CHALLENGES TO AGRICULTURAL FINANCING IN MALI
By

Kadidia Konare

A Plan B Paper

Submitted to
Michigan State University
in partial fulfillment of the requirements
for the degree of

MASTER OF SCIENCE
Department of Agricultural Economics



ABSTRACT
CHALLENGES TO AGRICULTURE FINANCING IN MALI
By

KadidiaKonare
In Mali, like in many Sub-Saharan countries, inadequate access to credit has remained a
central concern for farmers and a key constraint to the modernization and diversification of
their activities. The commercial banks limited participation in agricultural financing and the
hard terms and conditions for obtaining individual loans have penalized many smallholdersand
small traders. The vast majority of these people havelittleto no access to financid services,
limiting their productivity, income, investment and overal quality of life. Inadequate
regulatory/legal frameworks, monetary policies, inappropriate agricultural |oan evaluations

and threats to sound microfinance activities are constraining agricultural financingin Mali.
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CHAPTER |

INTRODUCTION AND PROBLEM STATEMENT

11 Perceived Poor Performance with Respect to | nadequate Financing of Agriculture
and Agribusiness in Mali
In Mdli, agriculture seems to be the path for achieving growth and devel opment, as the economy of
Mali is primarily based on agricutture. Agriculture provides morethan 45 % of the GNP and employs
between 80 and 90 % of the working population (FAQG 1995). The main food crops are millet, rice,
sorghum, and corn. Cotton and livestock are produced for both domestic consumption and export.
Crop harvest levelsdepend almost entirely on climate, including rainfall-dependentfloodsof the Niger
and its tributaries. However, theoretically and empirically the banking system in Mdi seems to
perform poorly and not be well suited to support the economic growth in the agricultural sector, thus

slowing down the overall economic growth.

Theobjective of this study istodo an empirical analysisof the current Malian financia sector in order
to understand the factors constraining lending to the cotton. rice, coarse grains and horticulture
subsectors. The following factors are hypothesized to be constraining agricultural lending in Mali:
public policy, the regulatory framework, poorly designed collateral laws, inadequateproceduresused
by loan officers to assess agricultural credit risks, and constraints limiting the effectiveness of the
Microfinance Ingtitutions {(MFls).
111 Theoretical Perspective

Today many developing countries are shifting from subsistence farming to the promotion of new
export-oriented corps. However, the shift from subsistence agriculture to commercial agriculture, in
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production for the world market, has led to the division of tasks and specializations in agriculture.
Also, in Mali, the cereal market liberaization triggered institutional and economic changes in the
cereal-marketing sector. Fertilizers, new seed varieties, and controlled irrigation are no longer
supplied by parastatals. The cereal farmers need to obtain supplies from various suppliers at remote
locations, and market their own products. In adopting the different farm innovations, farmers need

financial resources.

The structural changesin agriculture have increased the demand for farm loans. Theincreasein loan
demand isdue to the much greater returnsto investment obtainable from the new, more productive
farm technologies. Tt has been shown that easy access to credit facilitates the adaptation and use of
new farm technologies and hence increases agricultural production. However, increasing loans to
farmers requires the transformation of rural credit system from limited informal, traditional, local
savingsand lending arrangementsto an integrated formal. national savings and credit system (Stevens

and Jabara; 1988).

From experience, it has been found that developing a sustainable farm credit system is not an easy
task. It iseven more difticult to develop and implement such systemsin developing countries, where
they are confronted with several complex issues. Some of these issues are internal to rural financing
(Christen et al. 1995) and others are external issues, as their solutions depend on sectoral and
macroeconomic policy and institutional framework (Jayarajah and Branson 1995). In an effort to
create sustainable rura financing programs, innovative financial services are necessary for the

development of thefinancial market.



According to Stevensand Jabara, improvements in rura credit enable economic development in at
least five ways. First, the rural financial markets provided by banks enable a greater mobility and
flexibility in exchanges in rural areas. Farmers are able to make payments from distant locations
without having to meet in person. Second, rura savings and loans enable improved resource
allocation. Thisoccurs when tliey mobilize excess cash from farmers with few, low-return investment
opportunitiesand lend it to other farmers with higher-return investment prospects. Third, loansallow
farmers to better manage theinheritent risksassociated with the nature of the agricultural production
(high variation in weather conditions and prices). Fourth, loans enable farmers to take on large
investments. And fifth, loansameliorate life-cycleproblems, in which the young need to acquirefarm
and household assets--often by borrowing from community memberswhom haveaccumulated savings

(Adams et al; 1984; Stevens and Jabara 1988).

1.1.2. Empirical Observations
(1) Mali Partnership Advisory Committee Report
In a major review ofconstraints to agricultural developnient in Mali, the Malian National committee
of the Partnership to Cut Hunger- in Africa’ mentioned the lack of financial resources as one of the
major constraintsto the growth of'its agricultural sector. According to the committee, one of the key
strategiesto cut hunger in Mdi isto strengthen investments in the rural areas through:
* Financing of hydro-agricultural developments

Development of non-bank financial institutions

1 The Partnership to Cut Hunger in o frica i au independent effort formed by U.S. and :Afiican public and private sector
institutions and intersational hamentarian organizattons. The gool of the Parmmerstup is to_formudate a vision, strategy, and
action plan for rencwed US. efforrc o help fiean pariners cut hunger significanihy by 2015,
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s Strengthening of private investments (financing mechanisms, development of aternative
collateral, funding guarantees, and insurance mechanisms)

* Facilitate access to credit for producers
Strengthening decentralized financial systems

*  Promoting medium and long-term credit on favorable terms
Developing insurance mechanisms to help protect producers' revenues

* Debt relief for producers

(2) Schema Directeur for Rural Development in Mali
The Schema Directeur for rura development in Mai issued by the FAO (Food and Agriculture
Organization) and UNDP (United Nations Development Programme) in 1991 also concluded that
there was a need to fulfill rura credit demand in Mali. The Schema pointed out that the financial
servicesin rural Mali needed to be diversified and adapted to the needs of thelocal population. Also,
the Schema stipulated that recipients (smallholders and small traders) of these financial services
should be trained to understand the underlining basics and moral ethics of savings and loans

programs.

(3) World Bank: Mali Financial Sector Development Project Report

The Groupe de Reflexion sur le Systeme Financier au Mai (GRSF) is a group of consultants
assembled by the government of Mdi and the World Bank in 1997 to study the Madian financia
sector and to find solutions to problems limiting its development. They also reached the conclusion

that financial intermediation needsto be strengthened. They proposed to do so through restructuring



and privatizing the remaining state-owned banks. They reconlmended technical assistanceand training
for banking and microfinance ingtitutions' (MFls) staff in order for them to conduct sound banking
practices. They also recommended the strengthening of thelegal and regul atory frameworks aswell

as government institutions monitoring the financial sector.

(4) Other Observations
Financing activities in Mali have mainly concentrated on trade and less so on the mobilization of
medium to long-term investment finance in dl economic sectors. Malian bankers share a genera
perception of high risk associated with medium/long-term lending, dueto a high proportion of non-
performing assets in existing portfolios The limited abilities of banks to have judgments enforced
against delinquent borrowersfurther keeps them from providing medium/long-term resourcesto any
economic sector. During my experience with a Mdian commercia bank, | noticed that only
exceptionally will abank offer medium or long-term loans to its preferred clients, who are the large
private clients (often shareholders of the bank); or to state-owned companies (under government

pressure). The same opportunitiesare tion-existent for smal traders and smallholders.

However, Malian smallholders need access to credit for long-term land improvement and capital
expenditures as well as to meet short-term seasonal needs. Private rural-based and small-town
businesses engaged in the processing of agricultural products and in transport and input-supply
operations require credit for long-term investment and working capital. Currently, both farmers and
agriculture-related small and medium enterprises have considerable difficultiesto accessto credit, but

the problem is much more acute for farmers. It is very difficult, if not impossible, for a small trader



or/and smallholder to get a medium/long-term loan frotn acommercial bank. In the case of accessto
short-term loans, asmal trader has a better chance of obtaining onefrom the bank than asmallholder.
Also, thegeographica location of the smal! trader isvery important in the lending decision-making. A
small trader from an urban area is preferred to one located in arura area, as the latter will have a
higher loan recovery transaction costs.

Overdraft facilities tend to dominate the type of banking services offered to smal traders. The
overdraft amount varies according to thetype of relationship between the banker and thesmal trader.
The majority of smallholders who have easy access to credit are the ones;

* Who are being referred or guaranteed by one of the bank's large clients,
or have the necessary large physical collateral,

» or who arethe reatives or friends of the bankers.

Formal financial intermediation is usualy weak, and in some cases virtually non-existent in some
sectors. Banks and other financial institutions rarely go beyond a city's borders. The
underdevel opment of the formal financial sector in rural Mai isemphasized by the central roleplayed
by theinformal sector in the mobilizationand allocation offinancial resources. A large proportion of
credit needsin some key agricultural subsectors that should be the engine of growth remainunfulfilled
or only partially fulfilledthrough theinformal financia sector. The need for improvement of financial

intermediation in rura Mali is crucial

Efficient financid intermediation improves financial savings mobilization and resource allocation, by

evaluating and selecting the most promising and competitive entrepreneurs and projects, while



providingavehiclefor diversifying risksand fostering technological innovation to enhanceefficiency.

Today in Mdli, smaltholders have to go through a range of red tapes in order to have access to
personal financia services from commercial banks unless they are member of a village association
(AV). As amember of an AV, the smallholders can benefit from group lending. Although, many
commercia banks claim to have financial packages ready for smallholders, a present only the
National Agricultural Development Bank (BNDA) isdirectly lendingto the AVs. The other banksin

placeintervenein agriculture by the intermediary of the BNDA.

