentado y equitativo para el sector micro financiero, se vislumbran dos áreas de atención prioritarios: 


i. El mejoramiento de los servicios  financieros de segundo piso. Entidades estatales como FNI en Nicaragua, BANPROVI en Honduras y BMI en El Salvador y posiblemente otras fuentes de recursos de segundo piso, pueden recibir apoyo para profesionalizar y homogeneizar su análisis de las IMF, o ajustar sus estatutos y procedimientos para ampliar su cobertura. 


ii. El mejoramiento del marco regulatorio de IMF no bancarias y Cooperativas Financieras, y la capacidad de supervisión de estas entidades por parte de la entidad estatal encargada de dicha regulación, normativas y supervisión. Esto especialmente en Nicaragua. 


b. La cooperación con entidades estatales que dictan o ejecutan políticas de fomento al sector que no proporcionan servicios a las IMF se centrará en las siguientes áreas principales: 


i. El intercambio de información y formación de consensos en la Mesa de Coordinación de Servicios Financieros en Honduras y con el Grupo de Coordinación de Cooperantes en Microfinanzas en Nicaragua
.


ii. Experiencias piloto de coordinación entre IMFs, sectores comerciales, actores públicos locales y organizaciones de desarrollo. 


iii. Realización de eventos de conscientización de funcionarios públicos


iii. PROMIFIN trabajará una Agenda de Aprendizaje para documentar experiencias y sistematizar conocimientos y lecciones sobre la práctica de la expansión de servicios financieros y la integración de IMFs en los mercados financieros y en la economía. Se mantendrá un activo intercambio regional de conocimientos sobre desarrollo y actualizaciones de productos y servicios, así como en relación con el desarrollo del sector público y cooperación en materia de fomento de servicios financieros.          


iv. Se mantendrá un intercambio regional e internacional de conocimientos sobre instrumentos y mecanismos utilizados por gobiernos y cooperantes en materia de fomento de servicios financieros. 


v. Otros apoyos puntuales que sean consistentes con los objetivos y disponibilidad presupuestaria del programa.


Socios y clientes del programa   


· Los socios de PROMIFIN  son los  gremios representativos de las IMF (nivel nacional o  regional) y las entidades de gobierno con las cuales se coordinan políticas y programas de fomento al sector.   Estos socios apoyan una mayor divulgación de los objetivos y resultados del Programa y pueden eventualmente apoyar en la coordinación y comunicación de iniciativas de IMFs individuales.  


· Los clientes  del programa:

· IMFs individuales que pueden participar en el desarrollo y la aplicación de las herramientas prioritarias y solicitar el apoyo de fondo de co-financiamiento. No necesariamente serian asociados de los gremios.

· Oferentes de servicios de apoyo a las IMFs, que pueden participar en el desarrollo y/o la aplicación de las herramientas prioritarias, o en la provisión de otro tipo de servicios a las mismas.

Temas transversales   


Los siguientes temas transversales son de interés especial, y el personal permanente de PROMIFIN incrementará su (pro) actividad para fomentarlos entre IMF y otros actores involucrados: 


Género: consideraciones de género son transversales a las actividades del programa.  Se apoyará la incorporación de consideraciones de género que tomen en cuenta la situación y opinión de los clientes en los procesos de desarrollo y adaptación de servicios financieros que apoye el programa. 


Empoderamiento: se promoverá por medio de la transferencia de capacidades y conocimientos, así como por la utilización de instancias participativas y de consulta con clientes y grupo meta (comités de dirección, grupos focales, etc.), como medio de retroalimentación y adaptación de las intervenciones del programa a la demanda.


Gobernabilidad: la industria microfinanciera está orientándose a una etapa mas madura de desarrollo, y su crecimiento hace necesario un manejo y dirección más profesional y objetivo, con una clara gobernabilidad (esto último es consecuencia de un autentico compromiso y visión  de desarrollo del sector).  En este sentido, el Programa priorizará su apoyo a IMFs que tengan claro ese compromiso y misión de desarrollo de ampliación de servicios financieros incluyentes. A nivel de redes, tomando el ejemplo y resultados de IMFs comprometidas que muestren buen desempeño social y financiero, se procurará difundir y permear dichas prácticas para contribuir a mejoras en niveles de gobernabilidad a nivel de gremios.


Annex 4:  Detailed budget of phase 3


[image: image2.emf]RESUMEN DEL PRESUPUESTO PROMIFIN


por Acción Parcial, subprograma y año


Agosto 2006 - Julio 2009


(En Francos Suizos)


Acción Parcial y rubro de gasto MONTO POR 


SUBPROGRAMA


8.2006-


12.2006


2'007. 2'008. 1.2009-


7.2009


%


1'210'664 168'148 403'555 437'155 201'807 29%


AP2 - Fortalecimiento de servicios de apoyo y complementarios 471'744 71'587 171'808 153'608 74'741 11%


AP3 - Mejora del entorno y políticas públicas 428'064 66'609 150'901 132'981 77'572 10%


AP4:  Gastos oficina local 2'039'528 283'268 679'843 679'843 396'575 49%


Personal Profesional permanente 1'157'083 160'706 385'694 385'694 224'988 28%


Gestión y administración 700'169 97'246 233'390 233'390 136'144 17%


Backstopping 182'277. 25'316. 60'759. 60'759. 35'443. 4%


AP5:  Revisión Externa (administrado por COSUDE) 50'000 50'000. 1%


Total presupuesto del programa PROMIFIN Fase 4 4'200'000 589'611 1'406'107 1'403'587 800'696 100%


AP1 - Fortalecimiento a IMF




Annex 5:  Institutional analysis of FACET/A 


Con base en los buenos resultados mostrados por PROMIFIN durante la Fase III, evidenciados en el informe CLEAR de CGAP y la Misión de Revisión del Programa, COSUDE ha decidido mantener la delegación de la ejecución de la próxima fase a un ejecutor con experiencia internacional e interés por el sector de microfinanzas.  FACET/A fue el ejecutor ganador de la licitación de la Fase III, y es un Consorcio conformado por FACET BV, consultora internacional holandesa y FACETA Central, consultora hermana que trabaja en América Central.


No es la primera relación institucional de COSUDE con estos actores, pero sí es una de las pocas experiencias que tiene FACET/A como ejecutora de programas de cooperación. A menudo, FACET BV o FACETA Central han sido contratadas como consultoras de apoyo en backstopping o para proveer servicios a instituciones de microfinanzas (IMIFI’s). Ambos son actores considerados como en la última línea de conocimiento del tema y tienen relaciones de esta manera con COSUDE en otros continentes (Pakistán, particularmente). Otra experiencia conocida de ejecución de programas fue también en América Latina para el BID y COSUDE en Consorcio con Swisscontact en el programa FORTIFICA, programa de corta duración. Se conocen otras experiencias de ejecución de proyectos por parte de FACETA Central, tanto en Costa Rica como en Guatemala, ambos con buenos resultados. Adicionalmente, el Jefe del Proyecto propuesto tiene experiencia en manejo administrativo y de personal y se le considera, al igual que al equipo que estuvo a cargo del manejo del programa durante la Fase III,  aptos para la responsabilidad encomendada 


Un riesgo implícito en la relación es que FACETA Central es un actor proveedor de servicios en el mercado de microfinanzas (rating, asistencia técnica, capacitación), por lo que para evitar conflictos de interés en el desarrollo del programa, en acuerdo con el ejecutor se ha identificado un código de conducta y aprobación previa de COSUDE Managua a actividades de licitación de dicha institución con PROMIFIN, las que se realizarán por excepción, para evitar conflictos de interés. CORMAN dará un seguimiento adecuado a este tema.


Annex 6:  Project organigram















Comité de Dirección estratégica: Comités constituidos en Nicaragua y Honduras, compuestos por representantes de los diferentes stakeholders, usuarios de los servicios microfinancieros, organizaciones de microfinanzas, proveedores de servicios complementarios, instituciones de gobierno y COSUDE. Los comités serán una instancia que hará aportes a la orientación estratégica del programa. También comentará los planes anuales de trabajo y los informes de avance que emita el programa. 

Annex 7:  2010 Strategy checklist


		Cuál es el valor asignado a los siguientes temas prioritarios de la COSUDE en el proyecto presentado?  Explicar en dos-tres frases:


1 = Objetivo específico del proyecto; contribuye directamente


5 = No es un objetivo del proyecto, pero no tiene efectos negativos en este tema prioritario

		1

		2

		3

		4

		5



		Reducción de la pobreza:


· El desarrollo de un sistema de servicios financieros adecuado para poblaciones de menores ingresos es un elemento indispensable para fomentar un desarrollo económico inclusivo


· Los servicios financieros como ahorro, miniseguros, micropensiones reducen la vulnerabilidad del grupo meta 

		X

		

		

		

		



		Reducción de las causas estructurales de conflictos:


· Conflictos sociales típicos de países con índices de pobreza elevados y bajo coeficientes de distribución de la riqueza, disminuyen al aumentar las oportunidades de salir de la pobreza 

		

		

		X

		

		



		Desarrollo equilibrado hombre-mujer:


· PROMIFIN fomenta el análisis diferenciado de género para mejor entender la clientela de las organizaciones y así, poder apoyar el desarrollo de servicios y el marco legal que se ajuste a dichas necesidades diferenciadas.

		

		X

		

		

		



		Sostenibilidad de los efectos: (generando sistemas, fomentando la autonomía, replicabilidad, apropiación)


· Desde la primera fase de PROMIFIN, se trabaja a nivel meso, apoyando la sostenibilidad y desarrollo de proveedores locales de servicios financieros


· PROMIFIN fomenta el desarrollo de oferentes locales que provean servicios complementarios de calidad para las IMF


· El sistema de co-financiamiento asegura un apropiamiento por parte de otras organizaciones de las iniciativas fomentadas.

		X

		

		

		

		



		Estrategia de salida:


· El programa es un facilitador que da impulsos a través de co-financiamientos 

		

		

		X

		

		





		La distribución en porcentajes de la contribución de la COSUDE en función de los temas prioritarios es la siguiente:


(distribuir en máximo 3 temas y en pasos de 10%)

		Preven​ción de conflictos

		Gobernabilidad

		Desarrollo social

		Empleo e ingresos

		Recursos naturales y medio ambiente



		

		

		

		

		100%

		





Annex 8:  Microfinance Sector Statistics


Tabla 1.Saldos de Cartera de Crédito – Nicaragua


		Portafolio

		N° de IMFs

		Cartera en Millones de US$

		Tasa de Crecimiento Media Anual

		Saldo Promedio US$



		

		

		2003

		2004

		2005

		

		2003

		2004

		2005



		Créditos

		52

		132,059.2

		196,079.9

		282,303.1

		46.2%

		528.8

		605.1

		693.7



		Reguladas

		2

		43,632.7

		76,612.9

		119,981.1

		65.8%

		967.9

		1,128.1

		1,368.4



		ONG’s

		20

		81,945.7

		108,055.0

		149,245.7

		35.0%

		431.8

		458.8

		500.7



		Cooperativas

		30

		6,480.7

		11,412.0

		13,076.3

		42.0%

		435.3

		552.9

		615.6



		

		

		

		

		

		

		

		

		



		Ahorros

		

		16,458.2

		50,415.5

		128,922.1

		179.9%

		

		

		



		Reguladas

		

		12,463.2

		43,568.8

		119,986.1

		210.3%

		

		

		



		ONG’s

		

		

		

		

		

		

		

		



		Cooperativas

		

		3,995.1

		6,846.6

		8,936.0

		49.6%

		

		

		





Tabla 2.Cartera de Clientes de Crédito y Ahorro- Nicaragua


		Portafolio

		Año 2003

		

		Año 2004

		

		Año 2005

		

		Tasa de Crecimiento Media Anual en Clientes



		

		N° Clientes

		% Mujeres

		% Rural

		N° Clientes

		% Mujeres

		% Rural

		N° Clientes

		% Mujeres

		% Rural

		



		Créditos

		249,743

		43.4%

		31.7%

		324,052

		51.7%

		30.9%

		406,967

		57.9%

		42.5%

		27.7%



		Reguladas

		45,080

		35.0%

		20.0%

		67,916

		35.0%

		23.0%

		87,678

		39.0%

		25.0%

		39.5%



		ONGs

		189,776

		46.0%

		33.0%

		235,494

		57.0%

		31.0%

		298,049

		64.0%

		47.0%

		25.3%



		Cooperativas

		14,887

		35.0%

		50.0%

		20,642

		46.0%

		55.0%

		21,240

		51.0%

		52.0%

		19.4%



		

		

		

		

		

		

		

		

		

		

		



		Ahorros

		33,580

		

		

		53,238

		

		

		88,458

		

		

		62.30%



		Reguladas

		6,748

		

		

		11,280

		

		

		37,511

		

		

		135.8%



		ONGs

		

		

		

		

		

		

		

		

		

		



		Cooperativas

		26,832

		

		

		41,958

		

		

		50,947

		

		

		37.8%





Tabla 3. Saldos de Cartera de Crédito – Honduras


		Portafolio 

		N° de IMFs 

		Cartera en Millones de US$ 

		Tasa de Crecimiento Media Anual 

		Saldo Promedio US$ 



		

		

		

		

		 



		

		

		

		

		 



		 

		No de Inst 2004 

		2004

		2005

		No de Inst 2005 

		 

		2004

		2005



		Créditos 

		85

		250

		299

		83

		19.70%

		801

		824



		Reguladas 

		3

		24

		36

		4

		50.00%

		500

		610



		ONG’s 

		13

		29

		44

		18

		51.17%

		392

		458



		Cooperativas 

		69

		197

		219

		61

		11.30%

		1,037

		1,053



		Ahorros

		 

		217

		246

		 

		13.40%

		426

		406



		Reguladas

		 

		3

		3

		 

		3%

		375

		282



		ONGs

		 

		 

		 

		 

		 

		 

		 



		Cooperativas

		 

		214

		243

		 

		14%

		427

		408





Tabla 4. Cartera de Clientes de Crédito y Ahorro- Honduras


		Portafolio 

		Año 2004 

		Año 2005 

		Tasa de Crecimiento Media Anual en Clientes 



		

		N° Clientes 

		% Mujeres 

		% Rural 

		N° Clientes 

		% Mujeres 

		% Rural 

		



		 

		Miles

		 

		 

		 

		 

		 

		 



		Créditos 

		312

		 

		 

		363

		 

		 

		16.35%



		Reguladas 

		48

		70%

		13%

		59

		72.00%

		14.00%

		22.92%



		ONGs 

		74

		77%

		61%

		96

		77.00%

		63.00%

		29.73%



		Cooperativas 

		190

		48%

		56%

		208

		45.00%

		56.00%

		9.47%



		Ahorros 

		509

		 

		 

		606

		 

		 

		19.06%



		Reguladas 

		8

		70%

		13%

		11

		72%

		14%

		37.50%



		ONGs 

		 

		 

		 

		 

		 

		 

		 



		Cooperativas 

		501

		52%

		56%

		595

		52%

		56%

		18.76%





Anexo 9 : Cooperantes en Servicios Financieros 
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Multilaterales


Banco Mundial Apoyo por medio de instituciones publicas a mejora de accionar de superintendencia de 


bancos en lo referido a regulación de SSFF.   En Nicaragua el Proyecto de Acceso 


Generalizado a SSFF también pretende fomentar apoyo para IMFs en proceso de 


transformación a reguladas. 


