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RURAL FINANCE INSTITUTIONS IN SUB-SAHARAN AFRICA:
THEIR OUTREACH AND SUSTAINABILITY*

Mare Gurgand, Ecale Normale Superieure. France
Glenn Pederson, University of Minnesota,
Jacob Yaron, World Bank

1. Introduction

During recent decades the establishment of rural finance programs and institutions in
developing countries was aimed primarily at resolving perceived market failures. These
failures are commonly indicated by shortages of short- and long-term credit at interest
rates low enough to encourage economic development, especially in the agricultural
sector. The programs were also often aimed at poverty alleviation. In many instances,
private sector financial institutions were weak, in large part due to distorted macroeconomic
and financial sector policies which adversely affected their emergence and performance.
Thus, private rural financial institutions were not promoted due to the financial environment
and the high level of transactions costs associated with the delivery of financial services
inrural areas. Intheir place, state-owned development finance institutions or cooperatives
were introduced and heavily subsidized under the authority of the state. The rationale for
intervention in financial markets shifted from resolving a general shortage of investment
financing to channeling subsidized credit to what were believed to be under-serviced
priority sectors and targeted clientele.

Despite initially optimistic expectations, the results of these programs have been
disappointing. Low, subsidized interest rates resulted in regressive income distribution,
credit rationing. and nonsustainable institutions. As a result, directed credit policies have
failed and the development of viable rural financial sectors have been impeded.' These
features are found in all developing countries, but their consequences have been
aggravated in Sub-Saharan Africa by poor macroeconomic conditions, weak develop-
ment of financial markets (and the associated deficiencies in the legal framework and
enforcement mechanisms), heavy state intervention, under-developed agriculture, defi-
cient physical infrastructure and lack of well-trained personnel.”

Although failure of rural financial institutions (RFls) has been widespread in Sub-
Saharan Africa, there have also been institutions which provided important financial
services to rural areas and achieved significant growth in the process. Furthermore, in
recent years there has been a tendency to move away from inadequate rural finance
policies toward policies that enhance the performance of RFls. Meyer, Graham and

* The views expressed in this paper are the authors’ own, and should nat be attributed to the World Bank and its
affillated organizations. Any errors are the sole responsability of the authors.

1. The term “rural financial sector” encompasses agricultural credit, deposit mobilization and financial services
provided to farm and nenfarm rural enterprises

2. See Adams, Graham and Von Pischke (1984)
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Cuevas (1992) conclude that recent reforms in many Sub-Saharan African countries have
reduced or eliminated several pre-existing problems. Therefore. it is constructive at this
time to evaluate the performance and the modes of operation of several of these
institutions.

This paper documents and reviews the performance of six RFls in Sub-Saharan Africa:
the Coopeératives d'épargne et de crédit in Togo, the Credit Unions in Cameroon, the
Smallholder Agricultural Credit Administration (SACA) in Malawi, the Bangues populaires
in Rwanda, the Caisses de credit agricole mutuel in Benin, and the Crédit solidaire in
Burkina Faso. These institutions are selected because. in the context of widespread failure
of rural finance institutions, they demonstrated successful performance according to at
least one criterion. The broader selection criteria are: each RFI illustrated modes of
operation or institutional characteristics that are worth reporting and/or are potentially
helpfulin designing RFls and data on financial and operational characteristics of each RF|
were consistently available and reasonably reliable. There was no attempt to select for
specifc institutional types (e.g., banks, credit unions, or private instead of public institu-
tions). This performance review draws from numerous documents and available data,
including World Bank reports and audited financial statements of the institutions.

Our objective is to assess the degree of successful performance of RFls according to
two primary criteria - the level of outreach and the degree of self-sustainability achieved.
None of the six RFls which were selected can be considered fully successful, since all of
them exhibit weaknesses according to these two performance criteria, However, their
success in terms of outreach has been significant. Credit unions in Cameroon, Togo and
Rwanda have achieved impressive, long-term growth in savings deposits mobilized and
loans extended. and their domestic market shares have increased significantly. The
recently restructured Caisses mutuelles in Benin exhibit less impressive performance, but
their improvement is notable. SACA has managed to reach about 25 percent of the
smallholder farmers in Malawi. Credit solidaire in Burkina Faso has been particularly
successful in reaching women.

Generally. these RFIs have extended financial services to clients that are usually
excluded from formal financing: smallholder farmers, women and the poor. They have
done this by employing a variety of operating modes such as improved savings mobiliza-
tion and flexibility in service delivery. Both mandatory and voluntary savings schemes
have been effectively used by RFls where savings play a significant role in gaining access
to credit.

Our assessment of sustainability reveals varied performance outcomes. In Burkina
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Faso, Benin and Malawi high rates of loan collection have been achieved. Only recently
has loan repayment in Malawi significantly declined. In contrast, the credit unions in
Cameroon, Togo and Rwanda have accumulated high arrears on loans. In Rwanda
arrears increased as a result of increased short-term lending to farmers and bad weather
conditions. By raising funds independently through savings mobilization and keeping
administrative costs in check, these institutions have managed to avoid direct government
interference in their management and operations, though they remain subject to the
general financial and interest rate policies of their countries.

There is evidence that sustainability is also affected by the levels of interest rates paid
on loans and deposits. Low loan rates are especially a problem in countries experiencing
high, volatile inflation rates. The RFls in Burkina Faso, Benin and Togo have charged
relatively higher nominal loan rates. As a consequence of recent low inflation rates, their
real interest rates have ranged between 19 - 21 percent. In the remaining three RFls loan
interest rates have been lower or even negative in real terms as a result of government
decisions, legal ceilings on interest rates, or voluntary management decisions. While high
inflation rates have not been a recent problem in most of these countries, the RF|s did not
generally demonstrate the flexibility to adjust their interest rates. Also during this period,
administrative costs in Cameroon, Togo and Rwanda were maintained at relatively low
levels (from 2 to 6 percent of either assets or deposits)’. Thus, the picture is quite mixed
and leaves open the question concerning what relative contributions larger interest rate
spreads have made versus effective management of administrative costs towards
achieving improved self-sustainability.

Our findings indicate that selective public intervention is often needed during the
establishment phase of an RFI, if the institution is expected to become financially self-
sustainable. Nonetheless, even when intervention is warranted, it should not lead to
subsidized lending interest rates. Rather, public assistance should be focused on
institution-building.

This paper is organized as follows: Section 2 describes the analytical farmework,
Section 3 presents our findings on outreach performance, Section 4 is a summary of our
results on sustainability, and Section 5 contains our conclusions and recommendations.

3. Since detailed data on the financial support provided by governments and donors for these administrative
expenses were not available, we can only suggest that the administrative expense estimates represent lower
bounds on the true situations
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2. Analytical Framework

Since there is neither an agreed upon nor a widespread definition of a successful rural
finance institution, we adopt the approach of applying the performance criteria introduced
by Yaron (1992a). The assessment of these financial institutions is based on two primary
criteria - the level of outreach and the degree of self-sustainability achieved. We
characterize success by focusing on the modes of operation which can be evaluated using
one or both of these performance criteria.

Outreach s usually defined relative to the target clientele of the RFI. It may be the rural
population as a whole or a particularly underprivileged segment of it. Some primary
indicators of outreach performance are changes in: the value of total savings deposits, the
number and average value of savings accounts, the value of the outstanding loan portfolio,
the number and average value of loans extended, the annual growth of RF| assets, the
number of branches or units established, the proportion of the target rural population
served, and the rates of participation by women.

Self-sustainability of an RF1 is achieved when the return on equity (net of any subsidy
received) equals or exceeds the opportunity cost of the RFI's equity. One can think of
subsidy dependence as the inverse of self-sustainability. Traditionally, RFIs have been
sustained financially by various types of implicit or explicit subsidies. The most common
subsidies given to RFls have taken forms of: interest rate differences between the market
rate and rates paid on concessional borrowed funds; foreign exchange losses on foreign
currency-denominated loans assumed by the state rather than the RFI; obligatory
deposits by other financial institutions or other public institutions in the RF| at below-market
interest rates; direct reimbursement by the state or donor of some or all operating costs
incurred by the RF1; exemption from reserve requirements, forced investments and taxes;
and direct financial or nonfinancial transfers.