Theavailablecredit facilitiesare mainly short-term and medium term loans. tend
to be commitments of the banks' own fiinds, and the medium term loans are mostly subsidized by
local and foreign governments. One can say that the poor performance of the financia sector in

serving agriculture and agribusiness is slowing the economic growth of Mdli

1.2. Conceptual Approach for Understanding the Problem
1.2. Analytical Framework
In analyzing the current Malian agricultural financing system, [ will use the structure-conduct-
performance paradigm (S-C-P, figure || Onemust understand that the SCP of the financial market
depends on SCP of product markets (demand for rura financial servicesisaderived demand). S-C-P
analysisistheapplication of this conceptual 6-amework in an effort to understand thefinancial market
performance. The approach entails(1) complete identification of the different actorsand thedegreeof

concentration in the subsector. Also, the approach involves(1) identification and description of the



current financing schemes availableto farmers, traders arid agriculture-related small and medium
enterprises within the subsector (structure); (2) understanding the reasonsfor abovestate of affairs as
well as their implication for banks lending practices (conduct); and (3) proposing how conduct
should change to improve performance of current financia system in the subsector using four
characteristics of performance: exchange efficiency, product suitability, progressiveness and

sustainability.

Exchange efficiency refersto the costs of arranging transactions such as loan recovery, information

flows, toolsfor risk minimization and various forms of vertical coordination(e.g. between commercia
banks and "' Kafo Jiginew™ [afarmer run savingsand loan association]). The efficiency ofanexchange

also depends on how easy it isto set tlie interest rates

Product suitability refers to whether the products offered by the commercia banks match the

customers' preferences. Bain defined product suitability asassuring that the quality level of products
IS neither too high nor too low relative to consumer desires. Product suitability examines how
responsive the lendersare to the borrowers' needs. Y aron also identified product suitability asakey
indicator of outreach. Outreach measures the range of services offered by amicrofinanceinstitutionto

its clientele.

Progressiveness is the extent to which the banking system is generating and rapidly adopting new

models of risk assessment and new organizationa arrangements that reduce costs or improve



productsand services relative the customer wants The norm ishow well the Malian banking industry

does relative to its opportunities.

Sustainability referstothe capacity of banksand financial institutionsin generating enough profit or
mobilizing enough savings to be economically viable. The sustainability also depends on the
management structure. Three criteria are important in assessing whether a program is financially
sustainable: high repayment rates, appropriate interest ratesand |ow operating costs (Schrieder and
Sahma; 1999). Diversification of theloan portfolio reduces risk and increases repayment rates. Social

acceptability is also important in achieving sustainability.

Figure 1. S-C-P Framework

Basic Candlitions Decision enviranment
4 > g
STRUCTURE ] CONDUCT —» PERFORMANCE
A 7
Public Policy

1.2.2. Macroeconomic Structure
It isgenerally accepted that the perfornianceof thefinancial marketsin agiven acountry dependson
overall the macroeconomic structure. Empirical studies have pointed out how macroeconomic

stability is an essential element ot a sound financial system. more importantly so in developing



countries where production systems are very susceptible to domestic and external shocks. It is not
possibleto establish and maintain bank soundness unless prices and other nominal variablesin the
economy are evolving in arelatively stablefashion and economic activity isexpanding at areasonable

pace (Knight, 2000).

Monetary policy is the manipulation of the money supply with the objective of affecting
macroeconomic outcomessuch as GDP growth, inflation, unemployment, and exchange rates. Mali
does not have an independent monetary policy, due its membership to the West African Economic
Monetary Union (WAEMU), which is made up of 14 West African countries sharing a common
currency CFA franc{CFAF?). Tlie CFAF, linked to the French franc (FF) sinceitscreation by a fixed
parity, ismanaged by the French Treasury through afamous operationsaccount, which manages 65%
of the foreign-exchange reserves of these countries. The monetary policy isadministered through the
Central Bank of tlie West African States (BCEAO). To maintain the parity of the CFAF with the
French franc, the central bank has to conduct a very tight monetary policy in order to control

inflation.

From the 1960s through tlie early 1990s, controlled interest rates, sectoral credit directives, tight
prudential regulation and inadequate supervision and mismanagement of state-owned banksled to a
poor macroeconomic environment in Mali. Also, receipt of cash flows from the government and
foreign donor agencies budgets, the liquidity controls (e.g., credit ceilings) imposed by the central
bank, and the high level of interest that banks could obtain on treasury bonds, diminished commercial

bank's interest in finding new clientele. This poor macroeconomic condition weakened the Malian



financial market and led to the implementation of series of reforms and structural adjustment
programs by the government with the technical assistance of various international organizationsin

Mali. The monetary union and its policies will be further discussed in later chapters.

1.2.3. Evolution of Agricultural Product Markets and Financial Markets
Prior to 1980s, Mali's great agricultural potential was constrained by a heavy administrative system.
Agricultural marketing was officialy governed by parastatals. Agriculture was financed by an
integrated system of input credits and output payments. Prompted by disappointing economic
performance, the Malian government, with the assistance of foreign donors and international

organi zations, began implementing series of reforms and structural adjustment programsin the 1980s.

In 1981, thecereal market liberalizationreforms were introduced in Mali. The reformsweremanaged
by the Cereals Market Restructuring Program (PRMC), set up jointly by the yovernment and the
donors. The reforms, like structural adjustments, aimed to transform the economy by increasing the
roleof the private sector and market processesin allocating the nation's resources. They required the
dismantling and saleof state enterprisesand ending government involvement in the procurement and
distribution of crops. This permitted the private sector (including independent farmer and trader
organizations) to compete in domains formerly reserved for the state and removed many barriers to
trade, both domestically and internationally. Market reformswere effectivein increasingcompetition,
lowering costs and improving physical access to coarse grains by consumers. The removal of
restrictions on who could legally trade grain led to an influx of new entrantsand agreater relianceon

the open market for coordinating economic activity (Dembélé and Staatz, 1999).

2 Communaulé Finaneiere Alricame (Alnean Fimaneal Copguunity) in the WAEMU



Theyear 1988 marked the beginning of the implementation of structural adjustment policies managed
by the International Monetary Fund (IMF) and the World Bank. The structural adjustment policies
mainly focused on macroeconomic stabilization, through fisca consolidation and tax reform,
liberalization of price and trade policies, regulatory reform, and public enterprise and agricultural
sector reform. At the sametime. Mali's increasing democratization, which began in 1991, resulted in
freedom of expression and broadened the scope for creation of independent farmer and trader
organizations. These changes, combined with the devaluation of the currency (CFA franc) in 1994,
have profoundly affected the Malian food system (Dembeleand Staatz 1999). They havecreated new
incentives for production The cotton, rice and horticulture subsectors were the most responsive to
the devauation of the CFAF. For example, cotton production increased by more than 118%, rice
production rose by more than 40% and the onion production increased by 125% from 1993 to 1996

(INSAH/CILSS, 1998).

Thedevaluation of the currency has increased the competitiveness of Malian cereals and stimulated
expanded production and trade with neighboring countries (INSAH/CTLSS bulletins; Yade et a.).
The recent changes in the hlalian agricultural environment have opened profitable new market
opportunities for Malian traders and grain producers While, overall, Mali's liberalization hasachieved
considerable success, thisis no morethan partialy true for the financial component. Thereforms have
completely changed the structure of the credit market in certain subsectors such as rice and coarse
grains. The state's former monopolistic right over output marketing was restructured during the

cereal market liberalization This broke the mechanism the state agencies had for automatic credit



recovery of inputs sold on credit to farmers. Inputs markets were also liberalized, but the privateinput
suppliersalso lacked any automatictoolsfor credit recovery. Commercial banksarea sowithdrawing
from agriculture. while micro-finance lending schemes are struggling in supplying seasonal credit for

crop inputs.

Following liberalization, the integrated financing system was no longer availablein the cereal sector.
The integrated system iswhere the parastatai would provide inputs and extension adviceto farmers
on credit and in return would receivethe repayment in outputs. Private traders, who took over the
marketing functions previously carried out by the state, do not have easy access to credit like the
parastatals. In Mali, as in many Sub-Saharan countries, the lack of credit has remained a central
concern for farmers and a key constraint to the modernization and diversification their activities. The
private sector's limited participation in agricultural financing and the hard terms and conditions for

obtaining private credit have penalized many smallholders.

Today, oneof the biggest challengesfacing the Malian agriculture isthe development ofasustainable
agricultural credit system. Agricultureis very important in theeconomy of Mali; thus a devel opment

of an efficient farm credit system is linked to Mali's economic growth.



13 Hypotheses: Problems in Performance Arise Dueto Three Key Problems

This paper tests the following hypotheses:

1.3.1. Financial sector policies have not evolved to keep pacewith changesin product
markets

Public policy, the regulatory framework, and inadequate collateral laws increase transaction costs

associated with lending if not correctly implemented and reinforced. Testing this hypothesis will

involve assessing if the Malian financial sector policies have evolved to keep pace with changes in

product markets. The assessment will be based on the analysis of information and data on

laws/regulations that were mostly gathered at the central bank.

1.3.2. Bank loan evaiuation practicesare not adapted to agriculture
In Mali, the loan evaluation procedures used by loan officers to assess agricultural credit risksare
perceived to beinadequate. It isbelieved that the market liberalization has resulted in changing farm
credit demands and borrower characteristics. Therefore, the current credit eval uation procedures used
by the banks may not apply to the evolving agricultural product
markets.