Coordinación en acciones de apoyo a la mejora del marco 


normativo para microfinanzas con la Superintendencia de 


Bancos y con el Banco de Segundo piso en la creación de 


una unidad especializada en microfinanzas


BID Apoyo a procesos de transformación de IMFs en instituciones reguladas.  También brinda 


apoyo para fortalecimiento institucional directamente a IMFs.  En Nicaragua estan 


apoyando el proceso de transformación estratégica de la FNI (Banco de Segundo Piso).  En 


Honduras apoyaron el proceso de supervisión de IMFs con la superintendencia de bancos.


Se cofinanció con la anterior fase del programa la 


implementación de un sistema informático para las 


afiliadas de ASOMIF en Nicaragua


FIDA Apoyo a fortalecimiento institucional de instituciones ubicadas en el área rural, los proyectos 


se ubican fisicamente dentro de instituciones públicas


Apoyo a IMF con la que PROMIFIN inició experiencia piloto 


de Grupos Solidarios


CGAP Evaluación de efectividad de cooperantes (CLEAR) en Nicaragua y acciones de 


seguimiento para mejora de la misma.


Se coordinó la iniciativa CLEAR en Nicaragua, y se están 


llevando a cabo actividades de seguimiento posterior a la 


misma en coordinación con CGAP y Banco Mundial


Bilaterales


Holanda Apoyo para el Fortalecimiento Institucional de IMFs, en Nicaragua están cofinanciando 


parte del proyecto de ampliación de SSFF conjuntamente con el Banco Mundial.


Coordinación conjunta con la Secretaría de la Presidencia 


para el proyecto cofinanciado con el Banco Mundial.


Suecia Apoyo en Fondos para créditos de vivienda canalizados por medio de IMFs. En perspectiva intercambio de herramientas


España Aporte importante de recursos para financiamiento a IMFs, mismo que canaliza por medio 


del BCIE.


En perspectiva, probable apoyo al Sistema de Garantías 


Recíprocas en Honduras, por medio del BCIE


Estados Unidos Activo principalmente en Honduras, con un proyecto de apoyo para ampliación de servicios 


financieros al área rural.


Cofinanciamiento de herramientas desarrolladas por 


PROMIFIN-COSUDE


Fundación Ford Apoyo a Redes de Microfinanzas para su Fortalecimiento Institucional.  En perspectiva 


apoyo a la replica de herramientas de MICROSAVE en America Latina, en coordinación con 


CGAP


Cofinanciamiento de herramientas desarrolladas por 


PROMIFIN-COSUDE


Dinamarca Apoyo a instituciones financieras pequeñas ubicadas en el área rural, principalmente del 


tipo cooperativo.


Cofinanciamiento de herramientas desarrolladas por 


PROMIFIN-COSUDE




396'575







679'843







679'843







283'268







2'039'528







AP4:  Office costs, Program management/support activities)







10%







589'611







4'200'000







1%







50'000







50'000







AP5:  External Review (Administered by SDC)







49%







































100%







Total







PROMIFIN Budget Phase IV August 2006 to July 2009







800'696







1'403'587







1'406'107







201'807







1'210'664







AP1 - Strengthening to IMFs







%







1.2009-7.2009







2'008.







2'007.







74'741







153'608







171'808







71'587







471'744







AP2 - Strengthening of complementaries support services







29%







77'572







132'981







150'901







66'609







428'064







AP3 - Improvement of environment and public policies







11%







12.2006







168'148







437'155







403'555







8.2006-







Subtotal







Comité de Dirección Estratégica







Instituciones de gobierno







PROMIFIN







Proveedores de servicios complementarios







Convenios







Clientes de servicios financieros







Instituciones proveedoras de servicios microfinancieros







Convenios











� Except probably in Costa Rica where the State-Owned Banks still cover a high percentage of the market and have the monopoly of public deposits.



� Compare 18% to 40-60% effective rates, but these are lower than the interest charged by the usurer, who charges more than 100% per month.



� The Consortium is composed of two organizations, one from Holland and the other from Central America, FACET BV and FACETA Central, from which the abbreviation FACET/A comes.



� Por ejemplo, la elaboración de un proyecto de ley para las microfinanzas que está centrado en los intereses de un grupo de instituciones y no en el sector en su conjunto.



� Ejemplos: herramienta de investigación de mercados del sector rural; metodología para el diseño de productos)



� Ejemplo: Bancos Comunales, que permiten un mayor acceso a clientes rurales y principalmente mujeres con limitaciones de garantía.



� Ejemplos: capacitación en el análisis de crédito, evaluación y recuperación de cartera.



� CGAP, Evaluación sobre la Efectividad y Responsabilidad a Nivel Nacional (CLEAR)- Nicaragua. Julio 2005.



� En Nicaragua, PROMIFIN proyecta continuar coordinando iniciativas con el Proyecto de Acceso Generalizado a los Servicios Financieros ejecutado por la Secretaría de Coordinación Técnica de la Presidencia, que cuenta con recursos del Banco Mundial.
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Project Preparation Project Agreements Annex 1.5.2

Templates for Agreements with Financial Institutions

To provide guidance for the elaboration of agreements and to ensure coherence with SDC's legal
requirements, templates for the three most common types of agreements SDC is concluding with
financial institutions, are provided in the attachment to this introductory note.

The templates contain all essential articles and annexes of such agreements. Thereby the articles
entitled “Anti-corruption clause”, “Verification”, “Applicable Law and Arbitration”, and “General
Conditions” reflect a legal standard for all SDC agreements and must be used with the wording given
in the template. The other articles and the annexes also need to be included in all agreements, but
their contents may require adaptation to the particular situation of each FSD project. Following are
some specific explanations for each template:

1

Grant Agreement @

Article 6 entitled “Ownership of fixed assets” is only required, if SDC is co-funding a
substantial share of fixed assets of the FI. Initial ownership control over the fixed assets allows
SDC to transfer ownership to the Fl as an incentive for meeting the agreed performance
indicators at the conclusion of the partnership.

Annex 2 is a concise and operationally useful summary of the SDC project document with a
sufficiently detailed budget breakdown to serve as operational and financial monitoring tool,
apart from the reporting requirements of the Fl specified in Article 5.

Loan Agreement f

Article 6 entitled “Technical Assistance” is required only when SDC is offering TA in addition to
loan funds. In this case, annex 5 should specify the TA offered. If the TA is substantial, the
template for Grant Agreements may be used in addition as a separate agreement, or else the
two templates (Loan & Grant Agreement) need to be merged into one single agreement.

Annex 2, Part Il applies to infant/immature FIs only.

The reporting requirements in Article 5 and Annex 4 are comprehensive and may be reduced,
as required.

‘Wholesale’ Portfolio Guarantee Agreement g

The template refers to the Financial Institution (FI) as the direct partner of SDC and the
“financial service providers” as the borrowers/clients of the Fl. “Financial service providers” are
formal or informal Fls. The terminology is used to distinguish them clearly from the FI (which in
most cases will be a commercial bank).

The reporting requirements in Article 5 and Annex 3 are comprehensive and may be reduced,
as required.

Annex 4 regarding institutional support offered to the “financial service provider(s)” may be
identical with or similar to Annex 2 of the Grant Agreement(s) between SDC and “financial
service provider(s)”.

It is recommended to consult with a local lawyer prior to the conclusion of an agreement to check its
compatibility with local law. The Focal Point E&l at SDC head office can be consulted for content
related issues (hans.ramm@deza.admin.ch).

Using the templates: Shaded boxes ( ) in the templates indicate where specific information needs to be
inserted. Guiding notes provide ideas regarding the type of information needed. Explanatory notes on selected
issues are given below the relevant sections. These notes are written in italic, blue font and can be shown by
activating the { - icon and hidden by de-activating the { - icon (MS Office 2003: see menu bar 'Standard' /
MS Office 2007: see menu 'Start' — 'Paragraph’).

The notes will not be printed unless the printer options set for the documents are changed.
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How to use this template: 
The template contains boxes       where text has to be added, with Guiding Notes and Explanatory Notes to facilitate the preparation of the agreement.


All guiding and explanatory text is formatted as hidden text, i.e. it will not be printed (unless the options for printing are changed).


To hide this text the ¶ -icon needs to be de-activated.


To show this text the ¶ -icon needs to be activated.

¶ -icon: 
in MS-Office version 2003 see menu bar 'Standard' – 'hide/unhide'

in MS-Office version 2007 see menu 'Start' – 'Paragraph'


Note:
The wording of this contract is a recommended format to be adapted to the situation concerned

Grant Agreement (hereinafter the Agreement)

between


The Swiss Confederation, represented by the Federal Department of Foreign Affairs,


acting through the Swiss Agency for Development and Cooperation,


represented by_ the Swiss Agency for Development and Cooperation 

(hereinafter SDC)

and


The       Financial Institution (hereinafter the FI)


Article 1     Objectives

1.1
In line with its poverty reduction mandate, SDC is promoting the access of poor households and farmers as well as small enterprises to appropriate financial services on a sustainable basis. SDC gives thereby particular attention to women due to their important roles for family welfare and entrepreneurship. 


Therefore, SDC provides performance-based grant support to the FI for       [to be specified e.g.: capacity-building (i.e. technical assistance and related training), the expansion of its branch network (i.e. expansion in breadth), the development and pilot testing of selected financial products serving the needs of poorer client segments (i.e. expansion in depth), the introduction of social performance assessment and management systems/tools, etc.]in order for the FI to expand its poverty outreach, as outlined in the project document in annex 1 and summarised in annex 2.

1.2 In line with its mission and business plan, the FI aims at expanding its poverty outreach from currently       [to be specified, e.g.: poorer client segments, rural areas, etc.]to       [to be specified e.g.: poorer client segments, rural areas, etc.] by       [enter date: day/month/year]by offering client-oriented      [to be specified: savings, credit, payment and/or other financial products] on a cost-covering and socially responsible basis.


Note: 
The main motivation of the FI should be stated! It is also important to verify whether the FI is truly committed to its mission and capable (with the institutional strengthening offered) of putting its mission into practice as outlined in its business plan.

Article 2     Purpose of this Agreement

The purpose of this Agreement is to define the mutual obligations and rights of SDC and the FI with regard to SDC providing performance-based grant support of up to a maximum amount of       [select from: local currency or up to an equivalent amount in US$, € or CHF](in words:      ) for the period from       [enter date: day/month/year]to       [enter date: day/month/year]for the FI to expand its outreach from       [number of active clients]to       [number of active clients]in       [specify, e.g.: the current areas of operations and/or by entering into the following areas …]by       [enter date: day/month/year]on a cost-covering and socially responsible basis.


Article 3     Responsibilities of SDC

3.1
SDC agrees to support the FI in      [to be specified e.g.: capacity-building in … , expanding its branch network to … (i.e. expansion in breadth), developing and pilot testing selected financial products that address the financial needs of poorer client segments (i.e. expansion in depth), introducing social performance assessment and management systems/tools, etc.] through technical assistance, training [add as required and specify] and      [specify if any: other means] up to a maximum amount of      [select from: local currency or up to an equivalent amount in US$, € or CHF] (in words:      ) as outlined in annex 2.

Note: 
Other means could be co-funding of a new MIS, initial operating costs of new branches or the client education measures, etc. 

3.2 SDC agrees to      [select from: jointly select and pay consultants for the delivery of the services or provide funds to the FI in the amount of …       (select from: local currency or up to an equivalent amount in US$, € or CHF)] according to the schedule of the project budget set out below.

Note: 
It should be indicated which items SDC is funding directly, if any. If SDC is transferring the whole grant to the FI, Articles 3.1 and 3.2 should be simplified (e.g. to mention the maximum grant amount only once) and merged into one.

The continued delivery of grant support is subject to the FI meeting or surpassing the minimum performance targets stipulated in Article 4.1.

		installment number

		schedule


(dd/mm/year)

		grant amount

		purpose for grant funding


(specify type of services and/or items to be financed)



		1

		

		[select from: loc.cur/$/€/CHF]

		



		2

		

		[select from: loc.cur/$/€/CHF]

		



		3

		

		[select from: loc.cur/$/€/CHF]

		



		Total

		

		[select from: loc.cur/$/€/CHF]

		





3.3
SDC’s grant support is subject to the compliance of the FI with the minimum performance targets on (1) outreach (depth and/or breadth), (2) financial self-sufficiency, (3) portfolio quality and (4) social performance - as stipulated in Article 4.1. - over the period of the Agreement.


3.4
SDC shall deposit all direct payments to the FI into the following bank account:


[select:] FI Routing:       or IBAN Number:      

SWIFT Code:      

Beneficiary Account Name:      



Beneficiary Account Number:      

Article 4     Responsibilities of the FI


4.1 The FI undertakes to achieve the objectives and targets according to its regularly updated business plan and as indicated in annex 2. In particular, the FI agrees to improve its performance in poverty outreach, profitability, portfolio quality and social performance and to reach the five [select from: biannual / annual] minimum performance targets as stipulated below: 

		performance areas 

and

performance indicators

		performance


status


(dd/mm/year)

		min. perform-ance target

(dd/mm/year)

		min. perform-ance target

(dd/mm/year)

		min. perform-ance target

(dd/mm/year)



		1. Poverty outreach:


  a) number of active clients

		

		[outreach growth should be realistic in line with capacity of staff, management and systems]



		  b) number of poor as % to total


      active clients

		

		[definition of poverty has to be mutually defined by SDC and the FI and outlined in annex 1 ]



		  c) [minimum % of female clients]

		

		[min. % target depends on type of financial products and the specific socio-cultural context]



		  d) [minimum % in rural areas]

		

		[min. % target depends on country context]



		2. Profitability: 


    Financial self-sufficiency

		

		[depending on starting base, but should reach at least 100% after year 3]



		3. Portfolio quality ratio: PAR30

		

		[should reach and stay then below 5% PAR30]



		4. Social performance:


    SPS MIX reporting

		

		[e.g. reporting at least part 1 of SPS MIX report; use of specific social performance tools, etc.]