When a subsidy is extended to an RFI, the value of the subsidy should be measured
against the volume of business. Given the relatively high initial costs which are involved
in starting RFI operations, progress made over time toward decreasing the reliance on
concessional funds should be compared to interest earned on the outstanding loan
volume. More generally, the degree to which an RFI is dependent on subsidies can be
measured by the Subsidy Dependence Index (SDI).*

The SDI quantifies subsidy dependence of an institution. It is a ratio which measures

4. The subsidy dependence index is presented in Yaron (1992 b).
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the percentage increase in the average on-lending interest rate required to compensate
an RFI for the elimination of subsidies in a given year while keeping the return on equity
equal to the approximate nonconcessional borrowing cost. When computing the SDI itis
assumed that an increase in the on-lending interest rate is the only change made to
compensate for loss of the subsidy. Although removal of subsidies received by an RFl is
not always politically feasible or desirable, measurement of any subsidy is warranted both
economically and politically.

Calculating the SDIinvolves aggregating all the subsidies received by an RFI. The total
amount of the subsidy is then measured against the RFI's on-lending interest rate
multiplied by its average annual loan portfolio. Measuring an RFI's annual subsidies as a
percentage of its interest income yields the percentage by which interest income would
have to increase to replace the subsidies and provides data on the percentage points by
which the RFI's on-lending interest rate would have to increase to eliminate subsidies.

The SDI by itself does not clarify how the subsidy was used and whether most benefits
were accrued to clients or were consumed by an inefficient bureaucracy. The latter
question, though important, requires far more detailed data and even then is often subject
to interpretation. The advantage of the SDI is its simplicity, and as such it focuses
exclusively on the intake subsidy, i.e., the value of subsidy received by the RFI. The SDI
should be seen in some instances as alower bound because full financing of RFl activities
is likely to be difficult at current market borrowing rates if an RFI's financial performance
is dismal. However, calculating this lower bound is vital for ascertaining either the RFI's
progress toward self-sustainability or the social desirability of its continued subsidy
dependence.”

An SDI of zero means that a RF| achieved full self-sustainability. An SDI of 100 percent
indicates that a doubling of the average on-lending interest rate is required if subsidies are
to be eliminated. Similarly, an SDI of 200 percent indicates that a threefold increase in the
on-lending interest rate is required to compensate for the subsidy elimination. A negative
SDlindicates that a RFI notonly fully achieved self-sustainability, but that its annual profits,
minus its capital (equity) charged at the approximate market interest rate, exceeded the
total annual value of subsidies. if subsidies were received by the RFI. A negative SDI also
implies that the RFI could have lowered its average on-lending interest rate while
simultaneously eliminating any subsidies received in the same year.

5. Its assessment and calculation require the application of certain procedures as well as judgment, and consistency
from period to period is mare important than the absolute accuracy of the figures included in the SOl computation
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The SDI methodology identifies the following conditions as important in eliminating
sub8|dy dependence:
positive interest rates on loans that are high enough to cover nonsubsidized financial
costs as well as administrative costs and maintain the value of equity in real terms,
— an active policy which ensures that voluntary savings become an increasingly
significant factor in financing the loan portfolio,
— a high rate of loan repayment and low loan losses, and
— low administrative costs through the implementation of efficient techniques and
procedures in lending operations and the mobilization of savings.

3. Outreach

All six RFls have the common objective of increasing the availability of financial
services to rural clients (clients that formal financial institutions have been generally
reluctant to serve) who are typically poor and live in more remote areas. Moreover, when
evaluated within traditional modes of operation, they are considered costly to reach and
their loans are thought to be particularly risky. The outreach activities of each RFI are
described in Table 1.

3.1. Barriers to Outreach

In addition to poor macroeconomic environments, these RFls have suffered from the
low level of development of their national financial systems. Their financial systems have
been impaired to various degrees by fiscal imbalance, volatile inflation, financial repres-
sion and weak legal and regulatory frameworks. For example, the 1987 financial crisis in
Benin illustrates the weaknesses of the financial sector in Sub-Saharan Africa, the lack of
public confidence in the institutions, and the adverse effects on the outreach activities of
RFls. The rural financial sectors are particularly underdeveloped, resulting in low levels of
competition among service providers.

Low population density adds to the difficulties faced by RFls, especially in view of the
poor transportation and communications infrastructure. Population density in Sub-Saha-
ran Africa is 21 inhabitants per square kilometer compared with more than 200 in some
low- and medium-income Asian countries. The relevance of demographics is demon-
strated by the impressive network the Bangues populaires have been able to establish in
Rwanda, a country with very high population density (276 inhabitants per square kilometer
in 1991). With a Bangue in 111 of the 143 municipalities, it is estimated that they have a

138




M GURGAND, G PEDERSON J YARON - RURAL FINANCE IN SLB-SAHARA

Table 1: General Charactenstics of the Instiutions Selected

Country Institution

Year of
Establishmant

Type of
Institution

Sarvices Provided
and Clentele

Indicatars of
number af Chents

Outstanding
Loan Portfelo
(im 1980 LSS

mill -equiv. |
CAMEROON 1968 Credit Unions Saving depesits 210 49,037 |(members)
Credit Unians and loans

Rural papulation | (rural Cls)

23104 (rurall
TOGO 1967 Credit Unions Saving deposits (al 4.9 23108 |mempers)
Coopératives and loans
d'épargne et de credit Rural population 0E {rural Cls)
({COOPECS| 8,587 (rural)
RWANDA 1975 Credt Unions Savings deposits
Banguas populaires and loans (b1 136 323.943
(membears}

Rural population

BENIN 1875~ Savings and loan. Saving deposits
Caisses copperatives and loans ic) 1.9 72,931 (deposits)
de crégit Rural populaton
agncole mutuel 39,236 (members)
{CRCAMSs/ CLTAMS)
MALAWI| 1568+ Gavarnment Agr production loans (ay 205 315170 tloans)
Smallholder Agricultural department Smallholder farmers
Credit Adminisiration (seasonal loans only)
(SACA)
BURKINA FASO 1988 Nongavernment  Leans te the vary poar a1 2,051 {lpans|
Cradit solidare scheme Soma savings deposits {ipans granted

in 193091

' Maost recent figures available are: (a) 1990, (b} 1981 and (¢] 1992,

Rehabilitatad after the 1987 financ:al cnsis.

The provisions tor bad loans are net netted out in this number
“ SACA took over the respansibilities for programs trom NRDP in 19688

depositor in one out of every four households in the country. As will be shown later in this
paper. the result of this extensive network of Bangues is that administrative expenses are
relatively higher than in the other five RFls (using either volume of assets or deposits as
the normalizing factor). It is expected that the RFIs in the five other countries in this study,
which have population densities ranging from 25 to 72 inhabitants per square kilometer,
would not be able to reach such a significant proportion of the population without
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substantial additional costs.

3.2. Financial Services

Both savings and loan services are highly valuable to rural populations. Savings
services are already provided by widespread informal systems such as rotating savings
and credit associations (ROSCAs), which serve to protect money from theft or family
influence (Servet, 1985). Formal institutions can provide complementary and sometimes
more flexible and secure service. Also, they offer a greater variety of savings instruments
with a choice of term, liquidity and remuneration.® As summarized in Table 2, the RFls
selected for this study differ in characteristics such as: type of financial services offered,
target population and type of projects financed. We designate the RFls by their country of
origin.

Table 2: Outreach Characteristics

SAVINGS MOBILIZATION

VOLUNTARY COMPULSORY NG SAVINGS MOBILIZATION
CAMEROCHN, TOGO, BURKINA FASO
RWANDA, BENIN [CAMERQON. TOGO, MALAWY
AWANDA, BENIN)'
CREDIT

INVESTING IN INCOME-GENERATING ASSETS ONLY ANY PURPOSE
IN-KIND CASH | Diversitied Financial Products
MALAW! BURKINA FASO I CAMEROON, TOGO,

AWANDA, BENIN

TARGETED CLIENTELE

THE POOR (Mostly womean] SMALLHOLDER FARMERS GEOGRAPHICAL RESTRICTION

BURKINA FASO MALAWI CAMEROON, TOGO,
RWANDA, BENIN

ALL RFls PROVIDE SERVICES TO CLIENTS USUALLY EXCLUDED FROM THE FORMAL FINANCIAL SECTOR

' Members' shares are sometimes regarded as compulsory savings.