1.3.3. Constraintslimiting the effectiveness of the MFIs’ lending activities
In Mali, there are two main constraints limiting the effectiveness of the microfinance institutions
lending activities: poor management of village associations (AVs) and the economic activity of the
borrowers. These constraints are believed to be a major reason for the lack of linkage between the

commercia banks and the MFls



1.34. Crosscutting al of these is how to deal with transaction costs and
information asymmetries
Transaction cost and information asymmetries play a mgor role in financid intermediation. High
transaction costs make lending to smallholders and smal tradersless profitable than lending to other
clients. Here. transaction costs refer to the non-interest expenses incurred by both lenders and
borrowersin making (obtaining), servicing (implementing), and collecting (repaying) loans(Adamset
al; 1984). Thus, transaction costs to a smallholder/small trader refer to the steps that he must
undertake to complete the procedures required for obtaining a loan from a commercial bank or an
MFI. In general, these costs are cut-ot-pocket money required to obtain documents, pay commissions
and bribes, and travel to from the lender's oftice, and dl the opportunity costs of time involved in
completing the required procedures. The coststo the lenders are mostly administrativecostsand costs
incurred in finding information on creditworthiness of their clienteleand in enforcing repayment. The
information asymmetry problem arises because it is costly to gather information on a potential
borrower to correctly process the loan request. The major concern for financial intermediation in
Mali, asany low-income country, is how to deal with transaction costsand information asymmetries.
14. Research Approach
This study began with a literature search together with the development of a work program of
interviewsin Mali. Reviews of loan portfolios were also carried in three commercia banks.
141. Literature Review
The literature review was based on the review of books, journals, and project reports on the

subject of rural financing.



1.4.2. Interviewsof Banks, MFIs and Smallholders
A series of non-structured interviews were carried out in Bamako with Malian Chamber of
Agriculture officials, agricultural development agency workers, bankers, insurance, Non-
Governmental Organization (NGO) officers, the support and monitoring unit for micro-finance
institutions (CASISFD), and large-scaletraders. A short visit to Koutiala, Sikassoand Segou wasalso
arranged to meet small-scale traders and farmer organizations (village associations). Local MFIs’

managers were also interviewed.

14.3. Evaluation of Commercial Bank Loan Portfolios
In verifying the adequacy of agricultural lending procedures, three banks were selected: one
development bank (BNDA) and two commiercial banks (BIM-SA* & BDM-SA*). Those commercial
banks were selected because of their size, the number of branchesthey havein rural areas, and their
prior experiencein the sector. These three banks own 80% of the total capital of the Malian banking
sector. They house 60% of the country's total deposits and own 70% of the branches in the banking

sector’.

Samples ofapproved |oans were selected at each bank, however, those samples had some selection
bias. In the selected banks, the loan otticers do not maintain alog of rejected loans Thus, the loan
review model was assessed only using existing borrowers' applications, which madethe results biased
because agroup ot'loan applicants - rejected applicants - have been systematically excluded from the

sample. A farmer that is denied credit a& one institution may have been creditworthy or become a

3 BIM-SA. Bank Internationle du dMah
4 BDM Banque de Dévéloppement du Mali



good client for another lender. Or the unsuccessful applicant wasindeed insolvent. In either case, the
information on unsuccessful applicantsislost when these potential borrowers are not included in the

sample.

Including this chapter, the document isorganized in eight chapters. Chapter 2 presentstheliterature
review. Chapter 3 describes the structure of Malian financial and agricultural markets. Chapter 4
describes the trends in credit allocation in the Malian economy. Chapter 5 analyzes the impact of
financial market policies on lending to agriculture. Chapter 6 analyzes the impact of loan officers’
policieson lending to agriculture Chapter 7 analyzes the impact of weak links between commercial
banksand MF1s on lending to agriculiure. Chapter 8 concludesand presentsareasfor further research

needs.

5 The data cover 7 banks: (wo newly estabhshed banks are not included
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CHAPTER LI
LITERATURE REVIEW
Thetheoretical literature hasamply discussed strategies to alleviate agricultural financingshortagesin
devel oping countries. Promoting rural finance in termsof institutional arrangementsand provision of
an enabling environment for the survival of such institutions have become part of financial
management strategy for the alleviation of poverty in therura setting of an economy. This strategy
hashistorically included both the traditional agricultural credit project approach and the new viewson

rurd financial markets (Adams and Graham 1981).

Theold consensusin the analytical literature on rural credit was oneof the exploitative/evil informal
moneylenders, who charged overly high interest rates to borrowers and thus gained |arge monopoly
profits. Formal lenders were percelved as being overly risk-adverse, and often belonged to
government-regulated loan programs. Loanswere considered asan input to agriculture. Thefarmers
werelabeled as being conservative. Another assumption wasthat poor rural borrowersdid not have
any incentive to save, and that the only way the farmers would adopt new technologies or invest in

land improvements was if they had access to cheap loans.

The old approach has now been replaced with a perception that interest rates are much lessinflated,
and that money lenders provide important and difficult servicesof consumption-smoothing, off-farm
income generation and insurance. All the same, borrowings from the informal market are
characterized by high interest rates, and are often tied to a transaction in another market through

interlinked contracts. Smal borrowers are more concerned by high transaction costs involved in



obtaining loansthan by theinterest rate. Large borrowers, whose transaction costs are close to zero,
are more sensitiveto interest rates. Accessof the poor to formal sources of loans (banks and other
financid institutions) is limited by their lack of collateral. Usually large farmersand traders have better

access to credit than do smallholders, who make up the majority of farmersin developing countries.

Poulton e al. (1998) studied smallholder cash-crop production in liberalized cotton and cashew
markets in Ghana, Pakistan, and Tanzania. They investigated the difficultiesfarmers facein financing
seasonal crop inputs and the mechanismsdeveloped by private traders to supply seasona credit. It
emerged from the study that farmers’ limited access to capita is a critical constraint on crop
production. Also, the willingnessand ability of the private sector to supply farmers with loanswas
limited by the high risk of default on loan repayments and the high cost of information on potential
borrowers. Such costs were too high to be recovered by thelow returns on the normally smdl loans
taken out by farmers. In each country, it was found that "interlocking transactions” had been
developed. " Interlocking transactions" are where traders sdll inputs or they buy outputsat the same
timeas providing credit to some farmers. The traders thus simultaneously reducethecost ofobtaining
financial information about their farmer customers and increase their volume of business - and
consequently their profits. Findingssuggest that interlocking contracts could become an increasingly
effectiveway ofhelping smallholder farmers gain access to seasonal credit. However, the system can
be limited by a trader's lack of access to capital and if afarmer defaults on the loan repayments by
seling his output to another trader instead of the one who lent him money in the first place.
Moreover, where tradersoperate some form of monopoly, they may exploit the"interlocking™ system

at the farmers expense.



These following policy lessons have resulted from the Poulton e al. study:
Market structures should combine both competitive and cooperative elements to enable useful
systems of credit, inputs, and produce markets to develop. The competitiveness will prevent
monopolistic behavior in the sector There must be some cooperation, asthe informal lendingis
made mostly based on reputation. The higher the frequency of exchanges between traders and
farmers, the better is the interlocking system.

= Governments should encourage these structures to operate efficiently and equitably, rather than
regulating them, by promoting good communication networks, stable macro-economicconditions,
better access to formal sources of credit for traders and trader investment in crop processing.

For a credit program to be successtul, Gordon Donald (1976) claimed that more than money is

needed. There must be a new technology, markets that can supply additional inputs and absorb

additional output, institutions willing to lend to small farmers on termsthe farmers consider attractive

and most important, the farmers willing to borrow, to invest and to repay loans.

Previous programs foci have been the provision of credit and opportunity for saving mobilizationin
the rural areas that would enhance productivity and thus improvethe social and economic welfare of
the rural population. The place of credit in promoting enhanced productivity has been settled in the
literature; however, therural financid intermediation process posesitsown peculiar problems. These
includethe suitability of the existing tinancial arrangements developed in the urban economy to rura
financial needs. T o be successful. Jacob Yaron (1994) postulates that rural financia institutionsmust
fulfill two basic objectives. These are the objectives of financial self-sustainability and substantial

outreach to the target rural population.



CHAPTER IIT
STRUCTURE OF MALIAN FINANCIAL AND AGRICULTURAL MARKETS
3.1 Introduction
In this chapter we will discuss the structure of the Malian financia marketsand how it isrelated to the
structure of markets for agricultural outputs Thischapter first presentsthe monetary policy in place
in Mali and provides a briefdescription of the CFA zone, including the 1994 devaluation The second
part illustrates the structure of the financial system from independence to the present, and the nature
of the financia services in rura areas In the last section we will describe the major agricultural

subsectors and financia services availableto them

3.2. Monetary Policy and the CFA Franc Currency Devaluation
Mali isa member of the CFA franc zone, agroup of 14 West and Central African countriesjoined in
two monetary unions. These are the West African Economic and Monetary Union (WAEMU),®
founded in 1994 to build on the foundation of the West African Monetary Union, and the Central
African Economic Monetary Community {AEMC).” These two unions maintain the same currency,
the CFA franc (CFAF), whose valueis pegged to that of the French Franc (FF). Each Union hasits
own central bank that manages the monetary policies of the state members. We have the Bangue
Centrale des Fiars de 1. 'Afrique de 'Ouest (BCEAQ) for WAEMU and the Banqrie des Etats de
L *Afrique Centrale (BEEAC) for CAEMC. These central banks havethe sole right of monetary issue,
which they enjoy throughout the member states of the Union. These central banksare aso responsible

for the pooling of the Union foreign exchange reserve; the keeping of the accounts of the member

6 WAEMU member states include: Henin, Burking Faso, Céte d [voire. Guinea- Bissau. Mahi, Niger. Seneeal. and Toga.
7 CAEMC members states include: Cameroon. the Central Afriean Republic, Chad. Congo. Equalorial Guinea, snd Gaban,
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states treasuries; and the definition of the banking law applicable to banks and financia

establishments (BCEAO, 2000)

The exchange rate parity (currently 1 FF = 100 CFAF), which isguaranteed by the French treasury,
givesthe CFA franc zone countries afreely convertible currency and eliminatesdl exchange-raterisk
for trade with France and other countries of the franc zone. However, it aso eliminates any
independence of monetary policy (which is determined by the exchange rate policy) for these
countries and makestheir exchange rate subject to fluctuations between the FF and other mgjor world

currencies, which often haslittle relation to the economic performance of the WAEMU countries.