Note: 
One or more minimum performance targets may be added: e.g. 1.c) and 1.d) as indicated above. If ‘specific poverty targeting’ is not important for the partnership, criterion 1 b) could be dropped reducing the number of minimum performance targets to four only.

4.2 The FI shall assign high priority to the professional and timely implementation of the institutional strengthening project in view of achieving the minimum performance targets stipulated in Article 4.1. The FI shall thus assign management responsibility for the implementation of the institutional strengthening directly to one of its top managers.


4.3 The FI shall pay [depending on the degree of financial self-sufficiency attained by the FI and the potential development impact, enter percentage:]       % (in words:       percent) of the expenses for the institutional strengthening project.

Note: 
The self-contribution of the FI may vary from 10% in the case of an immature FI that is not yet financially self-sufficient to 70% in the case of a commercial bank that receives technical assistance for ‘down-scaling’. As a general rule, the self-contribution of partners should increase over time. The higher the ‘public good’ character of institutional strengthening project (e.g. client education), the higher a co-funding share of SDC is justified.

4.4 Funds provided pursuant to this Agreement shall be used according to the indicative budget in annex 2. The FI shall be free to reallocate resources as needed in order to produce results specified in its annual performance targets in line with its business plan. If the FI notices that a reallocation of resources results either in an increase of more than 25% in a cost category or surpasses      [select from: local currency or up to an equivalent amount in US$, € or CHF], the FI shall submit to SDC in writing the rationale and the planned changes for prior approval.

4.5 If the FI fails to maintain the minimum performance targets outlined in Article 4.1, FI shall inform SDC immediately and the parties will come together. SDC may suspend any further grant support as per Article 10.2.


4.6 The FI shall maintain clear, accurate and complete records in respect of the funds received under this Agreement and shall at all times, manage its affaires, maintain its financial position and carry out its operations with due diligence and efficiency and in accordance with best banking practices and International Accounting Standards for the execution of this Agreement.


4.7 The FI shares SDC’s commitment to socially responsible behaviour and agrees to undertake its best efforts in ensuring that its clients do in fact benefit from its financial services. The FI ensures that management and staff apply the seven client protection principles (listed in annex 3) in a pragmatic and feasible manner.


Article 5     Reporting requirements

5.1
The FI shall fulfil the following reporting requirements:


a.       [Select from: Quarterly / Biannual] progress reports on (1) the achievement of the minimum performance targets stipulated in Article 4.1 and (2) the progress made in carrying out this Agreement as per annex 4, parts I and II. The FI shall submit these progress reports not later than      [select from: 30 / 45] days after the reporting period concerned.

Note:
Reporting frequency depends on project and context specific conditions. The reporting deadline depends on the MIS capacity of the FI.

b. Annual progress reports on the institutional development performance as per annex 4, part III not later than      [select from: two / three] months after the calendar year.

c. The FI agrees to post available financial and social performance related information directly on the MIX Market Exchange, a web-enabled database capturing microfinance industry reporting.


d. Annual audit reports with management letter at the latest six months after the end of the business year.


Note: 
Depending on country context, external audits shall be conducted by auditing companies accepted and/or licensed by the relevant regulatory authority or, if not appropriate as in very immature financial sectors, endorsed by SDC.


e. Copies of grant funding and loan / overdraft / guarantee / equity agreements with other donors and/or investors within one month of signature of these agreements (in the case that such agreements are not concluded prior to this Agreement). The FI ensures that the disclosure is permitted by the respective donors and/or investors.

f. The FI agrees to inform immediately SDC as per Article 4.5 about any problems it may face in attaining the minimum performance targets stipulated in Article 4.1. On request by SDC, the FI shall provide written explanation as to the reasons why selected minimum performance targets were missed.


g. The FI shall furnish, compile and make available at all times to the SDC, any records or information, oral or written, which they may reasonably request in respect of the funds received by the FI.


5.2
The FI agrees organising biannual joint review meetings with SDC on (1) progress made in implementing SDC’s grant support, (2) the FI’s compliance with the minimum performance targets stipulated in Article 4.1, and (3) the general institutional development performance of the FI. Both parties may later decide to hold the joint review meetings on an annual basis only.


[Article 6     Ownership of fixed assets] (Only in the case of a substantive share of SDC funds used for purchasing fixed assets of the FI)

6.1 Ownership of fixed assets purchased with SDC funds under this Agreement shall remain with SDC until the end of the Agreement. In the case where the FI has complied with the minimum performance targets stipulated by Article 4.1, SDC shall handover these assets to the FI with the conclusion of this Agreement or, at any time earlier, if agreed so by both parties by amendment according to Article 12.2. The FI shall use the assets with due care for the purpose indicated in the FI’s business plan throughout the period of this Agreement.

6.2 In the case that the FI has not complied with the minimum performance targets stipulated by Article 4.1, SDC shall have the right to request the FI to return these fixed assets or to pay a mutually agreeable price to SDC for the transfer of ownership of these fixed assets.

Article 7     Anti-corruption clause

Within the framework of this Agreement, the Parties shall neither directly nor indirectly propose benefits of any nature whatsoever. They shall not accept any such proposals. Any corrupt or illegal behaviour signifies a violation to the present agreement and justifies its termination as well as/or the recourse to supplementary corrective measures in accordance with applicable legislation.


Article 8     Verification

SDC as well as any third Party appointed by it and the Federal Audit Office may at any time and without prior notice visit the sites of the Assignment and examine the implementation of the Assignment as well as all respective documents. The exercise of this right shall in no way affect the Contractor’s duty to carry out the Assignment in accordance with the Agreement.


Article 9     Entry into force and extension

9.1 
This Agreement shall come into force by its signature by both parties. It covers the period from      [enter date: day/month/year] to      [enter date: day/month/year] and ends as soon as both parties have fulfilled their mutual obligations.


9.2 
The FI shall not transfer or assign or purport to assign or transfer this Agreement or any rights or obligations hereunder without SDC's prior written consent. Any attempted assignment or transfer without SDC’s prior written consent shall entitle SDC to terminate the Agreement forthwith. Subject to the immediately preceding sentence, this Agreement shall be binding upon and inure to the benefit of the parties hereto and their respective heirs, successors and assigns.

9.3 
Based on the achievement of the minimum performance targets of the FI as stipulated in Article 4.1 and the market development, this Agreement may be extended by written amendment duly signed by both parties.


Article 10     Suspension and Termination

10.1 Should the Agreement be deemed unnecessary because of the grant support not deemed important any longer, both parties may agree on the termination of this Agreement through a simple exchange of letters.


10.2 If the FI fails to maintain the minimum performance targets outlined in Article 4.1., SDC may suspend any further grant support. SDC can ask for a written explanation as to the reasons the minimum performance targets were missed. The suspension shall remain in effect until the FI has achieved the minimum performance targets. SDC may, at its discretion, continue to provide technical assistance to the FI during this suspension period.


10.3 If the performance of the present Agreement is prevented due to force majeure or unforeseeable events, such as natural disaster, political unrest, outbreak of armed conflict or significant deterioration of the security situation, each Party has the right to terminate the present Agreement with a formal written notice with effect from the moment when it becomes impossible to perform contractual duties.

10.4 The FI has to return any unutilised funds to SDC within one month upon the termination of the present Agreement.

Article 11     Applicable law and Arbitration

11.1 
The law applicable to this Agreement shall be the law of      [indicate country]. The place of jurisdiction shall be      [indicate place of court concerned].

11.2 
Any dispute arising between the parties in connection with the implementation, the interpretation or application of this Agreement shall be first resolved amongst the parties. SDC and the FI agree to make all efforts to enter into discussion in order to find an adequate settlement of such a dispute by negotiation.


11.3 
If the dispute cannot be settled by negotiation, it shall be submitted at the request of either party to arbitration in accordance with the UNCITRAL Arbitration Rules as at present in force. The number of arbitrators shall be three. The appointing Authority shall be the Permanent court of Arbitration. The arbitral award shall contain a statement of the reasons on which it is based and shall be accepted by the parties as the final adjudication of the dispute. 


Article 12     General Conditions


12.1 This Agreement and the annexes attached hereto shall form the entire Agreement between the FI and SDC, superseding the contents of any other negotiations and/or agreements, whether oral or in writing, pertaining to the subject of this Agreement.


12.2 No modification of, or change to this Agreement, waiver of any of its provisions or additional contractual provisions shall be valid or enforceable unless previously approved in writing by the parties to this Agreement or their duly authorised representatives in the form of an amendment to this Agreement duly signed by the parties hereto.


12.3 The invalidity or unenforceability for any reason of any provision of this Agreement shall not prejudice or affect the validity or enforceability of its other provisions.

12.4 All correspondence pertaining to this Agreement shall be addressed to:


For the Swiss Agency for Development Cooperation (SDC):


Person / title:      

Postal address:      

E-mail / Fax:      

Phone:      

For the       Financial Institution (FI):

Person / title:      

Postal address:      

E-mail / Fax:      

Phone:      

IN WITNESS WHEREOF, the undersigned, being duly authorized thereto, have signed this Agreement in the English language.


Done in      [select from: two / four] original texts on      [enter date: day/month/year] in      [place of signature]

For the Swiss Agency for Development and Cooperation (SDC):


For the      [Financial Institution] (FI):

Annexes:


Annex 1: SDC Project Document

Note: 
This document should indicate the mission and the key performance objectives and targets according to the business plan of the FI.

Annex 2: Document specifying the institutional strengthening project, including a budget.


Note: 
The document should serve as action plan e.g. in a matrix format outlining the key targets, the main activity areas, their cut-off dates, the responsible actors, etc. so as to function as planning, monitoring and reporting tool for the institutional strengthening project.


Annex 3: List of client protection principles


Annex 4: Reporting requirements of the FI to SDC


Annex 3:

List of client protection principles

1) 
Avoidance of over-indebtedness: Application of cash-flow based individual loan appraisal technologies to ensure that loans will only be offered to clients that have demonstrated an adequate ability to repay so that the loans will not put clients at significant risk of over-indebtedness.


2)
Transparent pricing: The FI discloses the pricing, terms and conditions of all its financial products in a transparent form understandable to its clients.

3) 
Appropriate collection practices: The FI has loan collection practices that are not abusive or coercive.


4) 
Ethical staff behaviour: The FI has adequate safeguards in place to detect and correct corruption or mistreatment of clients and ensures that its staff comply with high ethical standards in their interaction with clients.


5) 
Mechanisms for redress of grievances: The FI has in place timely and responsive mechanisms for complaints and problem resolution for their clients.


6) 
Privacy of client data: The FI respects the privacy of individual client data and does not use such data for other purposes [than reporting to the credit bureau (if available)] without the expressed permission of the client.


7) 
Risk coverage in case of borrower’s death or invalidity: If available and affordable, the FI offers credit life insurance and/or life and invalidity insurance to their borrowers (preferably on behalf of an insurance company).


Annex 4:
Reporting requirements of the FI to SDC

I.
The FI shall report        [select from: quarterly / biannually]on the agreed minimum performance targets stipulated in Article 4.1 by filling in the matrix below and submitting it to SDC not later than       [select from: 30 / 45] days upon completion of the reporting period:


		performance areas 

and

performance indicators

		performance


status


(31/05/2009)

		min. perform-ance target

(31/12/2009)

		min. perform-ance target

(30/06/2010)

		min. perform-ance target

(31/12/2010)



		1. Poverty outreach:


  a) number of active clients

		

		

		

		



		  b) number of poor as % to total


      active clients

		

		

		

		



		 c) [minimum % of female clients]

		

		

		

		



		 d) [minimum % in rural areas]

		

		

		

		



		2. Profitability: 


    Financial self-sufficiency

		

		

		

		



		3. Portfolio quality ratio: PAR30

		

		

		

		



		4. Social performance:


    SPS MIX reporting

		

		

		

		





Note: 
The matrix assumes that the Agreement has been concluded in June 2009 and that a biannual reporting frequency has been agreed upon.

II.
The FI shall report       [select from: quarterly / biannually]on the progress achieved in implementing the institutional strengthening project by filling in the matrix below not later than       [select from: 30 / 45] days upon completion of the reporting period:


Note: 
The matrix below serves as a reference format for both a planned action plan and the first reporting on the progress in implementing the action plan. Three additional columns can be added for reporting on the ‘status’, ‘challenges’ and ‘action taken’ during the next reporting period:

		action plan of institutional strengthening project

		1st progress report as of 31.3.2010



		key targets

		main activity areas

		dateline

		actors

		status

		challenges

		action taken



		e.g. Loan Policy & Management Manual prepared &


approved

		1) workshop: lending poli-


    cies & management

2) couched working groups

    prepare draft chapters


3) workshop: 1draft manual


4) writing final draft manual


5) Approval by board of FI

		15.1.10

20.2.10


15.3.10


30.4.10


30.5.10

		FI: Mr.;


consul-


tant:   


board

		

		

		



		

		

		

		

		

		

		



		

		

		

		

		

		

		





III.
The FI shall report annually on the following financial and social performance indicators not later than       [select from: two / three] months upon completion of the calendar year

Note: 
Adjustments have to account for the MIS and reporting capacity of the FI.


III.A
Outreach indicators with emphasis on social performance:

1. Number of active clients [or number of accounts with movements in a certain time frame] differentiated by borrowers and depositors and type of clients [specify: e.g. women, rural, etc.]  and products. [specify: e.g. terms, economic sector, etc]

2. Poverty outreach: Number of poor (as defined) people reached as a percentage of total number of clients. Average loan disbursed or outstanding balance per client or account as a proportion of gross national income per capita: differentiated by borrowers and depositors. A more useful average stems from grouping deposits and credits according to size.