6. Acomparison of farmal and informal finance institutions may reveal that the latter (ROSCAs for example) provide
the services required by rudimentary economies that are not highly monetized,
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3.2.1. Savings Mobilization

Neglect of savings can be largely attributed to the incorrect assumption that most of
the rural population has no savings capacity’. In Africa. informal ROSCAs provide
evidence that the rural population saves. Savings collection benefits the rural population
as more clients seek savings services rather than credit. Savings mobilization also
benefits RFIs in several ways. It brings a continual source of funds that are independent
of government and international donor policies, and provides information on clients and
potential borrowers. Thus, savings mobilization is the basis for a developed financial
market that can bring about improved resource allocation and allow financial institutions
to perform their role of intermediation.

All the institutions, except SACA in Malawi, provide savings deposit services.” In
Burkina Faso, Crédit solidaire’s voluntary deposit mobilization is marginal in both number
of deposits and amounts. A compulsory deposit equal to 12 percent of the loan value was
required of all borrowers, and the accumulated funds were used to repay loans of
borrowers who experience repayment difficulties.? The clients of the CLCAMs in Benin can
choose between savings deposits that earn a 3 percent interest rate and demand deposits
that earn no interest. In Cameroon, the Credit Unions pay an average 3.5 percent interest
rate on passbook savings and no interest on deposit accounts. The Banques populaires
in Rwanda offer term deposits and passbook savings that allow immediate withdrawal
while carrying a 3 percent interest rate. Although the interest rates on deposits have been
low, and often negative in real terms, they compare favorably with informal institutions that
do not pay interest on deposits.'”

A striking characteristic of all four savings and loan cooperatives is the low interest
rates paid on savings deposits (the highest nominal rate was reportedly 3.5 percent). In
real terms, these rates have sometimes even been negative. Their performance leads us
to question the importance of interest rate incentives in attracting deposits. Our central
pointis that low depositinterest rates are not likely toimpede significant growth of deposits,

7. The impartance of voluntary savings mobilization is strongly emphasized by Vogel (1984).

8. SACA is a department within the Ministry of Agriculture and is not allowed to mobilize savings. Thus, itis a pure
supply-led credit institution

9, This practice further familiarizes the clients with financial instruments. It is similar 1o the one applied in the
Grameen Bank in Bangladesh

10. In contrast, some informal mobile bankers charge a fee for visiting their clients and handling their deposits
(Miracle, Miracle and Cohen, 1980)
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while increases in deposit rates may not necessarily be an efficient means of stimulating
additional growth.

To mobilize savings. these RFIs have employed modes of operations that should be
examined. First, the cooperatives have collected savings on a regular basis. This service
Inremote rural areas is of great value, particularly when an extended network is developed
- as in Rwanda. In a low inflation environment. regular financial savings are superior to
nonmonetized forms because they are less prone to losses, theft and depletion of value,
and may actually provide greater liquidity due to lower costs associated with converting
tocash." Second, the members are required to save for a given period of time (in Rwanda)
or accumulate a significant mount of savings (in Cameroon and Togo) to be eligible for a
loan. This is a strong incentive to save and provides a partial explanation for the
continuation of savings mobilization in those RFls, despite low (or even negative) real
interest rates on saving deposits (see the matrix in Part B). These modes of operation build
the confidence of savers in the RFI.

Savings mobilization has been highly successful as evidenced by the growth of
savings in the form of both demand and savings deposits.'? In Cameroon the increase in
the real value of deposits was steady between 1975 and 1990, with an average yearly
growth rate of 15 percent."” This can be compared with the stronger, more sporadic
increases in Togo and Rwanda. The average annual deposit growth rates have been 27
percent for the COOPECs in Togo (during 1976-1990), and 39 percent for the Banques
populaires in Rwanda (during 1975-1990). Growth of savings deposits has slowed in
recent years. Between 1988 and 1991. the average rate of increase dropped to 4 percent
inthe Cameroon credit unions. A net decrease occurred also in Rwanda.'* In Togo the rate
of deposit growth has remained unchanged. In Cameroon the credit union movement has
been strongly based on employee membership. In 1989 approximately one-third of all
savings and assets were from the Cameroon Development Corporation, where large
savings withdrawals have occurred.

11, Inhighinflation environments. holding savings in the form of value apprecialing real assets may provide supernor
returns to thase of lixed rate financial assets. since real assets are a more etfective hedge against inflation

12. For Cameroon and Togo, long-term figures separating urban from rural credit unions are not available Our
graphs apply to the entire netwarks.

13. Although our analysis usually concentrates on credit unions as opposed to discussion, the only long-term figures
avalilable are aggregaled for the two kinds of societes,

14. Discussion groups are now excluded from our analysis of Cameroon's credil unions unless otherwise specitied

142




M GURGAND, G PEDERSON, J. YARON - RURAL FINANCE IN SUB-SAHARA

3.2.2. Credit

Over the past 15 years, the growth of outstanding loan portfolios has been
impressive. In Cameroon's Credit Unions, Togo's COOPECs and Rwanda's Banques
populaires, the average annual, nominal growth rates for aggregate loan volume were 15
percent, 32 percent and 36 percent, respectively.'” The volume of seasonal loans granted
each year by SACA in Malawi is a good proxy for the size of its loan portfolio since medium-
term loans represent a small and decreasing share of its overall lending activity. The
average annual increase was 14 percent per year, but decreases occurred in 1982 and
1987, and a sharp increase followed in 1988. In Benin, a decrease in loan volume took
place in 1991."% In spite of this one-time drop, loans have increased by 172 percent
between 1989 and 1992. This indicates a dynamic improvement in the newly restructured
network. The Crédit solidaire scheme in Burkina Faso is on a smaller scale with just CFAF
33.4 million granted between 1988 and 1991.

In order to analyze intermediation, we relate loan volume to the volume of savings
mobilized (see Table 3).

Table 3: Loan-to-Deposit Ratios

CAMEROON TOGO RWANDA BENIN

Year Aural All Rural Al

1985 na' na 93% n.a n.a.
1986 na na 87% 43% na
1987 na na 9449 AR, na
1988 T0% T3% 89% 53% na.
1989 T3% 75% B9% 5% B%
1990 7% Ba% a7, 389 8%
1991 B2% BO%% na A5% 15%
1992 n.a n.a na 39% 18%

1 N.a. means ‘Mot available

Note: Ratios in Gameroon, Togo and Rwanda are based an financial statements and the loan partfolios are net of provisions for bad
laans In Camearoan, only Credit Unions are taken into account. (The figures would hardly ditter if discussion groups were included. )
Far Benin, the ratio is a praxy. For example, the amount of loans delivered in the 198980 season (& divided by the amount of depasits
as of Septembear 1983, and similarly for tha following years

15, The loan portfolio of the Bangues populaires in 1975 was negligible with three loans outstanding. Theretore, the
average growth rate was computed for the period 1976-1390.
16. As with SACA. new loans are a proxy of the outstanding portfolio.
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3.2.3. Member Participation

Members make use of different services and some groups may be more interested in
borrowing than in saving. This is illustrated for the Banques populaires (see Figure 1). The
share of total value of deposits for each group of clients is reported on one axis with each
group's share of the outstanding loan portfolio on the other. Clients that would benefit from
the two services in the same proportion stand on the 45" line. As can be seen, farmers
make greater use of savings services than credit. Traders and wage earners (mostly civil
servants) borrow in a far larger proportion than they save.'” In Togo and Cameroon, the
constraint that a member cannot borrow more than two or three times their deposits limits
the divergence between amounts saved and amounts borrowed, but no data are

available.*®

50

40

% of total deposit value heid

Ag of Cecembe; 19k

17. Although no data are available 11 is expected that traders provide a significant amount of onlending to farmers
through their trading activities. Thus, the “imbalance” between saving and borrowing is quite logical
18.InCameraon, loans are also secured by co-signers. Loans over three imes the amount of savings can be granted

Figure 1: Banques Populaires du Rwanda
Distribution of Deposits and Loans Among Social Groups
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3.3. Clientele and Flow of Funds

It the presence of a rural financial institution only induces shifts of clients from one
formalfinancial institution to another, there may be little contribution to intermediation from
the RFI. Secondly, some RFls have established urban and rural branches (see Table 4).
Inthis case. their activity may result in a net transfer of funds out of the rural sector. These
are some of the issues that reflect the net financial impact of RF| outreach activities on the
rural population.