The structural adjustment programs adopted by Mali and other countriesin the CFA zone in the mid
1980s ignored exchanye rate adjustment, as that was considered a separate matter between the
WAEMU countriesand France However, the overvaluation of the CFA franc during the 1980s and
early 1990s was destroying the production apparatus in the country members (van de Walle, 1991).
Overvauation of the CFA franc increasingly hindered the competitiveness of the union's countries.
Theagricultural sector was particularly hurt, asthe overvalued exchange rate madeimportsofcereals
(particularly rice) very cheap and hindered the competitiveness of exports, most of which were
agricultural (Yade et al. 1999) The local products were unable to compete with imported goods.
Agricultural production shifted away from tradable goods (e g. rice, cacao) to the use of imported

inputs asfactors of production



To addressthissituation, Mdi and the CFA franc zone countries consulted with oneanother and with
the International Monetary Fund (IMF) and France to devalue the currency. The argument for
devaluation was that changing the nomina interest rate would increase incentives for domestic
production of tradable goods(exportable goods and import substitutes) and discourage consumption
of imported goods. Another arguiment in the favor of the devaluation was that it would permit the
countries to loosen the credit constraints facing many firms. With an inability to change the nominal
exchange rate, one of the few tools availableto the central bank to deal with tradeimbalancewasto
constrain demand through tight monetary policy, which resulted in high rea interest ratesthat choked

off economic growth (Staatz et al; 1994).

In January 1994 the CFA franc was devalued from CFAF 50 = | FF to CFAF 100 CFAF = 1 FF.
Devaluation aimed to put these countries back on a path of sustainable growth by helpingthem regain
their competitiveness in theworld market. It encouraged exports a the expense of importsbecauseit
enabled CFA franc zone countries to sdl their products for half as much (in terms of foreign
currency) but required them to buy products from other countriesfor twice as much (in terms of local

currency).

3.3. Structure of the Financial System from Independence t0 the Present
Mali, like many Sub-Saharan countries, inherited a post-independence financial sector with lending
policies modeled on those employed in its former colonial power (France). Often, the types of
collateral they require at-einappropriate and inadequate in the Maian context. After independence, the

government believed that it could support Mali's development objectives through a selective credit



allocation. As a result, the government became directly involved in the operations of the financial

sector and even created commercial banks and a development bank (Mehran et al, 1998)

The Malian financia sector is primarily dominated by the banking sector, which has played an
increasinglyimportant rolein economic development. For example, the ratio of broad money to (P
hasincreased from lessthan 3 percent in 1970 to 15.6 percent in 1980, and further to 22.6 percent in
1998 (IMF, 1999). InMdli, there are bothforeign and locally owned commercial banks. Thefinancia
sector is very concentrated. Prior to 1998, the banking system was composed of seven banks, and
threefinancial institutions’. Apart from one private bank, the others were owned in mgjority by state
entities, with avery low private participation in the capital. Thisresulted in alesscompetitivebanking
system. Efforts are being made to reduce or/and eliminate government participation in the capital
structure of the banks. In the process of privatization, the government isin many cases assuming the
bad debts of commercia banks. The competitive environment is slowly changing. In 1998, two
international commercial banks® were created. These newly established banksare till learning about
their operating environment. These banksare mainly targeting urban clients, and are mostly providing

short-term loans

The total balance sheet of the conimercial banks went from CFAF 347 billion (US$ 588 million) in
1998 to CFAF 467 hillion (US$ 778 million) in 1999, or a 35% increase. This large increaseis

explained by the entry of the two new commercia banksin sector. Asawhole, the well-being of the

8 The banksare: Banque Commercial du Sahel (BCS), Banque de Développement du Mnli (BDM), Bsnque de ]*Habital du Mali (BHM-
SAY, Banque Internationale du Mahi (BIM-SA): Banque Malienne pour le Commeree et le Développement(BMCD); Banque Nationale de
Développement Agricole (BNDA). Bank of Africa (BOA). The finaneial institutions nre: Crédil Initialive du Mali (CI-SA), Société
Malienne de Financement (SOMALT)_ and Equip-Bail Mnli.

9 Banque Internationale pour le Commerce el I'Industrics (BICIM-SAY, and Ecobank.
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banking system in Mdi hasimproved since 1995, and most banks showed a profitin 1997 and 1998.
However, the sector remainsfragile, as most of the banks do not respect a number of the prudential
ratios set by the banking commission. Only the Agricultural Development Bank (BNDA) respectsal
the prudential ratios. The percentage of gross non-performing loans remains high. It was
approximately 26 percent of the banks portfolio of credit to the economy as at the end of 1998;

provisionsfor doubtful loanstotaled 64 percent of thisamount (IMF, 2000). Table 1 illustrates the

different banks and their shareholding structures.



Tablel Capital Structureof Banks

Shareholders
(Percent of Total Shares)

Banquede Dfveloppcment du Mali  |Government 20
(BDM-SA) BCEAO 20
OAD* 20
[Private national shareholders 23.3
Moroccan Bank 16.7
Banque Nationalc dc Développement  |Government 395
|Agricole (BNDA) BCEAO 16.8
Caisse Frangaise de Développement 19.6
Deutshe Entwicklungs Gesellschafi 18.5
BDM-SA 5.6
|
anque Internationale du Mali (BIM- Government 61.5
A) Private national shareholders 385
BangueMnliennc de Crédit et dc Government 100
Dépdt (BMCD)
Bank of Africn (BOA) Private nalional shareholders 75.6
Private foreign shareholders 24.4
Bangue Commercial du Sahel (BCS)  [Govermment 49.5
Foreipn Arab Banks 50
Private national shareholders 0.5
[ —
Ennque dc PHabitat du Mali (BHM-  sovernment 148
A) [nstitut National de Prévoyance Sociale
Security social) 37.1
Agence de Cession Immobiliere {ACI) 25.9
Banque Internationale du Mali-SA 74
Private national shareholders 14.8
Banque | nternational e pour e Banque Nationale de Paris 20
Commerce et L'Industrie du Mali SFOM Interatiica 50
(BICIM) RBanque Mautitanienne pour te Commerce
Nouakchott 15
Private national shareholders 15
[Ecobank
Leobank Transnational Incorporated 50
icobank Benin 30
[cobank Togo 20

Source: BCEAO; Note: Banque Ouest Africainede Developpement.




34. Banking Servicesin Rural Areas
In this section the question that needsto be answered revolvesaround the current coverage of rural
areas by financid ingtitutions. In Mali, thereisalarge gap between the banking services in urban areas
and rural areas. Thecommercia banksinMali, likein many developing countries, are biased infavor
of urban areas. In Sub-Saharan Africa, the abolition of the directive credit system led to decreasing
financial servicesin the rura areas. In the past, banks were extending their services in rural areas
under pure regulatory pressure. The 1989-93 financid reform (adaptation of indirect financial
instruments by BCEAO in conducting monetary policy) and the structural adjustment programs have
changed Mali from a centrally planned to a market economy. Today in Mali, most banks have
withdrawn from non-profitable lending to small farmer borrowers, who are perceived as costly and
risky clients. Except for the mobilization of some smal urban deposits, these banks ignore

microcredit, particularly in the rural areas.

Commercial banks have closed |oss-making branch offices situated in the rural/remote areas and thus
deprived people of banking services. The scalingdown of commercia banks' activitiesin Mali led to
the expansion of the microfinance institutions (MFIs). The microfinanceinstitutionsin Mali can be
classified in four main categories: (i) mutual savingsinstitutions, whose main activity isto mobilize
savings, and which take the form of mutual or cooperative systems, (ii) direct credit institutions,
whose main activity isto provide credit to meet the needs of small borrowers, along the lines of the
Grameen Bank (Bangladesh); (iii) financia ingtitutions, whose activities are linked to development
project; and (iv) traditional financeinstitutions, whichinclude various rura associationsand tontines

operating as saving and rotating credit institutions (TMF, 1999; CAS/SFD, 1999).



Many observers believethat these services to the rural population create opportunitiesfor the poor to
create, own, and accumulate assets and to smooth their consumption. Thefield of microfinancewas
pioneered by the Grameen Bank (Bangladesh), specialized NGOs and commercia bankssuchasBRI-
Unit Desa (Indonesia), among others. Thesefirst experiments have demonstrated that poor people,
who have been traditionally excluded by the formal financial sector, can, in fact, be acommercially
sustainable and viable market niche for innovative banking services. The microfinance approach
represents a significant departure from earlier exercises in providing credit to the poor through
financial institutions (eften public institutions) at subsidized rates with little or no recovery rates

(Charitonenko, 1998).

The number of commercial bank offices in rurd market areas typically is quite low; and the
percentage growth in officestends to cluster around regionswith high agricultural potential, such as
the cotton and the rice production regions. Table 2 illustrates the geographic distribution of the bank

network in Mdi as of June 1998.



Table 2 Mali: Geographic Distribution of Commercial Bank Network, June 1998

Region Area(Sq. km.) ‘ Po(pllgléaéi)on Branches POpgler%?] per
Bamako 252 793,642 18 44,091
Kayes 119,743 1,261,842 8 157,730
Koulikoro 05,848 1,414,931 4 353,732
Sikasso 70,280 1,568,775 16 98,048
Segou 64,281 1,339,631 7 191,376
Mopti 79.017 1,452,912 3 484,304
Tombouctou 496,611 505,506 4 126,377
Gao/ Kidal 322,022 422 823 3 140,941

Source: Groupe de Reflexion sur ie systeme Financier au Mali (GRSF); Rapport sur le Systeme
Bancaire, September 1998.

In Mali, commercial banks services appear to be quite staticin rural areas. Most of the existing rural
branches are understaffed, making it very difficult to segregate between incompatibleduties' such as
mai ntai ning accounting records and cash accounting. The same person isfound to do the analysisof
the loan reguest, the approval, and authorize and make payments. As a consequence, there are

always mismanagement and embezzlement cases happeningin commercial bank officesin rura areas.