3. Adaptation of services: drop-out rates, client survey results


4. Geographical coverage: number of branches, field staff etc.


III.B
Financial health and sustainability indicators:


1. Portfolio quality: Portfolio-at-risk (PAR) beyond a specified number of days (usually between 1 and 30 days), or loans at risk (<10 %). 

In both cases additional information is needed on:


a. the write-off policy/value of loans written off.


b. the loan loss reserve ratio.


c. the amount of rescheduled loans.


2. Profitability: 

For a non-subsidized FI: return on assets (RoA) or return on equity (RoE).

· For a subsidized FI: financial self-sufficiency (FSS) >100 %; i.e. the revenue has to be adjusted for grants and the expenses for inflation (loss of real value), for financial and in-kind subsidies.

· In both cases additional information is needed on:


a. Interest rate margin / portfolio yield.

b. Operating expense ratio (or cost per client).


c. Asset composition: percentage of earning assets.


d. Active borrowers per loan officer or active clients per field officer.


3. 
Security:

· Capital adequacy ratio: to what extent does the FI’s capital (incl. quasi capital) cover the outstanding loans and therewith losses (min. 8 %, recommended 15 %).


· Liquidity: relation of liquid (current) assets to current liabilities or volume of deposits.
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Note:
The wording of this contract is a recommended format to be adapted to the situation concerned

Loan Agreement (hereinafter the Agreement)

between

The Swiss Confederation, represented by the Federal Department of Foreign Affairs,


acting through the Swiss Agency for Development and Cooperation,


represented by the Swiss Agency for Development and Cooperation (hereinafter SDC)

and


The       Financial Institution (hereinafter the FI)

Article 1     Objectives

1.1
In line with its poverty reduction mandate, SDC is promoting the access of poor households and farmers as well as small enterprises to appropriate financial services on a sustainable basis. Therefore, SDC is refinancing locally present FIs to expand their outreach to SDC’s target groups, as outlined by the project document in annex 1. SDC gives thereby particular attention to women due to their important roles for family welfare and entrepreneurship.

1.2 In line with its mission and business plan, the FI aims to expand its outreach to      [select from: poor households and farmers as well as small enterprises] by offering client-oriented       [select from: savings, credit, payment, micro insurance and other financial products] on a cost-covering, socially responsible and lasting basis. 

Note: 
The main motivation of the FI should be stated! It is also important to verify whether the FI is truly committed to its mission and capable of putting its mission into practice.

Article 2     Purpose of this Agreement

The purpose of this Agreement is to define the obligations and rights of both SDC to lend to the FI over       [select from: months / years] up to a maximum amount of       [select from: local currency or up to an equivalent amount in US$, € or CHF] and the FI to repay the loan to SDC on time and to finance the [select from: expansion of its current outreach of        to at least       FORMTEXT 

     
 active  [select from: borrowers / clients] ordevelop an outreach of at least       active       [select from: borrowers / clients] in the areas of       by      [enter: day/month/year] on a cost-covering and socially responsible basis.

Note: 
Although the FI needs refinancing for expanding its loan portfolio, SDC is concerned that its target groups receive access not only to micro credit, but also savings, payments and insurance services. Therefore, the FI and SDC may rather set the number of active clients as target than the number of active borrowers. Targets could also be set in regard to the percentage of poor clients the FI wants to reach provided that the FI is measuring and monitoring the poverty level of its clients.

Note: 
Reference may be made regarding the differentiation between group and/or individual borrowers.

Article 3     Terms of the Loan

3.1 Amount and currency: SDC agrees to provide to the FI a loan of up to      [select from: local currency or up to an equivalent amount in US$, € or CHF] (in words:      ).

3.2 Tenure: The loan tenure covers the period from      [enter date: day/month/year] to      [enter date: day/month/year].

3.3 Interest: The effective annual interest rate is       % (in words:       percent) on the actual loan amount disbursed payable as of the 31st December of the respective calendar year. The FI shall pay such interest for      [add purpose: e.g. to feed a client financial education fund, etc.] to the following bank account: 

[select:] FI Routing       or IBAN Number:      

SWIFT Code:      

Beneficiary Account Name:      

Beneficiary Account Number:      

3.4 Security: The FI provides SDC with a promissory note prior to signature of this Agreement.

Note: 
SDC may request additional securities, such as a bank or state guarantee, ‘borrowing check’, etc., according to the specific country context.

3.5 Disbursement: The loan shall be disbursed in       instalments. The first instalment is due       days upon signature of this Agreement. The further instalments depend on the actual progress made by the FI in on-lending the loan receipts. The estimated disbursement schedule is as follows:

		installment


number

		est. schedule (dd/mm/year)

		instalment


amount

		conditionality for next instalment 






		1

		

		[select from: loc.cur/$/€/CHF]

		(… days upon signature of this Agreement)



		2

		

		[select from: loc.cur/$/€/CHF]

		(e.g. when the FI has on-lent at least 70% / 

75% / 80% of SDC loan funds disbursed

while considering average sub-loan maturity)



		3

		

		[select from: loc.cur/$/€/CHF]

		



		Total

		

		[select from: loc.cur/$/€/CHF]

		





3.6 Repayment: The FI agrees repaying the full loan amount disbursed by SDC according to the repayment schedule below:

		repayment intervals 

		schedule (dd/mm/year)

		repayment amount



		1

		(depends on sub-loan tenure and risk appetite of SDC*)

		local currency / $ / € / CHF



		2

		

		local currency / $ / € / CHF



		3

		(loan maturity date)

		local currency / $ / € / CHF



		Total

		

		local currency / $ / € / CHF





Note*:
A suitable repayment schedule also depends on (1) the capacity of the FI to mobilise other debt, (2) local financial market conditions and (3) SDC’s loan tenure in the first place. As a general rule, the interval of repayment should be longer than the average tenure of the sub-loans.

The FI shall transfer all loan repayments to the following bank account:

[select:] FI Routing       or IBAN Number:      

SWIFT Code:      

Beneficiary Account Name:      

Beneficiary Account Number:      

3.7 Default: In case of default in payment of instalments of principal and of interest, a penalty interest rate of      [select from: 5% / 10%] per annum shall be payable for the period of delay, in addition to the normal interest set in Article 3.3.

3.8 Early Repayment: The FI is entitled to repay partly or fully the outstanding loan amount      [select from: 15 / 30] days upon written notification of SDC without any penalty charges. Any pre-payment of the loan shall be applied first to the instalment payments of principal on the loan in the inverse order of maturity and then to interest accrued but unpaid at the date of the pre-payment.

3.9 Charges and expenses: The FI shall bear all charges and expenses in connection with or relating to the transactions envisaged under this Agreement, except for the      [select from: mini / credit and/or social] rating that SDC shall bear.

Article 4     Responsibilities of the FI

The FI agrees [select from: expanding its current outreach of       active      [select from: borrowers / clients] to at least       active      [select from: borrowers / clients] or developing an outreach of at least       active      [select from: borrowers / clients] in the areas of       by      [enter: day/month/year] on a cost-covering and socially responsible basis in line with its mission and regularly updated business plan (reference is made in annex 1).

4.1 The FI shall comply with the client lending conditions [in the case of immature FI add: and loan management principles and systems] as outlined in annex 2.

4.2 The FI shares SDC’s commitment to socially responsible behaviour and agrees to undertake its best efforts in ensuring that its clients do in fact benefit from its financial services. Management and staff of the FI are thus committed to comply fully with national client protection norms and regulations [if available] and to apply the seven client protection principles (listed in annex 3) in a pragmatic and feasible manner.


4.3 The FI undertakes to comply with all legal requirements and to obtain all the necessary permissions, approvals and licences required to execute this Agreement. This shall include fullest collaboration with the rating agency contracted by SDC, if any.

4.4 The FI shall, at all times, manage its affaires, maintain its financial position and carry out its operations with due diligence and efficiency and in accordance with best banking practices and International Accounting Standards for the execution of this Agreement.

4.6
The FI shall fulfil all reporting requirements in time as outlined in Article 5.

Article 5     Reporting requirements

5.1
The FI shall fulfil the following reporting requirements vis-à-vis SDC:

a.      [select from: quarterly / biannual] progress reports on the performance of the loan portfolio [in case of mature FI and/or specialised ‘microfinance windows’ where SDC has no justified interest in the entire loan portfolio add: that has been refinanced by SDC] as per annex 3, part I to be submitted not later than       [select from: 30 / 45] days after the reporting period concerned.

Note: Reporting frequency depends on the scale of operation and the risk level assumed by SDC.

Note: The time span depends on the MIS capacity of the FI.

b. Annual progress reports on the overall institutional development of the FI as per annex 3, part II to be submitted not later than       [select from: two / three] months after the reporting period concerned.


c. The FI agrees to post available financial and social performance related information directly on the MIX Market Exchange, a web-enabled database capturing microfinance industry reporting.


d. Annual audit reports with management letter at the latest six months after the end of the business year.


Note: 
Depending on country context, external audits shall be conducted by auditing companies accepted and/or licensed by the relevant regulatory authority or, if not appropriate as in very immature financial sectors, endorsed by SDC.

e. Copies of compulsory and/or voluntary reports submitted to the regulatory authority and national industry networks.


Note: 
SDC may encourage the FI to comply with regulatory reporting requirements on a voluntary basis in view of preparing the FI for later transformation into a regulated FI as well as to promote transparency through voluntary reporting to industry networks.

f. 
Any rating reports on the FI not commissioned by SDC.


Note: 
Provided that other donors and/or investors that commissioned them are willing to share them with SDC.

g.      [only in the case of immature FIs where SDC is engaged strongly in their institutional development add: Copies of grant funding and loan / overdraft / guarantee / equity agreements with other donors and/or investors within one month of signature of these agreements].

5.2 The FI agrees organising biannual joint review meetings with SDC on (1) the performance of the FI’s loan portfolio and the performance of its clients, (2) progress made in implementing the technical assistance package outlined in annex 5, if any, and (3) the institutional development performance of the FI. Both parties may later decide to hold the joint review meetings on an annual basis only.

5.3      [Only for immature FIs add: The FI and SDC (or its contracted consultant) agree to jointly carry out a portfolio review for the first time after the initial four months of lending operations and thereafter on an annual basis so as to (a) assess progress made, (b) identify bottlenecks requiring action, and (c) identify staff capacity-building needs. These reviews will be discussed at the joint review meeting as stipulated in Article 5.2].


[Only in the case of an immature FI add, otherwise delete all paragraphs of article 6:]Article 6     Technical Assistance

6.1
SDC shall provide the FI with technical assistance and training so as to assist the FI in achieving the agreed performance targets as stipulated in Article 4.1. This is governed by a separate grant agreement between SDC and the FI.

6.2
The technical assistance package and its time schedule are outlined in annex 5. The FI shall appoint a high-ranking manager who is responsible for the execution of the technical assistance package on behalf of the FI.]

Article 7     Anti-corruption clause

Within the framework of this Agreement, the Parties shall neither directly nor indirectly propose benefits of any nature whatsoever. They shall not accept any such proposals. Any corrupt or illegal behaviour signifies a violation to the present agreement and justifies its termination as well as/or the recourse to supplementary corrective measures in accordance with applicable legislation.

Article 8     Verification

SDC as well as any third Party appointed by it and the Federal Audit Office may at any time and without prior notice visit the sites of the Assignment and examine the implementation of the Assignment as well as all respective documents. The exercise of this right shall in no way affect the Contractor’s duty to carry out the Assignment in accordance with the Agreement.

Article 9     Entry into force and extension

9.1 
This Agreement shall come into force by its signature by both parties. It covers the period from      [enter date: day/month/year] to      [enter date: day/month/year] and ends as soon as both parties have fulfilled their mutual obligations.


9.2 
The FI shall not transfer or assign or purport to assign or transfer this Agreement or any rights or obligations hereunder without SDC's prior written consent. Any attempted assignment or transfer without SDC’s prior written consent shall entitle SDC to terminate the Agreement forthwith. Subject to the immediately preceding sentence, this Agreement shall be binding upon and inure to the benefit of the parties hereto and their respective heirs, successors and assigns.

9.3 
Based on the achievement of the minimum performance targets of the FI as stipulated in Article 4.1 and the market development, this Agreement may be extended by written amendment duly signed by both parties.

Note: 
If extended, the loan amount can be higher, but the percentage of the risk sharing must be equal or reduced.

Article 10     Termination

10.1 
Should the Agreement be deemed unnecessary because of the non-utilisation of the loan by the FI, both parties may agree on the termination of this Agreement through a simple exchange of letters.


10.2 
Either Party may terminate this Agreement forthwith by formal written notice to the other if either party commits a breach of any of the terms of this Agreement, which breach has not been remedied within 30 working days to the Party in breach receiving written notice of the breach from the other Party.

10.3 If the performance of the present Agreement is prevented due to force majeure or unforeseeable events, such as natural disaster, political unrest, outbreak of armed conflict or significant deterioration of the security situation, each Party has the right to terminate the present Agreement with a formal written notice with effect from the moment when it becomes impossible to perform contractual duties.

10.4 The FI has to repay the outstanding loan plus accrued interest to SDC within one month upon the termination of the present Agreement.

Article 11     Applicable law and Arbitration

11.1 
The law applicable to this Agreement shall be the law of      [indicate country]. The place of jurisdiction shall be      [indicate place of court concerned].

11.2 
Any dispute arising between the parties in connection with the implementation, the interpretation or application of this Agreement shall be first resolved amongst the parties. SDC and the FI agree to make all efforts to enter into discussion in order to find an adequate settlement of such a dispute by negotiation.


11.3 
If the dispute can’t be settled by negotiation, it shall be submitted at the request of either party to arbitration in accordance with the UNCITRAL Arbitration Rules as at present in force. The number of arbitrators shall be three. The appointing Authority shall be the Permanent court of Arbitration. The arbitral award shall contain a statement of the reasons on which it is based and shall be accepted by the parties as the final adjudication of the dispute.


Article 12     General Conditions


12.1 This Agreement and the annexes attached hereto shall form the entire Agreement between the FI and SDC, superseding the contents of any other negotiations and/or agreements, whether oral or in writing, pertaining to the subject of this Agreement.


12.2 No modification of, or change to, this Agreement, waiver of any of its provisions or additional contractual provisions shall be valid or enforceable unless previously approved in writing by the parties to this Agreement or their duly authorised representatives in the form of an amendment to this Agreement duly signed by the parties hereto.


12.3 The invalidity or unenforceability for any reason of any provision of this Agreement shall not prejudice or affect the validity or enforceability of its other provisions.