3.3.1. Targeted Clients

Several of these institutions have defined objectives and targeted clientele (see Table
4). SACA in Malawi concentrates on smallholder farmers. It has been estimated that 25
percent of smallholder farmers in the country were served by the program (World Bank,
1992¢). The Credit solidaire project in Burkina Faso targets its financial services for poor
people in the rural Sahel that suffer fram a lack of capital. The emphasis is on rural women.
Its activities are concentrated in a few small areas and it has established a modest client
base: 2,311 loans have been granted during its first three years. Women now account for
85 percent of the members. The other institutions have no such well-defined target
populations.

3.3.2. Rural-Urban Flow of Funds

Only two of the six institutions operate exclusively in rural environments. SACA in
Malawi deals only with farmers and provides loans for agricultural investments. Crédit
solidaire is active only in rural areas in Burkina Faso. The remaining institutions have
varying proportions of rural and urban branches. The CRCAMs/CLCAMSs have local
branches in each of the six provinces of Benin. Information is not available on the actual
clientele of the Caisses. The Banques populaires in Rwanda view themselves as primarily
rural banks, yet their network is widespread in urban areas as well. In particular, five banks
are located in Kigali and one bank is located in the military. Data was not available to
evaluate the proportion of rural to non-rural branches, but the proportion is expected to be
large in a country with 92 percent of its population living in rural areas.

4. Sustainability

Sustainability of RFls depends generally on four elements: administrative expenses,
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loan collection, structure of interest rates, and cost of financial resources. We analyze
these elements and the resulting levels of profitability and subsidy dependence in the six
RFls.

4.1. Administrative Expenses'”

Data with which to analyze the administrative costs of RFls are not always
available. In Malawi, SACA was assigned Ministry of Agriculture staff and used the
Ministry’s field facilities, and its budget was not completely segregated from that of the
Ministry until 1992. This makes an accurate financial analysis impossible and is SACA’s
main shortcoming. The data of Credit solidaire in Burkina Faso provide only sketchy
accounting information and do not allow for a through analysis of administrative costs.

Table 4: Clientale ot Selacted RFls

CAMEROON TOGO RWANDA MALAWI BURKINA BENIN
FASO
Credit Unians COQPECs Bangues SACA Credit CRCAMSs.
populaires solidaire CLCAMs
Number 48,037 23,109 323,943 na na 39,236
of members 23,104 {rural) 8,587 (rural)
Number of (same as (same as 329.237 na na 728N
saving deposi members} members)
accounts
Number of loans 20 655 na 45,233 na na na
outstanding 10.444 (rural
Number of loans 23172 10,801 17,664 35170 2.051 11,011
granted (las! 9,008 (rural) 1,715 (rural)
available year)
% population 1 member 240 1 member 150 1 25% of na 1 member
served inhabitants inhabitants member 25 smallhoidar 30 rural
(1/300 rural) (17300 rural inhabxants tarmears inhabitants

women as per
centage of total 21% 23% na 0% B5%
members E2% (rural) 5% (rural)

1. N.a.means ‘Not available

19. Administralive expenses do not include provisions for loan losses.
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Data are available for the four remaining institutions, although in Benin there is only partial
information about administrative costs.

Volunteer management is a prominent feature of the credit unions in Cameroon. the
COOPECs in Tego, the Banques populaires in Rwanda and the CRCAMs/CLCAMSs in
Benin. Usually a manager, and sometimes a bookkeeper, are hired to handle day-to-day
activities. This unpaid participation results in low personnel costs for the credit unions. The
Board and committees define general policy, examine and approve loan applications,
appoint and monitor the manager, supervise important operations (such as transfers of
funds), represent the credit union and speak before the general assembly. The federations
(and the regional offices in Benin and Rwanda) follow the same organizational principle,
but they have a higher number of paid employees.

When taking into account paid staff alone (including staff of the federation) and
assuming that every local bank has only two staff, the number of savings accounts per staff
member is high at 493 in Benin and 1,050 in Rwanda (see Table 5). As a result, the
percentages of personnel expenses to annual average total assets are low: 2.8 percent
in the Banques populaires in Rwanda (1992), 1.6 percent in the rural COOPECs in Togo
(1990), and 1.7 percent in the rural credit unions in Cameroon (1891). The figure for the
Banques populaires in Rwanda is higher because it is a consolidated measure which
includes the costs of the federation. This is not the case in Togo and Cameroon. Although
FUCEC in Togo and CamCCUL in Cameroon provide significant services to their credit
unions, these costs are not reflected in the personnel expenses of the local societies.
Personnel expenses as a percentage of the annual average loan portfolio are small in rural
areas of Cameroon and Togo (1.7 percent and 2.9 percent, respectively). By comparison,
these expenses are high in Rwanda, since the Banques populaires have a relatively small
and decreasing loan portfolio. While low personnel costs are an advantage, the corre-
sponding disadvantages are the low skill level of unpaid management and the inadequate
knowledge of accounting procedures. For this reason, the WOCCU's policy is to encour-
age credit unions to hire qualified staff.

Because their networks are widespread and their local societies are small, these three
RFls incur high operating costs. They have attempted to reduce their administrative costs
through the use of mobile banking where credit union staff visit neighbaring villages on a
regular basis using inexpensive forms of transportation. In Cameroon, Togo and Burkina
Faso. the institutions have been able to extend their geographical outreach with few staff
and little additional cost.

There are several alternative ways in which to measure how effectively administrative
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costs have been managed in these RFls. When measured against average total assets,
the Banques in Rwanda had the highest annual average administrative expense at 5.5
percent (see Table 6). When the annual average loan portfolio is used to compare
administrative expenses, they are higher for all the RFls, especially Rwanda at 17.3
percent where loans comprise a relatively smaller proportion of total assets. As an
alternative to loan volume (as the deflator of administrative expenses), total deposits could
be used. The resulting measures of administrative expense shown in Table 6 are more
appropriate than total assets and not biased upward by the proportion of loans in the asset
portfolio. The administrative expense percentages are once again highest in Rwanda at
6.1 percent. We note that the rural COOPECs in Togo and the rural Credit Unions in
Cameroon have slightly higher administrative expense percentages regardless of which
measure is used. A large part of these higher costs in the rural units is attributed to the
dominant activity of savings collection.

The different administrative expense percentages calculated for these RFls are
reasonably low and generally follow encouraging trends. However, a portion of these costs
may have been assumed by donor agencies. Therefore, these percentages indicate
lower-bound estimates of the level of administrative expenses compared to what they
would be if the subsidy granted by the donor agencies were removed.

Because their networks are widespread and their local societies are small, these three
RFIs incur high operating costs. They have attempted to reduce their administrative costs
through the use of mobile banking where credit union staff visit neighboring villages on a
regular basis using inexpensive forms of transportation. In Cameroon, Toge and Burkina
Faso, the institutions have been able to extend their geographical outreach with few staff
and little additional cost."

4.2. Loan Collection

Loan collection is usually the main weakness of RFls, and Sub-Saharan Africa is no
exception. Several of the institutions studied here showed remarkable performance, while
others needed to improve. The reporting on arrears is generally poor and greatly limits the
extent of our analysis. A further complication is that alternative definitions of loan collection
performance are possible. This makes reported measures difficult to interpret and to
compare.