Today, Microfinance Ingtitutions (MFis) are slowly replacing the non-performing rura commercial
bank offices. Microfinance institutions havegrown rapidly to try to meet this demand. However, their

outreach remainsvery small compared to the demand —in 1999, lessthan 20 percent of the estimated



poor households had access to nucrofinance services (BCEAO, 1999). Table 3 illustrates the

evolution of the MFIS' outreach in Mali

Table 3. Evolution of Accessto MFIs 1995-1998 (In thousands)

Penetration

Total Clients Total Number of Rate
Y ear (Members and Population Households (in %)
users) (a b c)=(b)/6*
1995 87 8,700 1,450 06.0
1997 219 9,600 1,600 13.7
1998 259 9,886 1,648 15.7
1999 337 10,500 1,750 19.2

Source: BCEAO

According to the Central Bank, athough the MFIs are expanding, their sharesof total depositsand

loansin the country reniain small compared to the banks. Table 4 illustrates the sharesof the deposits

and loans of the MFIs and the banksin 1998

® Hypothesis: a household of on average 6 persons
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Table 4. Comparative.Shares of the Deposits and Loans of Malian Banks and MFIsin 1998

(in million CFAF)

Deposits % Stat. %o
Banks 224.5 96 255 95.7
MFIs 8.5 4 12.2 43
Total 233 100 266.4 100
Source: BCEAO

However, it is not possibleto compare the two types of financial systems, as they do not target the
same client base. According to the Central Bank, the comparison cannot go beyond a mere
comparison the financial volumes of the two types of institutions. Table 5 illustrates some key
indicatorsfor the MFIs and the banksin 1998 From the table we can see that the MFIs have better
outreach that the banks.

Table 5. Comparison of Some Key Indicators between the Banks and the MFIs as of
December 1998

Banks MFIs
Number of Deposit Counters 148 721
15% maximum 8% to 84%

Deposit Interest Rate

Lending Interest Rate

4.5%

3% to 36%

Source: BCEAO, 1999

Currently in Mdi several MF1s are emerging in areas where the commercia banks are absent. The

activitiesof microfinancestarted in mid 1980sin Mdi and their legidativeframework wasdefined in




1994 (approva for the networks of mutual savings and loans, recognition for the other types of
networks). In 1997, Mali defined anational strategy for the activities of microfinanceand worked out
anaction plan for their promotion. A National Advisory Group in microfinancewascreated in 1998.
TheBNDA was member part of it. Table 6illustratesthe geographicdistribution of the microfinance

network in Mali as of December 1998

_Table6. Mali: Geographic Distribution of MFIs, December 1998

Region Population Number of Population per
€gio (1995) Branches Branch

[ i
| Bamako 793,642 50 15,873
Kayes 1,261,842 4 315,460
| Koulikoro 1,414,931 31 45,043
Sikasso 1,568,775 63 24,901
Segou 1,339,631 89 15,052
Mopti 1,452,912 2 726,456
Tombouctou 505,506 1 505,506
Kidal 48 524 N/A N/A
Gao 374,299 N/A N/A

Source: CAS/SED

The density of MFTs is highest in the areas with the most dynamic local economies. Bamako (the

capital), Segou (rice) and Sikasso (cotton and horticulture).

Evolution of the MFIs® Networks

Here we present the evolution of the MFT system in Mali.




a) Membership evolution
As of December, 1998, the number of members in the system attained 300,709 (compared with
229,684 in 1997). Mutual savings and loans associations accounted for 169,341 (56.3%), self-
managed saving and credit unions accounted for 71,340 (23.8% ) and interdependent credit unions
accounted for 59,938 (19.9% ). The number of women in the network was 137,016 as of December
1998 (or 45.6%).1n 1997, the number of women was 98,503 and was 42.9% of the membership. The

increasein total membership was 30.9% between 1997 and 1998 (CAS/SFD, 1999).

Table 7. MFIs* Membership Evolution 1997-1999

Membership 1999 1998 1997
Men N/A 163,693 131,181
Women N/A 137,016 98,503

Total 337,000 300,709 229,684

Source: CAS/SFD, 1999; NA: Not Avallable

b) Evolution of the Deposits
In December 1998, thetotal deposits in the microfinanceinstitutionsamounted to CFAF 8.5hillion,
or an increase of 36% compared to 1997. In the system of mutual savingsand loan institutions, the
deposits totaled CFAF 6.5 hillion (77% of the total). The total deposit amounts for self-managed

saving and loans union and interdependent credit unionswere 17% and 6% of'the total, respectively.



c) Lending Activities
In December 1998, the total |oans granted by the microfinance institutions amounted to CFAF 12.2
billion, or an increase of 37% compared to 1997. The average loan size also increased, going from

CFAF 101,000 in 1997 to 127,000 in 1998.

35. Description of the Major Agricultural Subsectors and their Main Sources of
Finance
In this section, we will describe the cotton, rice, and other crop (coarse grains and horticulture)
subsectors with implications for financing, while emphasizing the role of interlinked markets in
dealing with information asymmetries and transaction costs. First wedescribetheintegrated system
in the cotton subsector, which has the best access to financia services. Second, we present the
fragmented credit system inherited from the cereal market liberalization. Thethird analysisisof other

subsectors that have historically lacked formal financing systems.

Many smal farmers concentrated in areas of the Maian Company for the Development of Textiles
(CMDT) zone characterize the cotton subsector in Mali. The cotton subsector is a monopsony.
CMDT handlesthecotton marketingin Mali. Many small farmers and buyerscharacterizetherice, the
coarsegrains and the horticulture subsectors. Those subsectorsare operating under an open market

system (See table 8).



Table 8. Characteristics of the different actors by sector

Subsector
Cotton Rice Coarse Grains Horticulture
Buyers One large Many small Many small Many small and
few large
Facmers Many smdll Many small Many small Many small
Input Creditl | Group loans/ Input creditlOutput | Commercial
Financing Output Micro-financing | payment _ _banks and _
schemes” | payment Commercia banks | informal credit
(Interlinked and informal credit
Markets)

Borrowers - The following actors borrow for agriculture:

Farmersasindividualsor as groups (called villageassociations (AVs)) need accessto credit for long-
term land improvement and capital expenditures (equipment) as well asto meet short-term seasonal
needsfor their inputs (fertilizers, seeds, water). The seasona loans are usually short-term, due in a
maximum of sx months. The investment loans are mostly medium-term, payable over threeto five

years. However, thoseloansare very hard to get, arevery time-consuming and thusinvolvevery high

transaction costs

Traders need marketing credit. They need working capital. They use theloans to buy cereals from the
farmers, to pay for the transport ofcereals to the different markets, and to pay for storagefees They

adso need long-term loans to purchase trucks in case the trader wants to handle his own

transportation, or to build storage facilities




Small food processors need both short-term and long-term loans. The short-term credit is for the
purchase of the required raw materials for processing activities. Long-term loans are for the

acquisition of small-scale processing equipment.

Sources of lending - In Mali, agricultural lending is mainly from two sources: the formal and the
informal sectors. The forma sector consists of commercial banks, development banks, and
microfinanceinstitutions. The informal sources of lending include self-financing through household
savingsand loansfrom private traders, and relatives or friends. The commercia banks, development
banks, and microfinanceinstitutions also supply credit to other sectors. Loansto farmers represent a

small share of the total loans granted by the commercial banks.

Sourcesof funds-Banks mostly get their tunds from customer deposits (individual, private firms, and
local and foreign government agencies) and retained earnings. The resources of the microfinance
institutions(MFIs) are mainly from equity, internal savings, mobilization of savings, and subsidiesand

credit lines from commercia banks, the government, and international organizations.

35.1. The Cotton Subsector: Malian Company for the Development of Textiles
(CMDT)
CMDT isa parastatal marketing company that manages cotton marketingin Mali. Cotton isa cash
crop produced mainly for export. It provides more than 50% of the state revenue (FEWS 1997). In
1998, the cotton production reached its highest--level 522,000 m.t., compared to 406,000 mt. in
1996. Thisincrease in production waspartly dueto avery good rainy season and improvement of the

yidd per hectare. Thisgood crop year hasled to an increasein farmers revenues



Table 9. Mali: Cotton Production 1992/1993-1997/1998
(Gross production, in thousands of metric tons)

§

199211993 | 199311994 | 199411995 | 199511996 | 199611997 | 199711998"

Cotton 319 240 293 406 452 523

Source: IMF, 1999

Financing is not major issue in the cotton subsector, asfarmers easily obtain credit from CMDT. In
return, CMDT isfinanced by the local commercia banks (see figure 2). The marketing company
offerstwo typesof credit to farmers. seasonal credit for inputs such as seeds and fertilizers; and long-
term investment loansfor the purchase ofequipment. CMDT hasthe monopsony purchase rightsto

output, which ensures the credit recovery

Figure 2. Financing Scheme in theCMDT Zone

Input credits
. e
Commercial , CMDT Farmers
1.7-loan.;
Banks — >
4+—
Pavmenls + Output payments

CMDT’s marketing activitiesare fully financed by local banks. The government (a major shareholder
in CMDT) guarantees the company's loans. which explains its easy access to credit. Farmers can
borrow asindividualsor as agroup from banks, but because of high transactions costs related to the

aternative of individually borrowing from the banks, such as remote location of hanksand lack of



conventional guarantees, they do not often exercise that option. There is no credit demand from
Malian private traders for the commercialization of cotton, as the subsector is ill inaccessibleto

them.