12.4 All correspondence pertaining to this Agreement shall be addressed to:


For the Swiss Agency for Development Cooperation (SDC):


Person / title:      

Postal address:      

E-mail / Fax:      

Phone:      

For the       Financial Institution (FI):

Person / title:      

Postal address:      

E-mail / Fax:      

Phone:      

IN WITNESS WHEREOF, the undersigned, being duly authorized thereto, have signed this Agreement in the English language.


Done in      [select from: two / four] original texts on      [enter date: day/month/year] in      [place of signature]

For the Swiss Agency for Development and Cooperation (SDC):


For the      [Financial Institution] (FI):

Annexes:

Annex 1:
SDC Project Document


Annex 2: 
Client lending conditions [in the case of an immature FI add: and loan management principles] of the FI

Annex 3:
List of client protection principles

Annex 4:
Reporting requirements of the FI on loan portfolio and institutional development performance vis-à-vis SDC

[In the case of an immature FI where SDC is supporting its institutional development add, otherwise delete Annex 5:]

Annex 5:
Document specifying technical assistance and training offered by SDC to the FI

Annex 2:
Client lending conditions[in the case of an immature FI add: and loan management principles] of the FI

1.
The FSP shall offer the following lending conditions to its clients:

1.1

Client eligibility criteria: The purpose of the collaboration between SDC and the FI is for the FI to serve poor people: economically active individuals (particularly women) and households, farmers, micro entrepreneurs and small enterprises are eligible for group and/or individual loans provided that the FI takes reasonable steps to ensure that its borrowers have demonstrated an adequate ability to repay and loans will not put them at significant risk of over-indebtedness.



In the case of small enterprise loans, the FI applies a cash-flow loan appraisal methodology to ensure that the client is capable to repay the loan with interest out of the proceeds from the cash-flow generated by the loan receipts so that the client (and his family) is very likely financially better off after loan repayment compared to the time of loan request by assuming reasonable household and business risks.


1.2 Items eligible for loan financing: Production inputs, equipment, raw materials, services and       are eligible for financing, as long as they are legal activities and compatible with generally accepted local and international ethical and environmental standards.

Note: 
Such standards should be realistic and should be suitable for monitoring!

1.3 Loan currency: All loans are in principle in local currency with no foreign exchange rate risk assumed by the clients. [In the case that SDC is lending in foreign currency add: The FI bears the full foreign exchange rate risk]. In exceptional cases where the client is operating predominately in foreign currency, the FI may lend in foreign currency, if so requested by the client.

1.4 Loan ceilings: The following loan ceilings [select from: at disbursement / as average loan outstanding] apply in regard to the following client groups.


Note: 
Loan ceilings at disbursement are much preferred, if the MIS of the FI allows for it.


		Client group

		Loan product / type

		Loan ceiling



		individual / household

		‘non-housing’ loan

		



		

		housing loan

		



		

		emergency loan

		



		small farmer

		working capital loan

		



		

		investment loan with incremental working capital

		



		small enterprise

		working capital loan

		



		

		investment loan with incremental working capital

		





Note: 
In the case of an immature FI, maximum ceilings for loan maturity and grace periods per loan product / type may be agreed upon as well.

1.5 Loan pricing: The FI sets the pricing of its loans (i.e. interest rates, fees, insurance costs, etc.) according to its financial, operational costs and risks in order to cover all its costs and earn a reasonable profit margin. It applies the declining interest rate calculation method.



The FI discloses the pricing, terms and conditions of all its financial products in a transparent form understandable to its clients.


2.[Only in the case of an immature FI add, otherwise delete all paragraphs under 2:]
The FI shall comply with the following loan management principles and systems:

2.1 Loan policy and management manual: The FI has a loan policy and management manual that outlines (1) lending policies and principles, (2) all loan products, (3) loan management policies, procedures, guidelines and formats for loan application, appraisal, approval, disbursement, monitoring, collection and problem loan workout. This manual is updated at least annually. It is approved by the governing body of the FI and endorsed by SDC. 


Note: 
According to Article 6, SDC may provide technical assistance in developing appropriate lending policies and loan management policies, procedures, formats and corresponding training of loan officers, branch and head office loan committees and the head office loan department management, as outlined in annex 5.

2.2 Understanding client financial needs: The FI makes all reasonable efforts in understanding the household and small enterprise economics of its clients and the corresponding gender specific implications so as to design financial services and conditions that fit the needs of its clients. 


Note: 
According to Article 6, SDC may provide technical assistance and training in client needs analysis and product development, testing and refinement, as outlined in annex 5.

2.3 Loan appraisal methodology: The FI applies a cash-flow based appraisal methodology for individual loans to ensure that the client is capable to repay the loan with interest out of the proceeds from the cash-flow generated by the client (and his family) so that the client (and his family) is very likely financially better off after loan repayment compared to the time of loan request by assuming reasonable household and business risks. 



In the case of small enterprise investment loans, the FI ensures that the main investment item financed can be amortised by the client over the period of the loan. This necessitates an adequate level of self-financing contribution by the client.


Note: 
According to Article 6, SDC may provide technical assistance in cash-flow based loan appraisal methodology and corresponding training for loan officers, loan committee members and head office loan department management, as outlined in annex 5.


2.4 Loan tracking system and accounting: The FI keeps accurate and updated loan tracking and client data as well as accounts for each loan. All loan transactions, such as loan disbursement, interest payments, loan instalments, penalty fees for delayed interest payments and instalments as well as loan loss provisions, are timely recorded.


Note: 
If the FI has no integrated loan tracking and accounting software, utmost care is needed to ensure the reconciliation of loan tracking and loan accounting data on a weekly or fortnightly or monthly basis.


Note: 
According to Article 6, SDC may provide technical assistance for updating or replacing the client tracking and accounting software and corresponding training of the IT staff, as outlined in annex 5. An integrated and widely used software (e.g. MicroBanker Windows) is strongly recommended and the CGAP website should be consulted regarding software assessments. SDC may contribute funding for a new software.


The FI keeps proper loan files, with essential documents and back-up software files kept at fire-proof locations at its branch offices.


2.5
Internal control and audit function: The FI is committed to      [select from: upgrade / establish] an appropriate internal control & audit function that undertakes regular financial and compliance audits covering the lending operations concerned.


Note: 
According to Article 6, SDC may provide technical assistance and related training to the upgrade and/or establishment of a proper internal control and audit function, as outlined in annex 5.


2.6 Loan loss provisioning: The FI maintains loan loss provisions of at least 2% of all its well performing loans outstanding with no PAR30 as well as respective higher loan loss provisions for all its loans outstanding overdue for more than 30 days.


Note: 
It is recommended to follow the loan loss provisions stipulated by the regulatory authority for licensed MFIs, if they exist, regardless whether the FI is licensed or not.



The FI writes off all its loans outstanding that are overdue for more than      [select from: 180 / 360] days without stopping its loan recovery efforts. It has clear policies and procedures for full or partial loan write offs, loan extensions and loan restructuring.


Annex 3:
List of client protection principles

1)
Avoidance of over-indebtedness: Application of cash-flow based individual loan appraisal technologies to ensure that loans will only be offered to clients that have demonstrated an adequate ability to repay so that the loans will not put clients at significant risk of over-indebtedness.


2) 
Transparent pricing: The FI discloses the pricing, terms and conditions of all its financial products in a transparent form understandable to its clients.

3) 
Appropriate collection practices: The FI has loan collection practices that are not abusive or coercive.


4) 
Ethical staff behaviour: The FI has adequate safeguards in place to detect and correct corruption or mistreatment of clients and ensures that their staffs comply with high ethical standards in their interaction with clients.


5) 
Mechanisms for redress of grievances: The FI has in place timely and responsive mechanisms for complaints and problem resolution for their clients.


6) 
Privacy of client data: The FI respects the privacy of individual client data and does not use such data for other purposes [than reporting to the credit bureau (if available)] without the expressed permission of the client.


7) 
Risk coverage in case of borrower’s death or invalidity: If available and affordable, the FSP/s offer credit life insurance and/or life and invalidity insurance to their borrowers (preferably on behalf of an insurance company).


Annex 4:
Reporting requirements of the FI on loan portfolio and institutional development performance vis-à-vis SDC

I.
The FI shall report      [select from: quarterly / biannually] on its loan portfolio performance not later than       [select from: 30 / 45] days upon completion of the reporting period:


I.A
Loan portfolio:


1. Loans in terms of loan amount disbursed during the reporting period, average loan amount      [select from: at disbursement / outstanding] during the reporting period and total loans outstanding at the end of the reporting period with a breakdown by both:

Note: 
At disbursement is preferred provided that the MIS of the FSP/s allows for it.

(1) main loan product:      [needs to be defined: e.g. ‘non-housing’ loan, housing loan, emergency loan, small farmer loan (if required, differentiated between working capital and investment loans), small enterprise loan (if required, differentiated between working capital and investment loan), etc.]

(2) location:       [branch office / region].

Note: 
In the case of an immature FI, the breakdown by both main loan products and branch office / region may cause difficulties due to its poor MIS. SDC may then drop these reporting requirements for the time being and assist the FI in upgrading or replacing its MIS.


2. Outreach in terms of number of loans disbursed during the reporting period, number of loans outstanding at the end of the reporting period,       [in the case that a client can receive more than one loan at a time add: number of clients at the end of the reporting period] and [depending on MIS capacity of the FI add: number of female clients] at the end of the reporting period with a breakdown by both:


(1) main loan product:       [needs to be defined: see above under 1. Loans]

(2) location:       [branch office / region].


Note: 
In the case of an immature FI, the breakdown by both main loan products and branch office / region may cause difficulties for the FI due to its poor MIS. Moreover, a FI may not be able to report on the gender of its clients. SDC may then drop these reporting requirements for the time being and assist the FI in upgrading or replacing the MIS.


3. Loan repayment status according to five categories of (1) ‘on-time’; (2) ‘delayed’; (3) ‘default’; (4) ‘extended’ and (5) ‘restructured’. 


Note: 
A further breakdown by main loan product and/or branch office / region may be required (this may call for SDC supporting the upgrade or replacement of the MIS).


4. Loan quality in term of portfolio-at-risk (PAR) according to the following three categories at the end of reporting period:


(1) X < PAR30

(2) [one of the options and highlighted text to be deleted] depending on the country context: PAR30 < X < PAR60 or PAR30 < X < PAR90

(3) [one of the options and highlighted text to be deleted] depending on the country context: X > PAR60 or X > PAR90

Note: 
A further breakdown by main loan product and/or branch office / region may be required, particularly if PAR30 exceeds 5%.


5.
Loan purpose: A breakdown per main loan product, as requested under 1. above.


Note: 
Depending on the specific development context and SDC’s interventions, SDC may further request a sectoral breakdown of small business loans, such as e.g. (1) primary sector production (agriculture, forestry, fisheries); (2) agro-processing; (3) services, including trade; (4) manufacturing / handicraft), etc., and/or small farmer loans, such  as e.g. (1) crop production, (2) horticulture, (3) livestock, (4) fish hatchery, (5) agro-processing, etc.

I.B
Outreach targets: Status on the outreach performance targets stipulated in Article 4.1 at the beginning and at the end of the reporting period.


I.C
Internal audit reports on loan portfolio: Internal financial and compliance audit reports that cover at least a random sample of       % [select from: 5% / 10% / 15%] of the loan portfolio outstanding concerned.

Note: 
Percentage depends on the frequency of reporting whether quarterly or semi-annually and on the capacity of the internal audit function of the FI.


[Depending on the capacity of the FI’s internal audit function and SDC commitment in providing corresponding technical assistance add, otherwise delete:]The audits are carried out in line with the internal control and audit policies and procedures of the internal control & audit manual approved by the Board on      [enter: day/month/year] and endorsed by SDC.


II.
The FI shall report annually on its institutional development not later than      [select from: two / three] months upon completion of the calendar year


Note: 
Adjustments have to account for the MIS and reporting capacity of the FI.

II.A
Outreach indicators with emphasis on social performance:


1. Number of active clients [or number of accounts with movements in a certain time frame] differentiated by borrowers and depositors and type of clients [specify: e.g. women, rural, etc.]  and products. [specify: e.g. terms, economic sector, etc]

2. Poverty outreach: Number of poor (as defined) people reached as a percentage of total number of clients. Average loan disbursed or outstanding balance per client or account as a proportion of gross national income per capita: differentiated by borrowers and depositors. A more useful average stems from grouping deposits and credits according to size.


3. Adaptation of services: drop-out rates, client survey results


4. Geographical coverage: number of branches, field staff etc.

III.B
Financial health and sustainability indicators:


1. Portfolio quality: Portfolio-at-risk (PAR) beyond a specified number of days (usually between 1 and 30 days), or loans at risk (<10 %). 

In both cases additional information is needed on:


a. the write-off policy/value of loans written off.


b. the loan loss reserve ratio.


c. the amount of rescheduled loans.


2. Profitability: 

For a non-subsidized FI: return on assets (RoA) or return on equity (RoE).

For a subsidized FI: financial self-sufficiency (FSS) >100 %; i.e. the revenue has to be adjusted for grants and the expenses for inflation (loss of real value), for financial and in-kind subsidies.

In both cases additional information is needed on:


a. Interest rate margin / portfolio yield.

b. Operating expense ratio (or cost per client).

c. Asset composition: percentage of earning assets.

d. Active borrowers per loan officer or active clients per field officer.


3. Security:

-
Capital adequacy ratio: to what extent does the FI’s capital (incl. quasi capital) cover the outstanding loans and therewith losses (min. 8 %, recommended 15 %).


- 
Liquidity: relation of liquid (current) assets to current liabilities or volume of deposits.
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Wholesale Portfolio Guarantee Agreement

(hereinafter the Agreement)

between


The Swiss Confederation, represented by the Federal Department of Foreign Affairs,


acting through the Swiss Agency for Development and Cooperation,


represented by the Swiss Agency for Development and Cooperation (hereinafter SDC)

and


The       Financial Institution (hereinafter the FI)

regarding the refinancing of       [insert: number of] financial service provider(s) (hereinafter the FSP(s)) that serve poor people and small enterprises

Article 1     Objectives

1.1
In line with its poverty reduction mandate, SDC is promoting the access of poor households and farmers as well as small enterprises to appropriate financial services on a sustainable basis. SDC gives thereby particular attention to women due to their important roles for family welfare and entrepreneurship. 