20, In Cameroor, staff benefit from interest-free loans to purchase motorcycles for both business and private use.
These purchases reduce the cost of mobile banking compared to traditional banking strategies.
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Table 5: Number and Amount of Deposits and Loans per Statf Member

Iterm CAMEROON TOGO RAWANDA BENIN
Credit Unions COOPECs Bangues populaires CRCAMSs/
CLCAMs
[values are expressed 1 1990 USS equivalant)
Number of saving accounts
per intermediary employee 190 B2 1,060 483
Rural areas only 163 56 nr.* nr
Number of inans
per ampioyee B0 na. 158 74
Rural areas only 74 na . .
Value of savings
per employee USS 135.000 US$% 20,000 LIS%136,900 USs 74,500
Aural areas only LUS§ 75,000 US3 5.000 n.r. nre
Value of loans
per employee USS 78,000 USS 17 500 LIS 47 500 Uss 13,100
Rural areas only US$ 45000 USs 4,000 nr, nr

*N.r. means "Not relevant’,

** N.a means ‘Mot available'.

Note: With the exception of Benin where the total number of emplayees is known, the number of statf has been computed assuming that
there ware two employees ineach local credit union and adding the statf of the federation. Fer “rural only” figures, the stalf of the rural local
credit unions alone has been taken into account. The resuiting number is interpreted as an upper bound. For Cameroon, the average valua
and number of loans have been computed using a source that is slightly different from that of the financial statements. In Cameroon and
Rwanda, the cutstanding loan volume has been used. In Togo and Benin, data was avalable on new loans granted only.

Data are from: 1992 for Berun, 1991 for Camercen and Awanda, and 1990 for Togo

Table 6: Average Administrative Expenses as Percentages of Average Assets, Loans and Deposits

Country/ Period Covered Administrative Administrative Administrative

Institution Expansas/’ Expenses Expanses
Total Assets™ Total Loans** Total Depasits

Toge: 1885-00

all COOPECs 1.6% 2.3% 2.1%

rural COOPECs 3.5% 7:0% 5.2%

Cameroan 1988-91

all Credit Unions 2:9% 4,89, 3.2%

rural Credit Unions 3.93% 7.0% 5.2%

Rwanda: 1986-92

Banques populares 5.5% 17.3% 6.1%

* Administrative expenses include personnel expenses,
** Total assets and 1otal loans have been reduced by the provision lor loan losses. Tatal leans include mierest receivable
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4.2.1. Collection Performance

Available data provide some loan collection information (see Table 7). Documents on
Crédit solidaire do not define the measure of loan collection which is used. SACA reports
loan repayments for a given season as a percentage of the cost of inputs plus interest
(since loans are disbursed in-kind). SACA includes repayments received after the due
date. The CRCAMs and CLCAMs in Benin report loan collections of 100 percent for each
year in the data period, since they enforce a full repayment rule on their borrowers.
Additional datais not available from which to evaluate their actual success in achieving that
level of repayment. In the Banques populaires in Rwanda, all loan amounts that have not
been repaid on schedule are reported as arrears (including old arrears). We examine the
ratio of these arrears to the outstanding loan portfolio.

In the credit unions of Cameroon and the COOPECs in Togo, once a loan becomes
delinguent, the entire loan is considered delinquent. In other words, they report as arrears
the full value of the loans “‘contaminated” by arrears. By definition, old arrears are included.
The data for these two institutions show three types of outstanding loans: loans not
affected by arrears, loans affected by arrears (more than two months in Cameroon), and
loans with no information on whether arrears are included. In Cameroon, the share of the
loan portfolio for which information on arrears was unknown amounted to 12 percent for
rural credit unions in 1988. This dropped in the following years. In Togo, fully 92.5 percent
of the loan portfolio was reported as “unknown status” in 1986. This figure decreased to
47 percent in 1989, and 6.3 percent in 1990. In the rural credit unions, it dropped to 1.5
percentin 1988. These figures indicate a significantimprovementin the assessment of the
loan portfolio's quality and bookkeeping procedures. In the rural credit unions, that share
dropped to 1.5% as soon as 1988. These figures indicate a significant improvement in
assessment of loan portfolio's quality and bookkeeping procedures.

We computed two measures of loan collection for the RFIs in Togo and Cameroon. The
first measure is based on the subset of outstanding loans for which information on arrears
is available. It is total loans that are known to be in arrears divided by the volume of
outstanding loans, net of the amounts on which information is missing. The second ratio
is total loan volume (minus the amounts that are known not to be affected by arrears)
divided by total loan volume.”' This second ratio is an upper bound if one assumes that the
loans on which information is missing are actually in arrears.

21, Formally, the loan porttolio (LP] can be broken down as:
LP = current + arrears + unknown - provisions.
The "subset” portiolio is (current + arrears - provisions). Therefore, the first ratio (R1) is:
R1 = arrears / (current + arrears - provisions).
In the second ratio (R2), the unknown part 1s assumed to be in arrears is:
R2 = (LP - current) / LP.
R1 and R2 are presented together in the graphs. R1 is “loans for which information Is available’. R2 is the “upper
bound”. since unknown not equal to zera implies that R2 is greater than R1.
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4.2.2. Provisions for Loan Losses

Although comparisons of loan losses are not straightforward (due to inconsistent
reporting), it can be said that the institutions in Cameroon, Togo and Rwanda have
accumulated significant arrears. Also, there have been inconsistent provisions for loan
losses, particularly in Cameroon and Togo. Loan loss provisions accounted for only 14
percent of the loan amounts affected by arrears in the rural credit unions in Cameroon
during 1991, and less than 1 percent in Togo during 1990. The Banques populaires in
Rwanda have also been cautious in making provisions for loan losses. For example, in
1992 the provisions for loan losses in the Bangues was 25.2 percent of loan volume.

Table 7: Methods of Reparting on Loan Collection

Country/ Ratio Definition of Arrears Part of the Loan
Institution|(s) Parttoho in
“Unknown Arrears Status”

AWANDA Amount in arrears | Loan Amounts falling due that
Banques populaires portfolio (net ot provisions have not besan repaid

far loan losses) according to the schedule NO
CAMEROON Amaount contarminated by Full value of ioans
Cradit Unions arrears / Loan portfolio |net cantaminated by arrears

of provisions for loan lnsses) exceeding 2 months YES
TOGO Amount contaminated by Full vaiue of the loans
Coopecs arrears / Loan portfolic (net contaminated by arrears

ot provisions for loan losses) ias of due date) YES
MALAWI SACA Collection ratio” nat avallable™ NO
BURKINA FASO Cradit solidaire Collection rato®* na NO
BENIN CLCAMs/CRCAMs Caollection ratio™" na NO

* Percentage of costafinputs disbursed for a given credit season iplus interest) that has been recovered, including repayments received
after the due date

** No dehinition available

*** A Caisse cannot grant new loans unless |t has recoverad 100% of the previous season's loans

4.2.3. Management, Accounting and Auditing

The scarcity and low quality of educational opportunities in Sub-Saharan Africa are
often cited as a major handicap for formal institutions in the region, particularly in rural
areas. It appears to be difficult for local savings and loan cooperatives to attract qualified
staff with the necessary skills and experience to effectively manage these RFls. The
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federations have developed training programs for their member institutions. In Cameroon,
the training by CAMCCUL of local credit union staff is considered effective and is highly
rated by the credit unions. Training has also been an important component in SACA's
institution-building strategy in Malawi. Thus, while there is evidence that training has
contributed to the improved performance of these RFls, there is still much work to be done.

Efficient management of costs of these institutions is hampered by deficiencies in
accounting and auditing practices. An assessment of SACA's costs was not possible
because its accounts are not completely separated from that of the Malawi Ministry of
Agriculture. Financial statements of individual credit unions in Togo and Cameroon
contain unknown assets, liabilities, and revenue (expense) items that resulted from
bookkeeping errors. Ledger differences arise when the credit union’s collective accounts
for deposits or loans do not correspond with the individual records of the members.
Recording of arrears on loans is a major concern because there is no information on the
status of a significant share of the outstanding loan portfolio, and write-offs resulting from
loan losses are not routinely made. As a result, it is not possible to perform an evaluation
of costs relative to assets in the credit unions. In this situation there is need for an
independent auditor of the institution to resolve the serious discrepancies that arise in the
accounts and to prepare an unbiased opinion on the quality of the portfolio.