35.2. Thelrrigated Rice Subsector: Office du Niger (ON)

ONistheoldest and largest government-established rice production area. It has historicaly produced
nearly half of Mali's domestic rice production and the majority of the domestic rice entering the
market (Dembele and Staatz 1999). The rice production is carried out by several hundred small
producers. The smallholders lease land from the ON and are obliged to grow rice. The combined
effect of theliberalization of cereal marketing in 1985 and theintensification of ricegrowing alowed
clear improvement of'the rice production. Theyield increased from 1.6tons by hectarein 1984 to 3
tons by hectare into 1990 before reaching 5 tons per hectare in 1995.

Table 10. Evolution of Rice Productiori in Mali's Office du Niger 1996-2000

Agricultural Area (Ha) Production/Paddy Yield (T/Ha)
Year (T)
1996-1997 55519 293696 5,29
1997-1998 55 774 306 199 5,49
1998-1999 55114 330684 | 6,00
1999-2000* 61 961" 384 158* | 6,20*
Source: Cisse, 2000.
* Estimations

Thisincrease in rice production led to an increasing demand for financial servicesin the ON zone.
Prior to the cereal market liberalization, ON had in a place an integrated financing system similar to
the one used in the cotton subsector. The ON, through its program of Village Development Funds
(FDV) and the Agricultural Development Bank (BNDA), ensured the financing of rice production

until 1994. During that period, the combined outstanding loan amounts for*both institutions were



estimated to CFAF 3 billion. Following liberalization, such finance has not been easily availableto
private traders, who took over the marketing functions previously carried out by the state.
Commercial banks in Mali provide credit only on a short-term basis, and the interest rates are very
high. Such measures allow the banks to reduce their risks. Maian banks' tight credit policies make
local financing difficult to obtain if afirmisnot an established customer. Nevertheless, new private
traders and businesses are granted loansif they demonstratethat they can managetheir inherent risks.
In Mali, the lack of finance for private traders has emerged as a significant constraint to the
emergence of adynamic private sector ableto take over the bulk oftrading from state trading bodies.
In the cereal sector, measures were taken to remedy the financing problems created by the reduced

role of the parastatal the Agricultural Products Office of Mali (OPAM).

In 1994, the FDV was placed among the unitsto be privatized or liquidated. Consequently, the FDV
wastransformed into a network of mutual microfinanceinstitutions called the Federation desCaisses

Rurales Mutualistes du Delta (FCRMD).

Currently, four financial institutions operate in the zone: a bank and three networks of saving and
loans.
the Agricultural Development Bank,
= theFédération des Caisses Rurales Mutualistes du Delta (FCRMD).
- theNetwork of Credit and Saving banks of Mali (Nyesigiso), through the PACCEM (Project
to support the commercialization of cerealsin Mali)

the Network of the Self-managed Saving and Credit institutions: CVECA-Niono.



The BNDA, the FCRMD and the CVECA-Niono network act in concert regularly through a
centralized credit reporting System established since 1996. During the marketing year 199912000, the
three have invested more than CFAF 1.76 billion in rice production {Cissé 2000).
According to CVECA-Niono, the loansin zone were provided asfollows:
= BNDA: CFAF 137 million (or 8%, dl in direct financing to farmer organizations),
FCRMD: CFAF 978 million (or 56%, through group and individual loans),

» CVECA-Niono: CFAF 647 million (36%, through group and individual |oans)

353, Other subsectors
Coarse grains- In Mdi, the coarse grains subsector involves many small producersand traders. There
is no formal lending system in the coarse grainssubsector. In CMDT zones, where coarsegrains are
grown with cotton, farmers can benefit from the integrated credit system in placeto support cotton
production. The producersoutside of the CMDT zones, for the purchase of their inputs, rely on self-
financing, with funds obtained trom friends and family, retained earnings from cash crop or other
businesses, and participation in informal groups

Table 11. Mali: Coarse Grain Production 199211993-199711998
(Gross production, in thousands of metric tons)

1992/1993 | 1993/1991 | 1994/1995 | 1995/1996 | 1996/1997 | 1997/1998*
Millet 582 708 898 707 739 649
Sorghum 602 777 746 710 541 559
Maize 193 283 322 264 294 A1
* Estimates

Source; FAC/CILSS




The Horticulture subsector comprises afew large operators who have largely self-financed their
entry into the European market, medium to small producers who are only ableto sporadically export
to Europe, and smaller producers, especially women's groups, who produce exclusively for the
domestic market. Also, the devauation of the CFA francin 1994 led to aboom in the regional trade
for horticulture products (e.g potato producers in Sikasso began exporting large volumesto Coted’
Ivoire). Forma financial sources play only a minor role in financing the horticulture sector; in
particular, smal producers rey on self-finance or informa sources of finance. The financial
arrangements used in the subsector are dominated by self-finance, with funds obtained from friends
and family, retained earningsfrom other businesses, and participation ininformal groups. The formal

financeis confined almost exclusively to well-established large exporters.



CHAPTER IV
TRENDSIN CREDIT ALLOCATION IN THE MALIAN ECONOMY
4.1 Introduction
In chapter 111, we presented the structure of the financia markets in Mali. Following the SCP
framework, in this chapter we discuss how the structure of the financial markets hasinfluenced

the conduct of the banking system.

4.2. Total Loans
4.2.1. Loansto the Economy
Thetotal loansto the economy (companies and households) is defined by the Central Bank asdl the
loansgranted by the banks; theloansgranted by the financial institutions and refinanced by the banks

and the Central Bank; guaranteed loans; and doubtful and litigious loans since October 1985.

In observing the data, we notice that the banking sector's lending to the economy expanded
substantially in rea terms in recent years Real loansare calculated as nomina |oans deflated by the
GDP deflator, with the 1995 CFAF as base year. The GDP deflators used were obtained from the
World Bank's 1999-World Development Indicators database. The real credit to the economy went
from CFAF 160 billionin 1986 to CFAF 248 hillion in 1999, a56% increase. The mgjority ofloans to
the economy are short-term. In 1999, 71% of theloanswere short-termcredits (STC). The medium-
term credits (MTC) and long-term credits (LTC) were 16% and 3 %, respectively. During the same
period, 9% of the outstanding loans were doubtful. Table 12 'shows the loan distribution to the

economy in rea terms. From the table we can see that from 1989 to 1993, the percentages of long-



Table 12. Loansto theMalian Economy by Malian Financial I nstitutions, 1986-1999
(in CFAF million)—Red

Figures(1995 CFAF)'

Loans
Short-Term |Medium-Term|Long-Term | Bad Total
1986 116,178 12,438 9,462 21,673 159,751
(72%) (8%) (6%)  (14%)| (100%)
1987 103,580 14,395 9,90 27,542 155,419
(67%) (9%) (6%)  (18%) (100%)
1988 53,795 12,191 30,516 17,839 114,339
(47%) (11%) (27%)  (15%) (100%)
1989 52,366 21,550 45,798 18,662 138,375
(38%) (16%) (33%)  (13%)  (100%
1990 51,129 20,648 44,382 18,405 134,562
(38%) (15%) (33%)  (14%)  (100%)
1991 49,796 10,094 42,198 33,111 135,201
(37%) (7%) (B1%)  (25%)  (100%)
1992 52,961 11,169 41,081 36,038 141,248
(37%) (8%) (29%)  (26%)  (100%)
1993 47318% 12,819 40,321 40,055 140,512
(34%) (9%) (29%)  (28%)  (100%)
1994 52,818 12,189 3,085 27,626 95,727
(55%) (13%) (B%)  (29%) (100%)
1993 79,093 22,305 4,962 23911 130,276
(61%) (17%) (4%)  (18%) (100%
1996 87,370 48,619 7,848 17,157 160,995
(54%) (30%) (5%)  (11%) (100%)
1997 101,454 51,584 5,752 22,224 181,014
(56%) (29%) (3%) (12%)  (100%)
1998 147,849 46,586 6,237 20,637 221,309
(67%) (21%) (3%) (9%)  (100%)
1999 177,489 40,654 7,021 23,279 248,482
(71%) (16%) (3%)  (10%)  (100%)
Source: BCEAO.

* Figures in parentheses are percents of total 1oans extended for a given year.



422 Credit to Agriculture
Thebanksarelending moreto agriculture compared to adecadeago (Table 13). From 1990 to 1995,
the total credit to agricultureaveraged around CFAF 18 billion. In 1996, the credit to agriculture
amost tripled because of the high by promising cotton sector, with high world market prices. Mdi
becamethe second largest cotton producer in Africa. Thus, in 1997 thetotal |oansto agriculture were
at their highest level. Also, contributing to theincreaseof |oan amountsto agriculturewas the higher
price of imported inputs, which sharply increased after the 1994 devauation. We note that an
estimated total credit of CFAF 101 billion (US$ 182 million*) was supplied to the agricultural sector
during that period. The increase went largey to the cotton parastatal to expand its processing
capacities. However, in 1998 the higher world pricesdid not occur, and the world market price of
cotton began falling. It fluctuated between U.S. $1.30 and $1.75 per kilogram in the recent past.
Thus, in 1999 theamount of credit extended to agriculture decreased by 10% compared to the 1998
figures, in part because of the Adan financid criss, which dampened demand for cotton. The
higtorically low world pricesof cotton hurt the earnings of the cotton parastatal, which wasnot able
to pay back the smalholdersin time. Thisled to smdl farmersbeing in debt, and thus provided banks

with an additional reason to stay away from the agricultural sector.