Therefore, SDC aims to facilitate the refinancing of FSP(s) in local currency through locally present FIs, as outlined in the project document in annex 1. The underlying medium-term aspiration is a mutually beneficial business relationship between the FI and the FSP(s).

1.2
The FI aims to invest in the micro / rural finance sector through refinancing of FSP(s) in order to      .

Note: 
The main motivation of the FI to enter into this guarantee agreement with SDC should be stated! Examples could be ‘to test the micro / rural finance market prior to direct engagement’ or ‘to develop FSP/s as a new clientele for lending, money transfer and other service’ etc.).


Article 2     Purpose of this Agreement

The purpose of this Agreement is to define the mutual obligations and rights of SDC and the FI with regard to SDC guaranteeing up to a maximum of       % (in words:       percent) of the outstanding loans and/or overdraft facilities granted by the FI to the FSP up to a maximum amount of       [select from: local currency or up to an equivalent amount in US$, € or CHF](in words:      ) for the period from       [enter date: day/month/year] to       [enter date: day/month/year].

[In the case of more than one FSP, replace above by:] … SDC guaranteeing up to a maximum of       [select from: local currency or up to an equivalent amount in US$, € or CHF](in words:      ) related to the FI’s lending exposure per FSP. [As an alternative, the maximum amount may be defined specifically for each FSP)].


The Agreement does not cover loan interest and fees.

Note: 
The maximum ceiling of 60% should ensure that the FI has a strong financial incentive to recover its loans. A gradually declining percentage is preferable, if feasible.

Article 3     Responsibilities of SDC

SDC agrees to:


a. Guarantee, within the limits mentioned in article 2, the FI against an irrevocable loss as per procedure described in article 6. SDC hereby agrees that its obligations under this Agreement shall not be released, diminished, reduced or affected by any circumstances other than those mentioned in article 10.

b. Make its payments of       [select from: local currency or up to an equivalent amount in US$, € or CHF]to the FI, based on the procedure described in article 6, within       [select from: 7 / 15] days of the notification of the claim followed by mutual acceptance of proven evidence for the case concerned to the following bank account:


[select:] FI Routing       or IBAN Number:      

SWIFT Code:      

Beneficiary Account Name:      

Beneficiary Account Number:      

c. Support the institutional strengthening of the FSP(s) through technical assistance and training [add if available: as outlined in annex 4] and governed by a separate grant agreement between SDC and the FSP(s).

Note:
SDC may also indicate another donor/project that is committed to support the FSP/s on its own or on behalf of SDC, if needed. This could be well within the scope of a financial sector support project. It is also possible that the FSP/s may not require institutional strengthening support.

Article 4     Responsibilities of the FI

The FI agrees to:


a. Provide loans and/or overdraft facilities in local currency to       [list the names of the FSP(s)]exclusively for the purpose of       [specify in line with the project document] within the time period from      [enter date: day/month/year] to      [enter date: day/month/year].


[It may useful to add:]and the following loan disbursement schedules:      

Note: 
Lending in foreign currency should be a real exception.

b. 
Monitor the use and the repayment of the loan/s and/or the use of the overdraft facilities as per separate agreement(s) between the FI and the FSP(s) and inform SDC immediately upon discovery of any delay or default of payment by the FSP(s).


c.
[Only in the case of an immature FI:]Apply the general and usual caution and procedure to recover the full amount or part of the loans and/or draw-down amounts of the overdraft facilities vis-à-vis the FSP(s).]

d. Apply international best banking practices and International Accounting Standards for the execution of this Agreement.


e. Ensure that the FSP(s) apply the client lending conditions and socially responsible lending behaviour as per annex 2.

f. Fulfil all reporting requirements in time as outlined in article 5.

Note: 
Normally no fees are asked. Fees are relevant, if a guarantee fund is established.

Article 5     Reporting requirements

5.1
The FI shall fulfil the following reporting requirements:

a. [In the case that loan and/or overdraft facility agreements between the FI and the FSP/s were not concluded prior to this Agreement:] A copy of all loan and/or overdraft facility agreements between the FI and the FSP(s) within one month upon signature.


b. All important communications with the FSP(s) related to this Agreement on a timely basis.


c. [Select from: Quarterly / Biannual]      progress reports on (1) the performance of both the loans / overdraft facilities of the FI and (2) the loan portfolio of the FSP(s) as per annex 3. The FI shall submit these reports together with the financial statements of the FSP(s) not later than       [select from: 45 / 60] days after the reporting period concerned.

Note: 
The reporting frequency depends on the scale and risk for SDC.

Note: 
The time span depends on the MIS capacity of the FSP(s).

d. Annual audit reports with management letter of the FSP(s) at the latest six months after the end of the business year.


Note: 
Depending on country context, external audits shall be conducted by auditing companies which have been accepted and/or licensed by the relevant regulatory authority or, if not appropriate as in very immature financial sectors, endorsed by SDC. SDC may drop Article 5.1d, if it has grant agreements with the FSP(s) according to which it receives the annual audit reports directly from them.

e. Annual audit reports [only in the case of an immature FI and depending on negotiation, i.e. the importance of the Agreement for the FI add: with management letter of the FI] at the latest six months after the end of the business year.

5.2 The FI agrees organising biannual joint review meetings between SDC, the FI and the FSP(s) on (1) the performance of the loans and/or overdraft facilities offered by the FI to the FSP(s), (2) the performance of the loan portfolio of the FSP(s) and the performance of their clients, and (3) the institutional development of the FSP(s). The parties may later decide to hold the joint review meetings on an annual basis only.

Article 6     Default procedure


6.1 
     [Add: Summary of the FI’s default procedures]

Note: 
If the FI’s default procedures are inconsistent with ‘best banking practice’, consistent default procedures need to be negotiated and agreed upon.

6.2 
To the extent that the FI failed to recover from the FSP(s) part of or the full loan, the FI may claim from SDC payment according to article 2.

6.3
Before payment by SDC, the FI has to confirm in a notice to SDC that:


- 
It has fulfilled all its obligations in conformity to this Agreement.

- 
It has exhausted all remedies against the FSP/s according to this Agreement and, as eventually, mutually agreed.


- 
It has verified the loss and that the loss has been certified by      [specify: an external source, e.g. external auditor of the FI].

- 
In addition to the FI’s report, SDC may commission an external assessment in consultation with the FI.

Article 7     Anti-corruption clause

Within the framework of this Agreement, the Parties shall neither directly nor indirectly propose benefits of any nature whatsoever. They shall not accept any such proposals. Any corrupt or illegal behaviour signifies a violation to the present agreement and justifies its termination as well as/or the recourse to supplementary corrective measures in accordance with applicable legislation.


Article 8     Verification

SDC as well as any third Party appointed by it and the Federal Audit Office may at any time and without prior notice visit the sites of the Assignment and examine the implementation of the Assignment as well as all respective documents. The exercise of this right shall in no way affect the Contractor’s duty to carry out the Assignment in accordance with the Agreement.

Article 9     Entry into force and extension

9.1 
This Agreement shall come into force by its signature by both parties. It covers the period from      [enter date: day/month/year] to      [enter date: day/month/year] and ends as soon as both parties have fulfilled their mutual obligations.


9.2 
The FI shall not transfer or assign or purport to assign or transfer this Agreement or any rights or obligations hereunder without SDC's prior written consent. Any attempted assignment or transfer without SDC’s prior written consent shall entitle SDC to terminate the Agreement forthwith. Subject to the immediately preceding sentence, this Agreement shall be binding upon and inure to the benefit of the parties hereto and their respective heirs, successors and assigns.


9.3 
Based on the performance of the FSP(s) and on the market development, this Agreement may be extended by written amendment duly signed by both parties.


Note: 
If extended, the amount guaranteed can be higher, but the percentage of the risk sharing must be equal or reduced!

Article 10     Termination

10.1 
Should the present wholesale portfolio guarantee be deemed unnecessary because of the non-utilisation of the loan/s and/or overdraft facilities by the FSP(s), both parties may agree on the termination of this Agreement through a simple exchange of letter.


10.2 Either Party may terminate this Agreement forthwith by formal written notice to the other if either party commits a breach of any of the terms of this Agreement, which breach has not been remedied within 30 working days to the Party in breach receiving written notice of the breach from the other Party.

10.3 If the performance of the present Agreement is prevented due to force majeure or unforeseeable events, such as natural disaster, political unrest, outbreak of armed conflict or significant deterioration of the security situation, each Party has the right to terminate the present Agreement with a formal written notice with effect from the moment when it becomes impossible to perform contractual duties

Article 11     Applicable law and Arbitration

11.1 
The law applicable to this Agreement shall be the law of      [indicate country]. The place of jurisdiction shall be      [indicate place of court concerned].

11.2 
Any dispute arising between the parties in connection with the implementation, the interpretation or application of this Agreement shall be first resolved amongst the parties. SDC and the FI agree to make all efforts to enter into discussion in order to find an adequate settlement of such a dispute by negotiation.


11.3 
If the dispute can’t be settled by negotiation, it shall be submitted at the request of either party to arbitration in accordance with the UNCITRAL Arbitration Rules as at present in force. The number of arbitrators shall be three. The appointing Authority shall be the Permanent court of Arbitration. The arbitral award shall contain a statement of the reasons on which it is based and shall be accepted by the parties as the final adjudication of the dispute.


Article 12     General Conditions


12.1 This Agreement and the annexes attached hereto shall form the entire Agreement between the FI and SDC, superseding the contents of any other negotiations and/or agreements, whether oral or in writing, pertaining to the subject of this Agreement.


12.2 No modification of, or change to, this Agreement, waiver of any of its provisions or additional contractual provisions shall be valid or enforceable unless previously approved in writing by the parties to this Agreement or their duly authorised representatives in the form of an amendment to this Agreement duly signed by the parties hereto.


12.3 The invalidity or unenforceability for any reason of any provision of this Agreement shall not prejudice or affect the validity or enforceability of its other provisions.

12.4 All correspondence pertaining to this Agreement shall be addressed to:


For the Swiss Agency for Development Cooperation (SDC):


Person / title:      

Postal address:      

E-mail / Fax:      

Phone:      

For the       Financial Institution (FI):

Person / title:      

Postal address:      

E-mail / Fax:      

Phone:      

IN WITNESS WHEREOF, the undersigned, being duly authorized thereto, have signed this Agreement in the English language.


Done in      [select from: two / four] original texts on      [enter date: day/month/year] in      [place of signature]

For the Swiss Agency for Development and Cooperation (SDC):


For the      [Financial Institution] (FI):

Annexes  


Annex 1:  SDC Project Document


Annex 2:  Lending conditions and socially responsible lending behaviour of the FSP(s)

Annex 3:  Reporting requirements

[If available and relevant add:] 

Annex 4: 
Document specifying the institutional strengthening support offered to the FSP(s)]

Annex 2:
Lending conditions and socially responsible lending behaviour of the FSP/s

The FI ensures that the FSP(s) respect the following client lending conditions and adhere to socially responsible behaviour:

1. Client lending conditions of the FSP(s):


1.1 Average loan size: The FSP(s) respect the following average loan ceilings      [select from: at disbursement / as average loan outstanding] as proxy indicator for reaching the intended client groups:

Note:
Loan ceilings at disbursement are much preferred, if the MIS of the FSP/s allows for it.

		Client group

		Loan type

		Loan ceiling



		individual / household

		‘non-housing’ loan

		



		

		housing loan

		



		

		emergency loan

		



		small farmer

		working capital loan

		



		

		investment loan (with incremental working capital)

		



		small enterprise

		working capital loan

		



		

		investment loan (with incremental working capital)

		





1.2 Items eligible for loan financing: Production inputs, equipment, raw materials, services and       are eligible for financing, as long as they are legal activities and compatible with generally accepted local and international ethical and environmental standards.

Note: 
Such standards should be realistic and suitable for monitoring!

1.3 Loan currency: All loans are in principle in local currency with no foreign exchange rate risk for the clients. The FSP(s) bear the full foreign exchange rate risk. In exceptional cases where the client is operating predominately in foreign currency, the FSP(s) may lend in foreign currency, if so requested explicitly by the client.

2. Socially responsible behaviour towards the clients

Management and staff of the FSP(s) share the FI’s and SDC’s commitment to socially responsible behaviour. Therefore, they are committed to comply fully with national client protection norms and regulations (if existent) and the following seven client protection principles in a pragmatic and feasible manner.

2.1 Avoidance of over-indebtedness: Application of cash-flow based individual loan appraisal technologies to ensure that loans will only be offered to clients that have demonstrated an adequate ability to repay so that the loans will not put clients at significant risk of over-indebtedness.


2.2 Transparent pricing: The FSP(s) disclose the pricing, terms and conditions of all its financial products in a transparent form understandable to clients.

2.3 Appropriate collection practices: The FSP(s) have loan collection practices that are not abusive or coercive.


2.4 Ethical staff behaviour: The FSP(s) have adequate safeguards in place to detect and correct corruption or mistreatment of clients and ensures that their staffs comply with high ethical standards in their interaction with clients.


2.5 Mechanisms for redress of grievances: The FSP(s) have in place timely and responsive mechanisms for complaints and problem resolution for their clients.


2.6 Privacy of client data: The FSP(s) respect the privacy of individual client data and do not use such data for other purposes [if available add: than reporting to the credit bureau] without the expressed permission of the client.

2.7 Risk coverage in case of borrower’s death or invalidity: If available and affordable, the FSP(s) offer credit life insurance and/or life and invalidity insurance to their borrowers (preferably on behalf of an insurance company)

Annex 3:
Reporting requirements of the FI to SDC

I.
The       [select from: quarterly / biannual] reporting requirements of the FI on its loan exposure towards the FSP(s) (both direct loans and overdraft facilities) not later than       [select from: 30 / 45] days upon completion of the reporting period encompass:


I.A
Loan portfolio (including overdraft facilities) in terms of loan amount disbursed during the reporting period and total loans outstanding at the end of reporting period with a breakdown by FSP.


I.B
Loan quality in terms of portfolio-at-risk (PAR) with a breakdown by FSP according to the following three categories at the end of the reporting period:


(1) X > PAR30

(2) [one of the options and highlighted text to be deleted] depending on the country context: PAR30 < X < PAR60 or PAR30 < X < PAR90

(3) [one of the options and highlighted text to be deleted] depending on the country context: X > PAR60 or X > PAR90

II.
The       [select from: quarterly / biannual] reporting requirements of the FI on the loan portfolio of the FSP(s) not later than       [select from: 30 / 45] days upon completion of the reporting period encompass:


II.A
Loan portfolio per FSP:


1. Loans in terms of loan amount disbursed during the reporting period, average loan amount       [select from: at disbursement / outstanding] during the reporting period and total loans outstanding at the end of the reporting period with a breakdown by both:

Note: 
At disbursement is preferred provided that the MIS of the FSP/s allows for it.