4.3. Profitability and Subsidy Dependence

An important instrument to assess the self-sustainability of an RFI is the Subsidy
Dependence Index (SDI) developed by Yaron. Yet, due to the lack of financial data, the
SDI could only be computed for the Banques populaires in Rwanda, and only general
remarks can be made regarding the self-sustainability of RFIs in Cameroon and Togo.
Given the moderate administrative costs recorded by the credit unions in Cameroon and
Togo. the two major impediments to their sustainability have been the limits imposed on
interest rates and poor loan collection.

4.3.1, Cost Structure

The financial costs in Cameroon are high compared to the operating costs associated
with administration and loan losses. These features characterize financial institutions with
no access to concessionary funds, lack of good control over their administrative costs, and
small provisions for loan losses. The rural COOPECS in Togo exhibit increasing operating
costs, in part because they increased the number of paid staff and the provisions for loan
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losses. Their cost structure approaches that of the Banques populaires in Rwanda, which
has high operating costs relative to financial costs (Figure 3.13). Administrative costs are
high in the extended network of the Banques populaires. Moreover, the Caisse centrale
plays an active and costly role, since it accounted for more than half of the total
administrative costs of the system in 1991. The provisions for bad loans also contributed
to high operating costs, and thus. have had a major impact on profitability.

4.3.2. Interest Rates

Intervention in rural financial markets and restrictions on loan interest rates (o levels
that do not generate a margin sufficient for the RFI to cover financial and administrative
costs) may create unnecessary rationing of credit and lead to an undesirable distribution
of income. Additionally, governmental restrictions on interest rates may block the devel-
opment of self-sustaining institutions and financial markets because of the suppression of
financial spreads of the RFls.

Several of the RFls have applied high interest rates (e.g., a 24.7 percent effective rate
in Burkina Faso and a 24 percent rate in Benin).” A 24 percent interest rate is
recommended by the FUCEC-Togo federation and is applied in the majority of the credit
unions. In real terms, interest rates were 21.1 percent in Burkina Faso in 1991, 20.6
percent in Benin in 1992, and 19.2 percent in Togo in 19391. High nominal rates also
appeared in Malawi (16-25 percent on SACA's group lending). After adjusting for inflation,
the result was 3-11 percent real interest rates.

Lower nominal interest rates were charged by the Bangues populaires in Rwanda (13
to 17 percent) depending on the type of project, and by the credit unions in Cameroon (12
percent as recommended by CamCCUL). However, the interest rate in Cameroon was
increased to 18 percentin 1993, In real terms these rates have been low or negative (for
example, -2.2 to 1.2 percent in Rwanda and 7.3 percent in Cameroon) during 1991. The
rates applied by these two institutions are lower than the prevailing loan rates in the country
(see Table 8), although the comparative rates reporied by the International Monetary Fund
(IMF) do not reflect the alternative cost of borrowed funds for clients in rural areas where
informal lending rates are extremely high.

22 The effective rate applied by the Credit solidaire 1akes the compulsory “compensating balance” of 12% of the
loan amount ino account. Although the loan is repaid in weekly instaliments, the interestis computed on the original
amount of the loan
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Table 8: Interest Rates, Spreads and Operating Costs

em RWANDA CAMERQON TOGO MALAWI BURKINA FASO/ BENIN
Banques rural Cradit rural SACA Credit solidaire CLCAMs/
populares Urions COOFECs CRCAMS
(annualized interest rates in the mast recent year available)
Interest Rates
Nominal interast 13% fto 12% 1 249" 163 1o 24.7% 24%
rates on loans 17% 25.4%
Aeal interast 2.2% 1o 7.3% 18.2% 3210 21.1% 20.6%
rates on loans 1.2% 11.3%
Heperied nominal
loan rate in
the country * 19% 14% (1889 16% 21% 16% 17%
Financial Spread:
Meminal Income
from loans/
Annual average
loan portfolio
(naminal) (a) 13.5% Q1% 13.2% na’ n.a na
(real) -21% 5.1% 8.9%
Interest
expanse/Annual
average
berrowings
(naminal) (o) 2.5% 4.3% 3.3% n.a. na n.a.
{real) -11:8% 0:5% 0.7%
Financial Spread
(nominal) (aj-(b)  10.7% 4.8% 9.9% na n.a na.
Operating Costs:
Administrative
costs/Annual
average loan
volume 18.1% 5.5% 7.8% n. n.a na.
Annual provisions
tor loan losses!
Annual average
loan volume * 9.8% 0.9% 6.0% n.a. na n.a

1. This rate s recommended by the federation In Cameroon it was raised to 18% in 1993,

2. These rates may be only somawhat representative, since they retlact formal sector lending by commercial banks 1o a relatively small
percentage of all borrowers, reported by the International Monetary Fund (1932}

3. M.a means ‘Not available’

4. Provisions for loan losses presented in the income statement
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4.3.3. Subsidy Dependence

None of the three institutions in Rwanda, Cameroon or Togo receives subsidies in the
form of concessionary loans. All of their lending activity is based on deposits collected by
the local societies.® However, they do receive subsidies from international donors in the
form of grants aimed at institution-building. With the exception of the amounts designated
forthe federations, the subsidies assigned to the local credit unions are granted on a short-
term. decreasing basis. The funds are directed either to the banks that have just been
created (as in Rwanda) or to selected credit unions where it is deemed necessary to
encourage financial policy reforms (as in Togo where the standard duration of the subsidy
is three years).*

Based on profits alone, one cannot infer that the credit unions in Cameroon and Togo
were sustainable while the Banques in Rwanda were not. Differences in performance can
be attributed to several factors. First, the costs presented in income statements do not
provide comprehensive information on administrative costs. Some operational subsidies
were not shown in the financial statements (e.qg. the salary of the CamCCUL manager, the
salary of expatriates, or training financed by donors). Second, the provisions for doubtful
loans are expected to be low in the Cameroon and Togo institutions, while careful
provisions are made by the Banques populaires. This practice artificially raises the net
income of the first two institutions. A full accounting of the annual losses on loans would
probably reveal significant operating losses. In fact, the rural COOPECsin Togohada 15.9
percent return on equity in 1989, Following a change in policy, they increased annual
provisions for loan losses to six times the 1983 amount, and posted a deficit in 1990.

Dueto the absence of consolidated data, the SDI could not be computed for Cameroon
and Togo. In view of the large amount of equity, however, it is likely that CamCCUL is
subsidy dependent. Based on the prevailing deposit rate reported by the IMF in Cameroon
(plus three percentage points to account for the administrative expenses associated with
deposit collection), the opportunity cost of CamCCUL's equity was higher than its profits
in 1987 and 1989.%

23, The same Is true for the CRCAMs/CLCAMs, but some Caisses have benefitted from a concessional line of cradit
from an international donor

24 The subsidies received by the Cameroon rural credit unions have been extremely small

25, In 1988 and 1991, the profits were also positive bul higher than the opportunity cost of equity. Yet, this is only
a sketchy indicator aimed at emphasizing that CamCCUL s self-sustainability is an issue. A computation of the SDI
based on the consolidated data of the whole network would be required lo form a judgment,
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The SDI for the Bangues populaires in Rwanda indicates a high degree of subsidy
dependence that increased with the growing economic and political crisis (see Table 9).
In 1992, the Banques populaires would have had to raise the average lending rate by 86
percent, ceteris paribus, in order to ensure self-sustainability.”® There are other ways to
reduce subsidy dependence, such as achieving high rates of loan collection, containing
administrative costs or increasing lending activity. While the SDI in Rwanda declined
between 1987 and 1988, the increase between 1988 and 1991 is probably a result of
Rwanda's economic crisis aggravated by civil war. We have no information to explain the
decline of the SDI in 1992. Both the fact that the subsidy could be measured and that
resources were largely devoted to institution-building are noteworthy. The SDI does not
shed light on how the subsidy was used, but it could be argued that subsidies benefited
borrowers, in particular those with agricultural projects who paid low interest rates.
Subsidies also assisted institution-building and generally increased equity, although the
subsidy was eventually depleted by loan losses.