In 1999, the estimated credit to the agricultural sector was CFAF 49 billion (US$ 82 million) or
twenty percent (20%) of the total credit to the economy. The loanswere distributed as 76% short-
term loans, with medium-term|oansaccounting for 22% and long-termloans 2%. Thetotality of the
medium and long-term credits were granted to the cotton parastatal (CMDT) and the mgor food

processing companies (Huilerie Cotonniere du Mali (HUICOMA), Grande Confisserie du Mali



(GCM), Grands Moulins du Mali (GMM),etc.). Theloansto agriculture arelow relativeto its45%
contributionto the GDP. However, the current shareof loansgoing to agriculture isan improvement
compared to ten years ago, when the total amount |oaned to agriculture was only 10% of the total

credit to the economy

Table 13. Allocation of Agricultural Loans Reported in the Central of Risk
(In CFAF million}—Real figures (1995 CFAF)

Loan
STC MTC LTC Total | STC | MTC | LTC | Total
1990 | 14,650 | 374 729 15,754 | 93% 2% 5% 100%
1991 | 14,067 517 698 15,282 | 92% 3% 5% 100%
1992 | 18,479 | 1,118 675 20,272 | 91% 6% 3% 100%
1993 | 14,541 | 1,007 625 16,172 | 90% 6% 4% 100%
1994 | 8,508 | 2,208 487 11,204 | 76% | 20% 4% 100%
1995 | 8,338 | 2,240 486 11,064 | 75% | 20% 4% 100%
1996 | 15,422 | 14,250 961 30,633 | 50% | 47% 3% 100%
1997 | 41,270 | 59,025 476 100,771 | 41% 59% 0% 100%
1998 | 42,900 | 11,043 765 54,708 | 78% | 20% 2% 100%

1999 | 37,369 | 10,961 736 49,066 | 76% 22% 2% 100%
* Minimum amount for a credit to be reported is 5 millions CFAF.

Source: BCEAO

The growth rate in commercia bank loans to agricultureis higher than theincreasein loansto
other sectors. Banks are lending to agriculture at increasing rate. However, in absolute vaue, the
total credit extended to agricultureis still very low compared to the amount of loans granted to

the other economic sectors and it is concentrated overwhelmingin the cotton sector

* 1994 ExchangeRate: CFAF 555=1U8% | (World Bank)
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43. Credit Allocation by Major Agricultural Sector
(1) Cotton
The Mali banking system and financing services manly focus on large commercial and industrial
enterprises, where the elements of risk are easly computed. In general, banks have been lending
wherethe returnsare highest for the perceived level of risk. Maian commercia bankseasily lend to
CMDT, becausethisfirmis regarded as creditworthy. Banks do not mind the integrated financing
scheme, as it reduces their transaction cost and risk linked to loan recovery. In 1999, the cotton
sector received CFAF 28.2 hillionin marketing credits (short-term loans) from a consortium of five
commercia banks (BNDA, BIM, BMCD, BCS, and Ecobank), with 70% of that amount (or CFAF

19.8 hillion) provided by the Agricultural Development Bank.

The cotton producers in Mali-south also concluded, in 1987, an agreement in principle with the
cotton company to promotea network of credit and savingsbanks caled "' Kafo Jginew" (Granary
Union). Kafo Jiginew hasa unique advantagein that their lending operationsare linked to CMDT.
ThisalowsKafo Jiginew to lend to cotton producersand guaranteetheir repayment throughCMDT,
which ensuresthat Kafo Jiginew isrepaid before cotton producersare paid for their harvest In 2000,
67% of Kafo Jiginew's resources, or CFAF 2.6 hillion, were lent to the cotton sector. Thiswas a
decrease compared to the previousyear, when 74% of Kafo Jiginew's resources(or CFAF 3.4biion)
went to the cotton sector. This reduction in amount of credit was the result of a prudent lending
policy given that many farmersrefused to plant cotton in 2000, asresult of adecreasing world cotton

price and increasing input costs.



(2) Rice
In Mali, new credit schemeswere set up in 1987 and 1988 to assist both traders and farmersin the
procurement and inter-seasona storage of grain. Funds from the donor-financed PRMC were
channeled through the branches of the local banks so they could extend marketing credit to village
associations{AVs). However, this system collapsed in part because of the lack of experience of the
AVs in marketing and the lack of a reliable judicia system for contract enforcement. With the
liberalization, farmersquickly realized that selling to privatetraderswas more profitablethan dealing
with thegovernment. Therefore, several AVs sold their production on credit to traderswho failed to

pay them back, leaving them with no funds to repay their marketing loans.

Another alternativefor farmerswas to hold their production late into the season, hoping to benefit
from the future priceincrease, but in doing so, they failed to repay their credit on time. The farmers
complained that the |oan repayment time was too short (one month after harvest) and that the banks
were conspiring with tradersto force AVs to sell their production very fast, thus depressing prices.
Membersof AVs that defaulted on their loans no longer had access to group credit and wereforced
to seek individua loansto purchasetheir inputs. This has caused serious problemsof accesstoinputs,
particularly for smaller farmers; thus, a major challengein the Officedu Niger isto devel op effective
input delivery and credit systemsto replace the automatic credit recovery that was a feature of the
state monopoly marketing system (Kdlly et al. 1999). Practitioners believed that these problemswere
just transitional. However, they ended up being more persistent than imagined. According to the
coordinator of CVECA-Niono, the number of AV membersdefaultingtheir loansisincreasinginthe

ON zone at an alarming rate.



Banksalso offer inventory credit to traders viaa program supported by the PRMC (tiercedetention).
Inventory credit involves a borrower negotiating a line of credit, to be made available against the
presentation of warehouse receipts. At harvest time, he or she depositsgrain (purchased with the
traders own funds) at the warehouse as security for abank loan. This can then be used to purchase
further produce, which can itself be pledged as securityfor afurther loan. Inthisway theborrower's
stocks can be increased well beyond his or her initidl means When market pricesrise, he or she
repays the bank, either in full or in part, pays the warehousing charges and withdraws the relevant
quantity of grain for sale on the market. If the borrower does not repay theloan by the due date, the

bank seizesthe grain and sells it to athird party.

Therewere many difficultiesin administering these schemes. Processing of loanswasextremely dow,
and traders had to wait amonth or moreto obtain loans. The warehouse operators, who participated
inthe scheme, did not alwayssatisfactorily perform dueto poor management and low quality storage
facilities. This diminished the commitment of the banks, whose performance was itself negligent,
failling to manage the lending risk and failing to pursue unpaid debts. Banks might have performed
better had their own funds been invested, but until 1991192 the schemes were funded entirely with
donor money through the PRMC |oan guarantees. | n thefact, banks smply administered the schemes

on behaf of Government without ever having any rea sense of ownership.

(3) Other Subsectors
The notion of horticulture as a potential cash crop in Mali isfairly new. At first, local banks were
interested in the sector, but were very cautious in committing their funds..However, a couple of

successstories and government pressurewere enough to convincebankstofinancelargetradersand
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producersin thesector. Banks are slow in lending to horticultureproducersfor the same reason they
do not individually lend to smallholdersand small tradersin other subsectors. Most of the producers
in the horticulture subsector lack required collateral and their incomesvary alot dueto the nature of
the products (perishable) and their dependency on seasons. We have two types of producersin the
horti culture subsector. First, we have the large producers, mostly civil servants owning farmsin the
areas surrounding of thecapital city, Bamako. Second, we havethe small producers, who are mostly
women with very small land plotstypically less than 500 square meters. The landsdo not belong to

them; they spontaneously occupy lands and plant.

In an attempt to solve the problem of accessto financial resources in horticulture,

APROFA° (Agency for thePromotion of Agricultural Subsectors) has approached the bankersinan
attempt to convince them to invest in the sector. In spite of the support of the (US$ 4.6 million)
agency, the banks were hesitant to finance the sector because of the absence of sufficient guarantee
and the low level of professionalism of the promoters. However, the effort was not entirely
ineffective, asfrom Table 14 we can see that the banks financed more than CFAF 2.7 billion in the

sector marketing the fruit and vegetables between 1996 and 1998.

From tablel4, we can see that the amount of loan decreased in 1998 compared with 19%. The
decrease was due to banks prudent lending policies to horticulture, as result of difficulties

encountered during the recovery of thefirst loans.

10 Agence pour la Promation des Filiéres Agricoles (APROFA) was created by the Permanent Assembly to the
Chamber of Agricultureof Mali (APCAM) to support thedevelopment of the different agricultural subsectors.



Table 14 Bank Financing of Trade in n Few Commoditiesin the Horticulture Subsector
(in thousands of CFAF)

Product Amount Total
1996 1997 1998
Mangoes 62,500 190,000 273,00 525,50(_)‘
otatoes 809, 146 605, 791 750,00 2,164,93
Sweetened pea 350, 00 N/A N/A] 350, 000
Green beans N/ 30, 000 20, 00Q 50, 000
Total 1,221,646 825,791 1,043,000 2,740,437

Source: APROFA
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CHAPTER YV
IMPACT OF FINANCIAL MARKET POLICIESON LENDING TO AGRICULTURE
51 Introduction
In Mali, theshareof credit going to agricultureisincreasing. However, the mgjority of the growth is
goingtotheintegrated cotton subsector and thelargefood processingcompanies. In 1999, morethan
80% of the loan funds to agriculture went into the cotton subsector (BNDA, 1999). Many smal
tradersand smallholdersin other agricultural subsectors, such asgrainsand horticulture, have little or
no accessto credit. Inadequate Central Bank policy, aweak regulatory framework, and inappropriate
collateral laws partly explained the limited access of these groupsto credit. Thischapter providesan
overview of the policy issues affecting lending to small traders and smallholdersin the agricultural
sector. As mentioned before, the policy environment surrounding Malian banks appearstoencourage
conservatism and discourage the development of new lending instruments. For years, the
monopolisticright to thegovernment budget, the liquidity controlsimposed by the central bank, and
thehighleve of interest that bankscould obtain on treasury bonds, diminished their interest in finding
new clientele. However, with the financial sector reform, these opportunities no longer exist. It is
inevitable for the banks to adapt to the new financial environment and to the changing economic

redlities of the country. Those who will not do so will lag behind and/or will be forced to exit the

banking system.

The chapter isorganized asfollows. Section 2 describesthefinancial sector policies, whilesection 3
presentsthelegd and regulatory framework. Section 4 examinesthe collateral lawsin place. Section

5 concludes.