(1) main loan product:       [needs to be defined: e.g. ‘non-housing’ loan, housing loan, emergency loan, small farmer loan (if required, differentiated between working capital and investment loans), small enterprise loan (if required, differentiated between working capital and investment loan), etc.]

(2) location:       [branch office / region].

Note: 
In the case of immature FSP/s, the breakdown by both, main loan products and branch office / region may cause difficulties due to its poor MIS. SDC may then drop these reporting requirements for the time being and assist the FSP/s in upgrading or replacing its MIS.

2. Outreach in terms of number of loans disbursed during the reporting period, number of loans outstanding at the end of the reporting period,       [in the case that a client can receive more than one loan at a time add: number of clients at the end of the reporting period] and [depending on MIS capacity of the FI add: number of female clients] at the end of the reporting period with a breakdown by both:


(1) main loan product:       [needs to be defined: see above under 1. Loans]

(2) location:       [branch office / region].


Note: 
In the case of immature FSP/s, the breakdown by both main loan products and branch office / region may cause difficulties due to the poor MIS. Moreover, some FSP/s may not be able to report on the gender of their clients. SDC may then drop these reporting requirements for the time being and assist the FSP/s in upgrading or replacing the MIS.


3. Loan repayment status according to five categories of (1) ‘on-time’; (2) ‘delayed’; (3) ‘default’; (4) ‘extended’ and (5) ‘restructured’. 

4. Loan quality in term of portfolio-at-risk (PAR) according to the following three categories at the end of reporting period: 

1. X < PAR30

2. [one of the options and highlighted text to be deleted] depending on the country context: PAR30 < X < PAR60 or PAR30 < X < PAR90

3. [one of the options and highlighted text to be deleted] depending on the country context: X > PAR60 or X > PAR90

II.B
Financial statements comprising balance sheet and income statement.

III.
The annual reporting requirements of the FI on the institutional development of the FSP(s) not later than six months upon completion of the reporting period encompass:

Note: Adjustments have to account for the MIS and reporting capacity of the FSP/s.

III.A
Annual audit reports: Annual audit reports with management letter at the latest six months after the end of the business year.


Note: 
Depending on country context, external audits shall be conducted by auditing companies accepted and/or licensed by the relevant regulatory authority or, if not appropriate as in very immature financial sectors, endorsed by SDC.

III.B
Institutional performance indicators: The minimum set of financial and social performance indicators to be reported annually are as follows:


Note: 
Adjustments are needed according to actual MIS and reporting capacity of FSP/s.


Outreach indicators with emphasis on social performance:


1. Number of active clients [or number of accounts with movements in a certain time frame] differentiated by borrowers and depositors and type of clients [specify: e.g. women, rural, etc.] and products. [specify: e.g. terms, economic sector, etc]

2. Poverty outreach: Number of poor (as defined) people reached as a percentage of total number of clients. Average loan disbursed or outstanding balance per client or account as a proportion of gross national income per capita: differentiated by borrowers and depositors. A more useful average stems from grouping deposits and credits according to size.


3. Adaptation of services: drop-out rates, client survey results


4. Geographical coverage: number of branches, field staff etc.



Financial health and sustainability indicators:


1. Portfolio quality: Portfolio-at-risk (PAR) beyond a specified number of days (usually between 1 and 30 days), or loans at risk (<10 %). 

In both cases additional information is needed on:


a. the write-off policy/value of loans written off.


b. the loan loss reserve ratio.


c. the amount of rescheduled loans.


2. Profitability: 

· For a non-subsidized FI: return on assets (RoA) or return on equity (RoE).

· For a subsidized FI: financial self-sufficiency (FSS) >100 %; i.e. the revenue has to be adjusted for grants and the expenses for inflation (loss of real value), for financial and in-kind subsidies.

In both cases additional information is needed on:


a. Interest rate margin / portfolio yield.

b. Operating expense ratio (or cost per client).


c. Asset composition: percentage of earning assets.


d. Active borrowers per loan officer or active clients per field officer.


3. Security:

· Capital adequacy ratio: to what extent does the FI’s capital (incl. quasi capital) cover the outstanding loans and therewith losses (min. 8 %, recommended 15 %).

· Liquidity: relation of liquid (current) assets to current liabilities or volume of deposits.
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Project Preparation Project Agreements Annex 1.5.3

SDC Working Aid for Equity Participation (available only in German)
ARBEITSHILFE: Kapitalbeteiligungen an Finanzinstitutionen: WANN? WIE?
1 Einleitung / Zielsetzung

Im Rahmen der Forderung des Privatsektors ist die Kapitalbeteiligung (KB) ein mogliches EZA-
Instrument fur die DEZA, damit die Kapitalbasis einer Institution verbreitert und gesichert werden
kann. Erfahrungen haben gezeigt, dass KB gegenuber anderer Instrumente, wie Darlehen oder
Schenkungen, in gewissen Bereichen Vorteile geniessen (Mitbestimmung, Mitverantwortung), aber
in ihrer Anwendung komplizierter als andere sind (Haftung, Ausstieg). Sie verdienen daher
besondere Beachtung und das Erstellen dieser Arbeitshilfe.

KB sind fur Finanzinstitutionen (z.B. Kleinbanken, Stiftungen) von besonderem Interesse und kom-
men auch hauptsachlich dort zum Einsatz. Deshalb entsteht diese Arbeitshilfe im Rahmen der
DEZA-Sektorpolitik Finanzwesen und beschrankt sich auf KB an Finanzinstitutionen. Beim Einsatz
von KB ist die Weisung 4B (,Rotationsfonds und Kapitalbeteiligungen“ vom 1.1.98) zu beachten.

Ziel dieser Arbeitshilfe ist (a) die Erlauterung der strategischen Uberlegungen zum Einsatz von KB
an Finanzinstitutionen (Wann?), und (b) die Erstellung einer Anwendungshilfe (Wie?) bei deren
Einsatz.

Zukunftige Erfahrungen und Erkenntnisse mit KB werden regelmassig aufgearbeitet und in die Ar-
beitshilfe integriert. Im Bewusstsein der Besonderheit von Image, Signale und Rolle einer
staatlichen Entwicklungsagentur wird bei der nachsten Anpassung dieser Arbeitshilfe, die hier nicht
weiter angesprochene Mdglichkeit indirekter KB Uber Finanzierungsinstitutionen, eingehender
behandelt. Erfahrungen werden in Zusammenarbeit mit dem BAWI aufgearbeitet, in Hinsicht auf zu
schaffende Institutionen (z.B. Treuhandfonds), die sowohl fur die DEZA, wie fur das BAWI zum
Einsatz kommen konnten.

2 Wann Kapitalbeteiligungen?

Heutige Erfahrungen und Erkenntnisse der DEZA und anderer Geber zeigen, dass KB an Finanz-
institutionen dann gerechtfertigt sind, wenn dadurch (i) spezifische entwicklungspolitische Ziele
erreicht werden konnen, (ii) die mit anderen, weniger aufwendigen Instrumenten nicht erreicht
werden kénnen.

Am Beispiel einer Verbreiterung der Kapitalbasis kann eine KB als eines von mehreren moglichen
Instrumenten gesehen werden: ebenso konnen die in der nachfolgenden lllustration aufge-
zeichneten mdéglichen Unterstitzungsmassnahmen theoretisch mit jedem der genannten

Instrumente finanziert werden. Die Wahl des Instruments hangt schlussendlich von der Zielsetzung
ab. Praktische Erfahrungen haben ausserdem gezeigt, dass eine Mischung der Instrumente und
der Massnahmen erfolgversprechend sein kann: neben einer KB zur Verbreiterung der Kapitalbasis
einer Finanzinstitution ist zum Beispiel ein Beitrag fir technische Zusammenarbeit (Ausbildung,
usw.) in Form einer Schenkung denkbar.
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Massnahme (Beitrag an:) Instrument

Kapitalbasis/-kosten

~ Kapitalbeteiligung
Garantiefonds ~
~-human resources" Entwicklung Schenkung
Kreditlinie Darlehen

Entscheidungskriterien fur den Einsatz einer KB sind insbesondere: begrindetes Bedurfnis der
DEZA, gestalterisch und unternehmerisch mitzuwirken (insb. durch Einsitz im Verwaltungsrat)
und/oder Notwendigkeit der Bereitstellung von Risikokapital (Aussicht: Wertzuwachs und verbes-
sertes Image des Kapitalnehmers), z.B. zur Forderung der Innovation. Der Einsatz einer KB sollte
im Bewusstsein der potentiell schwierigen Zielkongruenz entschieden werden: eine KB ist fur einen
offentlichen Kapitalgeber wie die DEZA, eine Gratwanderung zwischen privatwirtschaftlich-
unternehmerischen Zielsetzungen und entwicklungspolitischen Anliegen. Die Schwierigkeit besteht
v.a. in der gemeinsamen Zielsetzung und dem Risiko einer spateren Abweichung der initialen Ziel-
orientierung der Institution. Ferner ist bei einer KB eine Kosten/Nutzen Uberlegung notwendig:
stehen Wirkung und Aufwand in einem angemessenen Verhdltnis, v.a. im Vergleich mit mdglichen
Alternativen?

3 Wie vorgehen bei Kapitalbeteiligungen?

Auf folgende Punkte ist beim Einsatz von KB besonders zu achten:
3.1 Voraussetzungen (siehe Beilage 1:Checklist)

3.1.1. Umfeld

Bei KB besonders zu beachten sind: (i) die Angemessenheit der Rahmenbedingungen (wirt-
schaftlich, politisch und gesetzlich) und (ii) das Wachstumspotential der zu bedienenden Zielbe-
volkerung.

3.1.2. Trager/Partner:

Partner sollen bereits bestehende, formelle oder sich formalisierende Institutionen sein, die eine
solide und transparente Organisationsstruktur besitzen und deren Schlisselpersonal sich Uber gute
Qualifikation und marktwirtschaftliches Verhalten ausweist.

3.2 Vorgehen
3.2.1. Vertretung

Beteiligungen der DEZA sind immer Minderheitsbeteiligungen (Kapital und Stimmen). Eine gros-
sere Einflussnahme ist durch Allianzen mit gleichgesinnten Teilhabern zu erreichen.

Die DEZA kann sich grundsatzlich an verschiedenen Gremien der Institution engagieren und auch
durch Dritte vertreten lassen.

e Eine Beteiligung in Entscheidungsgremien (z.B. Verwaltungsrat) ist in Betracht zu ziehen wenn
(a) eine langerfristige Beteiligung vorgesehen ist und (b) zusatzliches Know-how erwiinscht ist,
und die DEZA das nétige Fachwissen in Form einer Drittperson kontraktieren kann. Von der
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Einsitznahme einer/eines DEZA Mitarbeiterin/Mitarbeiters ist abzusehen (Kontinuitét,
Machtposition, Verantwortung).

e Eine Teilnahme an Ausfuhrungsgremien (z.B. Geschéftsleitung) ist zu erwdgen v.a. im Hinblick
auf den Aufbau (Ausbildung) des Kaders oder auf Teilnahme in Entscheidungsgremien
(Kreditkomitee) in einem politisch schwierigen Umfeld.

e An Teilhaberversammlungen (z.B. Aktionarsversammlung) nimmt die DEZA mit einem/r ei-
genen MitarbeiterIn teil. Sie vertritt dabei die Interessen der DEZA. Falls nétig kann sie sich von
einer Fachperson unterstitzen lassen.

e Die Vertretung der DEZA durch Dritte in Ausfihrungs- und Entscheidungsgremien: die von der
DEZA bestimmten Personen vertreten die Interessen der Unternehmung (Unternehmungsziel).
Sie informieren die DEZA friihzeitig, wenn diese den Interessen der DEZA zuwiderlaufen. Die
von der DEZA designierten Personen tbernehmen unternehmerische Verantwortung fur die sie
belangt werden kdnnen.

3.2.2. Haftung

Die Verantwortung, bzw. Haftung héngt von der Beteiligungsform und dem Institutionentyp ab: je
nach Fall kann die DEZA fir finanzielle Verpflichtungen gegentber Dritten (Glaubiger, Aktionare,
oder Verpflichtung bei einer Kapitalerhdhung mitzumachen) behaftet werden. Die Haftpflicht der
DEZA kann ebenfalls gefordert werden, wenn z.B. ein/e Mitarbeiterin (oder Vertreterin) der DEZA
durch seine/ihre Tatigkeit einen Schaden hervorruft oder erleidet . Da die Fragen zur Haftung sowie
zu den rechtlichen Bestimmungen zur Vertretung der DEZA zur Zeit durch die Sektion Rechtsfragen
noch eingehender geklart werden, sollte letztere rechtzeitig konsultiert werden.

3.2.3. Kapitalerhohungen, Kapitalrickflisse, Ausstieg

Die DEZA eignet sich marktwirtschaftliches Verhalten an und ist bereit, an Kapitalerh6hungen
teilzunehmen, Verluste mitzutragen und Anteilsreduktionen in Kauf zu nehmen. Das Vorgehen bei
Kapitalruckfluissen (Veradusserungen und Dividenden) wird im Kreditantrag und im Vertrag fest-
gehalten. Ausstiegsszenarien (vgl. 3.2.4 Dauer) und Verhalten der DEZA in Problemféallen werden
vor Vertragsunterzeichnung festgelegt. Insbesondere wird dabei im Vertrag auf die
Ausstiegsbedingungen (Verkauf- oder Transfer von Aktienpaket, inkl. Preisvereinbarung), die
Ruckzugsklauseln und die Quellenbesteuerung (meistens nicht riickzahlbar) geachtet.