Table 9: Subsidy Dapendence Index for the Banques Populaires of Rwanda

ltem 1987 1988 1989 1990 1991 1992
1."Market (reference) interest rate’= M 9.3% 9.9% 9.3% 9.9% 11.8% 10.7%
2.8ubsigy on concessianal rate borrowing No concessianal barrowing occurred

3.Annual average equity = E (RWF in millians) 308 362 418 466 518 569
4.5ubsidy on equity = |E*M) (AWF in millions) 29 a4 39 46 61 61

5. Reserve reguirement No reserve requirement prevails in the country

6 Misceilansgus grants and banetits 23 20 28 1 80 7T
(RWF in millions)

7.Profit = P (lossas) (RWF n millions) 58 -35 -62 -75 -53 -39
8 Total subsidy = (2)+{4)}+(5)+(6}-(7) 110 BE 129 129 193 177
({RWF in milligns)

9 Interast income = LP* [RWF in millions) 105 145 182 185 176 205
10 Subsidy Dependence Index = (8)/(9) 105% 61% 67% T0% 110% B6%

Technical notes;

1. The Bangques populaires have a pravisioning policy where they overestimate the annual provisions for loan losses. They recapture
part of these provisiens duning following years. As a result, the exact annual cost of loan losses is not accurately measured, and the
net income may require an adjustment. We can assume that the eftect of this issue on the SDI calculations is not significant.

2 Since 1984 the Bangues are to receive an annual subsidy from the government amounting to 6% of their loans to agriculture. In
fact. this subsidy is almes! never paid (except in 1986 and 1990}, As of 1992, the amounts that should have been received were fully
provisioned, However, based on the available financial statements, we were unable to check if the full pravision had been provided
yearly. It is possibie that the Banguas under provisionad in some years and over-provisionad in other years, while the full amounts
of the expected subsidy were included in the income every year. As a resull, the posted net income may reflect this deficiency.

26. This would raise their interest rates from the 13-17% range to 24-32% p.a.
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Generally, subsidization of the credit unions in Rwanda, Togo and Cameroon is
following a commendable course. Donor subsidies are targeted at new branches and are
scheduledtodecline gradually. The high SD| of the Banques populaires indicates the need
to raise the range of loan interest rates from 13-17 percent to 24-32 percent if immediate
subsidy elimination is pursued. These rates would be above the interest rate ceiling
imposed in 1991. Itis unclear what impact the raising of interest rates would have on loan
defaults and the demand for credit. Also, achieving economies of size through network
expansion and significant reductions in loan delinguency may not be sufficient to fully
eliminate subsidy dependence. The Banques populaires may not be able to reach self-
sustainability without an increase in interest rates on loans, such as was eventually
decided upon by the credit unions in Cameroon.

5. Conclusions

Qutreach of these RFls has been significant. Credit unions in Cameroon, Togo and
Rwanda have achieved impressive long-term growth in the number and volume of
deposits and loans.”” They have extended a network that is unique in rural areas and is
still growing, particularly in Rwanda and English-speaking provinces in Cameroon. The
restructured Caisses mutuelles in Benin have exhibited less impressive performance, but
improvements in their performance are notable. Credit solidaire in Burkina Faso operates
on a more modest scale but has been efficient in reaching the poor, especially women.
SACA in Malawi has performed reasonably well in terms of reaching smallholder farmers
and, until recently, achieved high rates of loan collection.

These six RFls have serviced clients usually excluded from formal financing: the rural
poor, smallholder farmers and women. They have done this by employing a variety of
operating modes such as improved savings mobilization and flexibility in service delivery.
In Burkina Faso, mobile banking is being effectively practiced to extend financial services
to the village-level. In the credit unions of Togo, Cameroon, Rwanda and Benin, where
there are generally no membership restrictions, all kinds of social groups are represented.
Because clients are allowed to make small transactions, these institutions have appealed
to poor people. Savings programs of these RFls incorporate either mandatory deposit
requirements (in Burkina Faso) or voluntary deposits (in Rwanda, Cameroon, and Togo)

27. The credit performance of the Bangues populaires has been relatively medest. In contrast, their performance
in collecting depasits has been exceptional
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where savings play a significant role in gaining access to credit. The cooperative RFls in
Togo, Cameroon, Rwanda and Benin have employed deposit collection on a regular basis
with good success. Also, by being present in rural areas and providing this clientele with
savings services and loans, these institutions have contributed to more efficient financial
intermediation. In this regard, credit unions appear to be one channel through which part
of the funds raised in the rural sector are reallocated in the economy through the financial
sector.

These RFlIs have operated without an efficient legal framework for credit operations.
While legal systems usually allow loan foreclosure and collection of loan collateral, it has
not been practical to use collateral as security against borrower nonpayment. Either the
mechanisms for enforcing collateral claims are inefficient or the amount of credit is too
small to merit aggressive foreclosure. Moreover, rural borrowers do not necessarily
possess adeguate assets, and solidarity among the population can make legal enforce-
ment of collateral claims difficult orimpossible. Inthe case of smallholder farmers, property
rights are not always formally or individually defined. Moreover, weaknesses in the legal
system have resulted in slow and costly procedures, particularly when measured against
the average value of loans granted. More successful alternatives used by these RFls have
been based on reciprocity, confidence and guaranteed access to future credit, rather than
tangible collateral.

The success of these RFIs has depended heavily on the emphasis and care given to
institution-building. This constitutes the difference between an institution that can eventu-
ally become self-sustainable and an institution that will need permanent subsidies. The
inadequate emphasis on institution-building is a common characteristic of supply-led
institutions, but may also occur in RFlis thatinitially pursue a savings mobilization strategy.
These deficiencies are variously reflected by irregularities in financial reporting, violations
of internal lending policies of the institution, etc. It is also an important issue for
international donors, since it is often the case that too few resources are devoted to
adequate training. efficient managerial information systems, staff incentives and savings
mobilization. These six institutions have made substantial efforts in that direction, and the
federations in Togo and Rwanda have been instrumental in providing guidance.

Ourassessment of self-sustainability indicates that there is a large degree of variability
between institutions. The performance of RFls in Burkina Faso, Benin and Malawi
indicates that high rates of loan collection can be achieved in Sub-Saharan Africa. In
contrast, the credit unions in Cameroon, Togo and Rwanda have accumulated high levels
of arrears in their loan portfolios. By raising funds through savings collection, they have
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been able to remain as independent institutions which are free from outside interference.
They have also managed to keep administrative costs in check.

Several of the institutions have implemented interest rate policies which are likely to
improve their sustainability. In Burkina Faso, Benin and Togo, real interest rates on loans
have ranged between 19.2 and 21.1 percent. However, interest rates in Malawi, Cameroon
and Rwanda have been lower, between -2.2 and 11.3 percentin real terms. as a result of
direct government decisions, regulatory constraints or deliberate management choices.
In countries with volatile inflation, interest rates have not been sufficiently flexible to allow
RFls to effectively manage the implied interest rate risk.

With the exception of the Banques populaires in Rwanda, we found that financial
reporting and accounting practices are inadequate. In particular, data on loans in arrears
are not reliable and information about provisions for loan losses is insufficient. Under such
conditions, an analysis of self-sustainability is not possible.

There are numerous examples where governments, international donors and NGOs
have been involved in establishing, assisting and managing RFls. This pattern was
observed to some extent in all six of the selected institutions. We found that when states
and donors intervened, the intervention was often instrumental in establishing the
institutions. This reinfarces the argument for providing resources to RFis during the initial
stage of their development. None of the RFIs had reached maturity and self-sustainability.
Clearly, public assistance in Sub-Saharan Africa should focus on institution-building, not
on subsidizing lending interest rates. In the case of credit cooperatives. public assistance
needs to be carefully designed so as not to weaken participation of members.

Macroeconomic conditions and political events have accounted in great part for the
deterioration in performance of the institutions in Rwanda and Cameroon in recent years.
Overall, these six RFls do not appear to be severely influenced by distorted agricultural
policies because they depend little and only indirectly on agriculture. This provides some
evidence that the portfolios of RFls should be appropriately diversified also to limit
exposure to policy risk. The credit unions in Cameroon, Togo, Rwanda and Benin provide
loans for various activities including consumption. Agricultural loans constitute only small
shares oftheir overall loan portfolios. This is also the case in Burkina Faso where the Credit
solidaire primarily finances investments in activities other than crop production. Only
SACA in Malawi depends exclusively on agricultural production. and SACA's lending
policies are unigue among these RFls.

6. Recommendations

We make the following policy recommendations forimproving the performance of rural
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financial markets and institutions in Sub-Saharan Africa. They are distilled primarily from
the findings of this study. but also from the broader body of literature on RFIs reflected in
the bibliography section of this report. We consider that literature to be, in many instances,
consistent with our findings in Sub-Saharan Africa.

1

When designing an RFl's mode of operations, attention should be given to
macroeconomic conditions, the financial environment (including the role of informal
financial institutions), and the likelihood that needed economic and financial sector
reforms would be implemented in order to ensure adequate institutional performance.
Instead of compensating a small part of the rural sector with subsidized credit
(specifically those who can obtain access to formal credit), the distortions generated
by urban-biased economic policies should be removed in order to broaden the
distribution of benefits within the sector and to enhance overall economic efficiency.
Because it is access to financial services (not cheap credit) that matters, ceilings on
loan interest rates should be removed and financial institutions should be allowed to
determine their rates based on market conditions and borrower characteristics. This
would introduce the necessary flexibility for RFIs to adjust their interest rates in line with
price level fluctuations. In that policy framework, institutions should be encouraged to
voluntarily adjust interest rates to levels that will enable them to progress towards
financial self-sustainability. Also, RFls should be encouraged to control their operating
costs so that the benefits of increased operating efficiency are passed on to their
clientele.

Governmentintervention in the management of private RFls should be avoided. Public
financing entities should have their accounts separated from those of the government
and their managements should be encouraged to implement sound banking policies.
Governmental authority should be used to initiate adequate legal frameworks, pruden-
tial regulation and external auditing practices. In some countries, a clear legal status
should be developed for savings and loan cooperatives.

Significant resources should be allocated to the long-term process of institution-
building with particular emphasis an training of staff, clients and members. Donors and
NGOs that intend to support the establishment and performance of RFls should
recognize the long-term nature of efforts to build up those institutions. A sporadic,
inconsistent approach towards providing RFls with assistance could be counterpro-
ductive, even though the intent is (correctly) to support this evolution towards self-
sustainability. Inthe context of credit unions, these efforts should be made at all levels,
not only at the federation level.
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6.

10.

Adequate accounting procedures. management information systems, internal and
external auditing and financial reporting should be developed in RFlsto ensure reliable
information on earnings and asset quality. If subsidies are to be given, they should be
targeted to activities whose outcomes can be measured. Standard performance
indicators and the SDI should be introduced as routine tools for annual assessment of
institutional performance. The fact that the SDI could not be computed from available
financial reports of five of the six RFls should be regarded as an unambiguous indicator
of serious inadequacies in their current accounting practices and management
information systems.

Capital adequacy should be a focus in building the financial and risk-bearing capacity
of RFls. Appropriate measures of capital adeguacy should be used to assess RF|
financial strength based on prudent. uniform capital standards and appropriate risk
classifications of the asset portfolio. Basic capital adequacy measures could be
computed for three of the RFIs in this study, but it is difficult to make meaningful
comparisons internally with the actual lending risks they face. and externally with their
peer institutions. Reliable data is frequently lacking and capital adequacy measures
are not routinely computed or reported.

The SDI methodology should be used to assess the self-sustainability of RFis, to
assess the justification for prevailing subsidies, and to monitor their progress toward
becoming subsidy independent. It provides more meaningful information on RFI
financial performance than do traditional, routinely-used financial profitability ratios.
Savings mobilization should be the basis for self-sustainability and independence from
governmental interference. This should be achieved by providing an array of financial
instruments that are accessible to the rural population through an extended service
network, and by promoting depositor confidence in the institution.

Under selected circumstances group-lending is a recommended mode of credit
operations. In many instances, formal credit systems cannot ensure that high rates of
loan collection will occur, and foreclosure actions are often difficult and costly to
enforce. Since it is difficult to guarantee the full value of a loan with borrower and co-
signer savings alone when lending to poor clients, group- lending is a preferable and
potentially low-cost alternative for achieving high rates of loan repayment. Group-
lending schemes should be carefully designed and implemented if they are to be
effective in improving loan performance.
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Abstract

This paper reviews the performance of six rural finance institutions (RFls) in Sub-
Saharan Africa.

Two performance criteria are used to evaluate these RFls - the level of outreach and
the degree of self-sustainability achieved. Each of the RFls exhibits some weaknesses
according to the identified performance criteria and crucial information on their perform-
ance is often missing. However, outreach of all six RFls has been significant.

Generally, the selected RFls in Cameroen, Togo, Rwanda, Benin, Malawi and Burkina
Faso have extended financial services to rural clients that are usually excluded from formal
financing - smallholder farmers, woman and the poor. No single model for successful rural
financial intermediation emerged from the study. Rather, these RFis have employed a
variety of operating modes to improve savings mobilization, provide credit, and increase
their flexibility in service delivery.

Our assessment of sustainability reveals more varied performance. Loan collection
rates are quite different across the institutions and there has been a build-up of arrears in
Cameroon, Togo and Rwanda. Since full information is not available, it is not possible to
discern the relative contributions of larger interest rate spreads versus more effective
management of administrative costs towards achieving improved self-sustainability in
these RFls. The subsidy dependence index could be computed for only one of the RFls
(Banques populaires in Rwanda), since the other five RFis had seriously inadequate
financial reporting systems. This is an aspect of institution-building in the region which ma y
provide a high pay-off to state and-or donor support. While public intervention is often
needed during the establishment phase of these RFIs, it should be focussed on institution-
building and not lead to subsidized interest rates on loans.
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PERFORMANCES ETRENTABILITEDE SIXINSTITUTIONS FINANCIERES RURALES
EN AFRIQUE SUBSAHARIENNE

Resume

Les performances de six institutions financieres rurales opérant en Afrique
subsaharienne sont analysees selon deux types de critéres: volume et qualité des
services d'une part et degre de rentabilite d autre part. Bien que leur developpment ait ete
dans l'ensemble appreciable, elles presentent diverses faiblesses et leurs systemes
dinformation sont souvent déficients.

En general, les institutions selectionnees au Cameroun, au Togo, au Rwanda, au
Berin, auMalawi, et au Burkina Faso ont propose des services bancaires a des clients qui.
en milieu rural, sont le plus souvent exclus des systemes financiers formels: les petits
fermiers, les femmes et les pauvres. Aucun modeéle unique n'apparail, et les institutions
utilisent des moyens varies pour collecter I'epargne, fournir des credits et accroitre la
flexibilite de leurs services.

La rentabilite des institutions est inegale. Les taux de remboursement des préts sont
trés variables et les arriérés se sont accumules au Cameroun, au Togo et au Rwanda. En
raison du manque d'information., il est difficile de savoir siune amelioration de la rentabilite
passe en priorite par la mise en place de marges plus elevees sur les taux d'interét ou par
une reduction des couts administratifs. Un indice de dépendance vis-a-vis des subven-
tions ne peut étre calculé que pour les Banques populaires du Rwanda, car les autres
institutions présentent une comptabilite deficiente. L intervention publique, qui est souvent
necessaire durant les premiéres annees d'existence de ces intermediaires financiers,
devrait donc se concentrer sur le developpement istitutionnel et non permettre le recours
auxtaux dinterét subventionnes sur les prets. L'aide de I'Etat ou des pourvoyeurs de fonds
dans cette region du monde serait alors veritablement utile.
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