3.2.4. Dauer
Die DEZA begrenzt den zeitlichen Einsatz der Mittel im Voraus (5 bis max. 10 Jahre).
3.2.5. Monitoring / Controlling

Die Vertreterinnen der DEZA in den Gremien der Institution Gberprifen die Geschéftstatigkeit des
Unternehmens regelmassig und halten die DEZA Uber den Fortgang auf dem Laufenden. Falls die
DEZA im Verwaltungsrat nicht vertreten sein sollte, vereinbart sie mit der Unternehmung ein re-
gelmassiges Monitoring (operationelles Audit) durch Personen ihrer Wahl. Die DEZA sichert sich
den Zugang zu allen wichtigen Informationen/Daten und Berichten und behélt sich das Recht vor,
jederzeit eine externe Finanzkontrolle einzusetzen.
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Beilage 1: Appraisalhilfe fir den Einsatz von Kapitalbeteiligungen

CHECKLIST zu Kap. 3.1.

3.1.1. Umfeld

Stimmen die Rahmenbedingungen (politische Stabilitat; wirtschaftliches Potential)?
Besteht ein erwiesenes Wachstumspotential der zu bedienenden Zielbevélkerung?

Erlauben die gesetzlichen Rahmenbedingungen (Bankengesetzgebung, etc.) das
wirtschaftliche Bestehen einer Finanzinstitution?

Ist eine auslandische KB von Gesetzes wegen erlaubt?

Ist die DEZA mit den relevanten Gesetzen des Landes vertraut (Aktienrecht, etc.)? oder
muss sie sich von einer Fachperson in diesen Fragen beraten lassen?

3.1.2. Trager/Partner

Eine KB kommt nur in Frage mit formellen oder sich formalisierenden, bereits
bestehenden Institutionen

Die zu unterstitzende Institution muss bewiesene Qualifikation (capacity) der
Schlisselpersonen (Professionalitdt des Managements) aufweisen

Sie muss eine solide und transparente Organisationsstruktur aufweisen; die
Aufgabenteilung zwischen Entscheidungs- und Ausfihrungsorganen muss klar sein

Eine KB verlangt marktwirtschaftliches Verhalten seitens der Partner und der DEZA

Die DEZA stellt an ihre Partnerinstitution Minimalanforderungen. Insbesondere achtet sie
auf:

0 Transparente Buchhaltung oder Bereitschaft, eine solche einzufiihren

o “Track record” (geschichtlicher Nachweis der Entwicklung der Organisation)
o Personalpolitik: Aus- und Fortbildung, Anreize, Karriereplan

o0 Bilanz, Cash-flow, Erfahrungen, Projektionen (realistischer Businessplan)

o0 Markt, Kundschaft, Zielorientierung

0 Innovationsgrad

o Grad der Eigenleistungen

Ein Eintrag der DEZA in die Statuten der Institution ist zu vermeiden (besser in
Reglementen)
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Beilage 22 LESSONS LEARNT DER DEZA

KB im Sinne einer Entwicklungsstrategie (Aufgabe) sind eigentliche Risikobeteiligungen (sog.
Risikokapital). Je hoher das Risiko, desto grosser der Bedarf nach Entwicklungsgeldern oder
anders ausgedruckt, je geringer das Risiko, desto eher finden sich ,andere” Investoren auch fir
ein Projekt mit entwicklungspolitischer Zielsetzung.

Das Risiko ist besonders gross bei einer neuen Firma (start ups), zu erwartender (politischer)
Einflussnahme, instabilen wirtschaftlichen und politischen Rahmenbedingungen, mangelhafter
Gesetzgebung und Fehlen eines funktionierenden Rechtsstaates.

Unternehmerisches Handeln statt Projektdenken: KB bedeutet in erster Linie, Mitbesitzerln eines
Unternehmens zu sein. Dabei herrschen die Spielregeln des freien Marktes vor. Diese
unterscheiden sich von den Spielregeln eines Projektes. Die DEZA hat keine eigene unter-
nehmerische Erfahrung. Deshalb muss sie diese entweder einkaufen (z.B. Fach-
Konsulentinnen) oder ihre Interessen Uber andere kompetente (und der DEZA bekannte) Mit-
teilhaber im Unternehmen vertreten lassen.

Als direkte Mitinhaberin eines Privatunternehmens muss die DEZA sich Uber das Verstandnis
ihrer Rolle und ihr Image als Regierungsorganisation Gedanken machen. (Projiziertes Bild nach
aussen und nach innen.)

Beteiligt sich die DEZA am Kapital einer Unternehmung muss vorgangig:
. eine Ausstiegs (Exit)-Strategie festgelegt und vertraglich festgehalten werden;

. eine mogliche Beteiligung an Kapitalerhbhungen geklart und die nétigen Mittel hierzu
vorgesehen werden;

. die Rolle und Verantwortung als Teilhaberin in Filhrungsgremien geregelt werden.

Die Fuhrungsgremien sollen mit erfahrenen Fachkréften besetzt sein, die die Interessen der
Institution und die Zielerreichung im Auge behalten. Die DEZA setzt sich mit den entspre-
chenden (mehrheitsfahigen) Vorschlagen und/oder durch direkte Vertretung mit einer Fach-
person fir ein professionelles und unabhangiges Fuhrungsgremium ein.

Ist die DEZA mit einer Person vertreten, missen zuerst Kompetenzen und Verantwortung ge-
klart sein (die Haftung fir allfallige Fehler/Handlungen dieser Person Gbernimmt die DEZA).

Im Interesse der DEZA und der Unternehmung soll ein professionelles Monitoring und Audit
(finanziell und operationell) sichergestellt werden. Die DEZA nimmt beim Auftauchen von Pro-
blemen eine proaktive Rolle ein, um Zwangssituationen moglichst auszuschliessen.

Verknipfung von wirtschaftlichen und entwicklungspolitischen Zielsetzungen: Dies ist meist eine
Gratwanderung, sei es auf personeller und/oder auf wirtschaftlicher Ebene.

Die Kombination der zwei Zielsetzungen erfordert Transparenz bezlglich geleisteter (entwick-
lungspolitisch motivierter) Subventionen und Kapitalinvestitionen, die Rentabilitat suchen.

Ein Zusammengehen von KB mit technischer Zusammenarbeit ist nicht auszuschliessen.
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Implementation Monitoring Annex 2.1.1

SDC Monitoring System for Savings and Credit Operations - 2004

This tool has been elaborated by Intercooperation on behalf of SDC's backstopping mandate
on finance, in order to monitor SDC's projects in the area of financial sector development. It
can be used both to follow the evolution of savings and credit operations, with respect to their
outreach and depth, and to measure the financial performance of the institution or project.
Complete and up-to-date financial statements (balance sheet and income statement) are a
precondition to use the present tool.

For the projects and organisations themselves, the monitoring system can be used as a
management instrument to help the directors and board members take the right decisions.
The tool has been field-tested by microfinance institutions in India and Bolivia. It has also
been adapted to other instruments (CGAP, MBB) that aim at promoting transparent and
accurate data and indicators on the performance of microfinance institutions around the
world.

The monitoring system is a package of two complementary documents (follow the link
below). A short version of the monitoring tool is available for those micro finance institutions,
which do not have a comprehensive Management Information System yet. However, if the
necessary information is available, we highly recommend using the long version monitoring
tool.

www.intercooperation.ch/finance/download/#monsystem
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Implementation Monitoring Annex 2.1.2

Instruments for Internal and External Control of Fls
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3 Operational &  Strategic
Planning: A FI requires a reliable and fairly accurate planning (and budgeting) system to
assess its current situation and to project the desirable future situation, as defined by the
mission and expressed by financial statements and selected financial and social performance
indicators.

4 Reporting: The performance of a Fl is assessed mainly through standardised reports (based on
the computerised MIS) at regular intervals in order to provide the necessary operational and
strategic information for the management at middle and top level, the Board (strategic steering)
and the supervisory authority. At the same time selected reports are used to inform business
partners, potential investors, donors and the public.

5 Internal Control & Audit: Any licensed FI must have an independent control & audit division
that reports directly to the Board. It's function is to check on a sample basis that the operational
divisions comply with the operational policies and procedures of the Fl and that the financial
account balances match with the actual cash/bank balances agreed by the clients. It acts as a
‘watchdog’ by deterring fraud and identifying not yet or not fully recognised risks. Furthermore, it
identifies areas for improving operations and risk management.

6 External Audit (and Management Letter): Any formal FI has to be audited annually by a
qualified auditor. The auditor usually prepares a Management Letter with key recommendations
on problem areas and risks and how to address them. Consecutive annual audits check to
which extent management has implemented previous recommendations.

7 Off- and on-site Supervision: The supervisory authority monitors on a monthly basis (liquidity
requirements even on a daily basis) a set of financial data (mainly the financial statements) in
order to assess the performance of a FI and its compliance with prudential norms (e.g. capital
adequacy, adequate loan loss provisions, etc.). Occasionally, records and transactions are
checked on the spot in order to crosscheck the accuracy of the financial information received.

8 Rating: A rating from a recognised rating agency is like a quality label. A FI may need a rating
when mobilising creditors and investors and for trust building and public relation purposes.
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Evaluation Scope of Evaluations Annex 3.1.1

Checklist for Commissioning Evaluations

To ensure that an evaluation is well perceived and planned and that it eventually serves the
intended purpose for all actors concerned, the following issues should be considered before
commissioning an evaluation:

What is the focus? Do we need to document achievements (accountability) or is the aspect of
learning / improvement of project important?
Do we want to concentrate on learning at project/programme level, or is the
evaluation relevant for informing the development of strategies and policies
in FSD?

Who should have the lead? Depending on the focus, the lead may be with the COOF and the
programme management (e.g. external review) or rather with the
Department / Division head or even with E+C Division (e.g. external &
independent evaluations).

Who are the addressees? Who should get which information as a result of the evaluation? For which
purpose or decisions will the audience use the information? What are
specific interests of the addressees in the evaluation?

Who should evaluate? Is it an internal review which implies a self-evaluation? Do we need a really
independent, external view on the project? Is it useful to combine a self-
evaluation with an external assessment to maximize learning while still
maintaining a critical distance?

When to evaluate? What is the best timing of the evaluation? Is there sufficient time to prepare
the evaluation, i.e. discuss with partners the need and focus of the
evaluation, find qualified evaluators?

What are others doing? Are other donors active in the same field planning evaluations? Would it
make sense to organize a joint evaluation?

See also SDC Intraweb:

Processes » Strategic and operational Processes » External Evaluation » Milestones of
Cooperation » Developing Concept Papers and Terms of Reference » EU-Guidelines and Criteria
for Assessing (ToR)

https://intraweb.deza.admin.ch/en/Home/Processes/Strategic_and operational processes/External
evaluation
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Evaluation

Evaluation Process Annex 3.2.1

Checklist for Mandating Evaluations

Who is mandating?

How to establish the
Terms of Reference?

How to select the
evaluator?

Is the evaluation
mandate clear to all?

When to plan and
how to time the
evaluation?

The SDC-guidelines (see SDC-Intraweb > Processes > External Evaluations)
specify which organizational unit within SDC is responsible for mandating,
depending on the purpose and type of evaluation.

Are all the units involved clear, who is in-charge and how and when they are
involved in the process of mandating (e.g. commenting the ToR, definition of
evaluators profile, commenting recruitment of evaluator)?

- Project/program management,

- COOF

- Geographical Desk
- FSD-thematic services

-E+C

The organizational unit in-charge of commissioning the evaluation is taking the lead
in establishing the ToR.

Circulating the draft ToR to all involved units (see above) is mandatory,

but this process may not result in a long list of questions accommodating all
concerns indiscriminately.

It should rather help to establish a consensus on the focus of the evaluation.

Consulting the involved partners in this process as a principal of partnership is
important and helps to reduce the inherent fear and related resistance against being
evaluated.

The profile of the evaluator(s) should be defined on the basis of a clear concept for
the evaluation. Important questions for identifying the profile are:

Which particular expertise is required in terms of FSD aspects (i.e. type of FSD-
interventions to be evaluated)?

Is, in addition, expertise for assessing institutional and/or PCM-aspects needed?
Can we expect these competences from the same evaluator or do we need to set
up a team?

Which methodological skills (evaluation, moderation, communication) are required?
How important is a particular knowledge of the local context?

How relevant is the independence of the evaluator, versus a certain insight into/
familiarity with the project/programme?

An explicit ‘clarification of mandate' between the evaluators and the mandating unit
is mandatory to ascertain a mutual understanding of the ToR, namely regarding
focus, priorities and methodology of the evaluation.

The evaluators should have a chance to identify the 'hidden agenda' of various
stakeholders.

For demanding, comprehensive evaluations where sophisticated methodology is
indicated, an inception report may be appropriate.

Evaluations usually can be planned well ahead, e.g. as part of annual planning or
even planning of a phase.

Starting the commissioning of evaluations early allows mandating qualified
evaluators.

Adjusting the timing of the evaluation to the schedule of the evaluated organisation /
project increases acceptance and prevents a hurried, superficial involvement of
staff.
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Evaluation

Checklist for Establishing Terms of Reference

Evaluation Process

Annex 3.2.2

Criteria

Assessment

yes

partly no

unclear

Comment

Background and Topic of Evaluation

Description of background and topic of
evaluation is clearly elaborated.

The link between the intervention to be
evaluated and its context is described.

Key documents related to the evaluation are
available or their location is indicated.

The motivation for evaluating the intervention is
clear.

The legal basis for the mandating of an external
evaluation is explained.

NN

NN
NN

NN

Evaluation Mandate

The objectives of the evaluation are defined
unambiguously.

The evaluation questions are clear and
formulated unambiguously.

Existing, ongoing or planned studies related to
the evaluated intervention are mentioned.

Tasks and products/deliverables of the
evaluation are defined explicitly.

The further use of the evaluation results is
mention adequately.

The addressees of the evaluation results are
mentioned along with their role/position.

The intended measures for the dissemination of
the evaluation results are explained.

Organisation of Evaluation

The time available for the evaluation is
commensurate with the task.

The conditions for producing an interims report
are realistic and adequate.

The conditions for producing the final report are
realistic and adequate.

The budget for the evaluation is realistic and
adequate.

Information concerning the mandating
organization is sufficiently detailed.

Arrangements for the follow-up of the evaluation
process (e.g. steering group) are explained.

O dogoo gojdo Lo

O dogoo gojdo Lo
O dogoo gojdo Lo

O dogoo gojdo Lo

Specific Aspects of the Evaluation:
(to be defined by mandating party)

Further Issues

Criteria for assessment of offers are
transparent.

Expectations regarding scope and details
expected in the offer are clearly described.

The period for submitting the offer is according
to tender rules and is adequate.

O O O (4

O O O (4
O O O (4

O O O (4
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