5.2. Financial Sector Policies
Mali, like many African countries, did not escape from the wind of thefinancia sector reform that
stormed through the devel oping countriesin late 1980's and early 1990's. In 1989, amajor financial
sector reform program was implemented in the West AfricaEconomic Monetary Union. Theaim of
the reforms was to improve the soundness of the financial sector and to align its policies to the

changing product markets.

This section describesthefinancia sector policiesand reformsimplementedin Mali sinceit rejoined
theUnionin June 1984, and analyzestheir impact on lendingto small tradersand smallholdersin the
agricultural sector. Thissection isorganized asfollows. First, an overview of the pre-reform financid
sector policiesis presented. Second, the financial reform is described. Third, the impact of the

different financial policieson the agricultural sector is assessed.

5.2.1 Post-Independence Financial Sector Policies
Mali, like many Sub-Saharan countries, has inherited a post-independence financial sector, with
lending policiesmodeled on those employed in France. Often, thetypesof collateral they requiredare
inappropriate and inadequate in the Malian context. After independence, the government believed
that it could support Mali's devel opment objectivesthrough aselectivecredit alocation. Asaresult,
the government became directly involved in the operations of the financial sector and even created
commercia banksand a development bank (Mehran et al., 1998). Thefinancia sector's pre-reform
policiesinvolved control over interest rates, attempts to control the sectoral allocation of lending,

prudential regulation and supervision, and the establishment of financial ingtitutions.
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5211 Credit Controls
Prior to 1989, theBCEAO controlled thetotal liquidityinthe economy by fixing the amount of credit
that the central bank could grant to the national treasury, banks and financial institutions in each
country member. This credit ceiling was to secure an acceptable cover of monetary emission. The
central bank also controlled the total amount of credit that an individua bank could lend to the
economy during agivenyear. The non-respect by abank of the credit ceiling quantity wassanctioned.
Thecontrolled credit policy wasto regulatethe liquidity inorder to control inflation induced by high

level of monetary transactions.

The central bank also had a sectoral credit policy. The policy mandated that a minimum of 80% of
the credit granted to the economy must go to priority sectors such as agriculture, industry, mining,
construction, and transport and the remaining 20% (maximum) to non-priority sectors such asthe
general commerce. A bank that did not respect these policieswas subject to penalties. However, the
sectoral directives appear not to have been strictly enforced. Despite the controlled credit to priority
sectors, such as agriculture and manufacturing, they remained under-funded with respect to the
targets and constituted the largest percentage of the non-performing loans. Table 15 illustrates the
distribution of credits between the priority sectors and the non-priority sector in Mali from 1986 to
1988. From this we can see that the sectoral policy was not successful in Mali. In fact, the same

conclusion was reached by the central bank in each state member of WAEMU,



Table 15: Credit Allocation in Mali 1986-1988

Targeted Realized
Priority Sectors 80% 42%
Non-Priority Sectors 20% 58%
‘ Total 100% 100%

Source BCEAO

Another control mechanismwas that bankswere requiredto obtain theapproval of the Central Bank
tolend any amount greater or equal to CFAF 30 million ($86,000, using an average exchangerate of

CFAF 350 = US§1).

5212 Interest Rate Policy
Prior to the reform, the central bank (BCEAQO) determined the structure of bank interest rates,
including the minimuminterest ratesfor deposits and maximum lending rates. Thetight control over
the interest rate was to control inflation and capital flowsin order to maintain the parity with the
French franc. Riskier sectors such as agriculture were accorded a preferential discount rate. This
resulted in red interest ratesto these sectors being held below market equilibriumlevels, which did
not favor efficient allocation of resources. Thisinterest rate policy madethe central bank a source of
cheap resources, which did not encourage commercial banks to make efforts to mobilize savings.
Commercia banks were continuously borrowing from the Centra Bank to finance the crop
production and marketing and smal and medium enterprises. Banks were even tempted to borrow
locally and to reinvest the money in other state members markets, where they were ableto attract

higher remuneration. Also, the Central Bank accepted the excessliquidity of commercial banksand



lent to other banks in the WAEMU. This provided commercia banksin Mali with little incentiveto
compete with each other to provide attractive products and servicesto clients, and explainswhy the

array of banking services is very limited.

5.2.1.3 Prudential Regulation and Supervision
Findingthe set of right prudential regulationssuitableto the economic reality of the Union hasalways
been a dilemmafor the Central Bank. The regulators wanted to put in place regulationsthat will not
compromisetheflexibility of the financial systemand at the sametimeinsure the depositors. Prior to
the reform, the need for supervision by domestic regulators was limited because bankswere largely
owned by the states in partnership with established and reputable foreign banks, and were
conservatively managed and subject to strict prudential controlsfrom their parent banks. However,
thefragility that emerged in thefinancia systemsofthe Union in the 1980s exposedthe inadequacy of
its prudential systemsin the face of changesto the structure of their financia systems, notably in the
ownership of banks. Supervisory departments were often grossly understaffed, and focused not on
prudential issues but on enforcing economic regulations, such as compliance with foreign exchange

controls.

5214 Establishment of Commercial Banks
The centra bank fixed the minimum required capital for the establishment of commercial banksand
financia institutions. Inthe Union, thelicenseto operate a commercial bank was recommended by the
Central Bank and the approval was at the discretion of the host country's Ministry of Finance and

Economy. The central bank also had the supervisory power to revoke licenses and to restrict bank
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activities. The government of Mali had a protectionist policy for itsfinancial sector. Prior to 1998, it
was almost impossiblefor aforeign bank to operate in Mai without the state and private Malian
participationinitscapital. Thisled to alesscompetitive banking system, with few bankscontrolling
the sector, dividingthe market sharesamong themselvesand charging high enough interest and fees

to capture excessive profits.

52.2 Financial Reforms
After much consultation and empirical studies pointingout the inefficiency and ineffectivenessof the
monetary policy in the Union, in 1989, the Central Bank decided to alter its policy by reducing the
administrativeburdens, and to offer a moreflexibleenvironment, whichwould increasecompetitionin
the banking system. Thereforminvolved financial liberaizationand institutional reforms. It wasthe
first reform since the 1975 reform that gave central banks more administrative autonomy in
conducting monetary policy. Thereform was to replacedirect instrumentswith indirect instruments
of implementing monetary policy to the degree alowed by the link with the French franc. The
financid reform was necessary because of inadequate macroeconomic policies such as controlled
interest rates, sectoral credit directives and tight prudential regulation and supervision. Poor
macroeconomic policies and mismanagement of banks, many of them government owned, led to

economic decline of the financial sector in Mali.

5.2.2.1. Credit controls
52211 Quantitative Control of Liquidity
Taking into account the effects of credit distribution on external balance of-payments and internal

prices (inflation), a rigorous control over the quantity of credit and its components is necessary.

64



However, after the reforms, control wasconducted with indirect financial instrumentssuchasreserve

requirements, securitization (debt), interest rate, and open market operationsinstead of administrative

instruments such as the controlled credit.
A reserve requirement ratio was introduced in 1993. It has replaced the credit ceiling for
individual financial institutions. The credit ceiling fixed the quantity of credits that each bank
could grant during afiscal year. The reserve requirement isaflexible monetary instrument and an
indirect instrument for money creation. Reserve requirements are computed as percentages of
sight deposits and short-term loans that banks must hold as a non-remunerative deposit at the
central bank. The reserve requirement is 1.5% for the commercial banksand 5% for non-bank

financial ingtitutions.

Overall credit ceiling per member state- this policy remainspractically the sameas enacted in
1975. The only minor changeistheinclusionunder the credit ceilings of other t ype of creditssuch
as agricultural production and marketing credit, which did not have any quantity ceiling.
Therefore, since October 1989, the refinancingofagricultural production and marketing credit is

subjected to the same conditions as any other central bank credit to commercial banks

= Securitization of Consolidated Debt of Governmentsto the BCEA O- The consolidated debts
constitutedebit balancesand frozen creditsof financia institutionsin difficulty. Theseweredebts
owed to the financia institutions by national governments within the Union. The central bank
consolidated, restructured and took ownership of this debt, which the national governments
agreed to pay off over a 15-year period, at 3% interest, following a 3-year grace period. This

policy aimed to clean up banks' portfolios, and to institute abasisfor future financial marketsin
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the Union. The bonds representing this debt are monetary instruments that may be used by the

central bank in its open market policy.

»  Open market operationswere establishedin 1996 in order to expend the money market. Open
market operations are the central bank's most flexible means of carrying out monetary policy.
Through open market operations, the central bank buysand sellsBCEA O bonds and government
securitiesin the secondary market in order to adjust thelevel of reservesin the banking system.
Open market operations enable the central bank to influence short-terminterest ratesand reach

other monetary policy targets.

52211 Qualitative Control or Sectoral Credit
The reform of the monetary and credit policy implemented by the central bank beginning in 1989
eliminated the sectoral orientation of the credit in favor of a moreflexible market-oriented system.
Thus, the Board of Directors of the BCEAO and the Council of Ministers of the WAMU in 1990
approved the mechanismof loan classification,stressing itsimportancewithin theframework of credit
management. The classification is based on a credit-worthiness rating system that classifies the
borrowersinto 3 groups according to the quality of their reputation and limitsthe minimum amount
that can be classified to CFAF 5 million. Loan classification replaced the credit pre-approval
requirement. The system of |oan classification isa moreflexible mechanism because it is based only
on financid criteria. Thissystem aimsin particular to improve the quality of banks' loan portfolios
and to determinethoseloanswhich are digiblefor refinancingfromthecentral bank (in posteriori); to
encourage credit institutions to maintain healthy loans; and to give the persons in charge for the

financial banksand establishmentsthe autonomy to conduct a sound credit distribution credit. It is
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noteworthy that the system has been softened for certain categories of customers, such as viilage
associations that do not maintain any accounting system. Assessment of loans to AVs is made
according to forecasts of the incomes generated by each subsector during the coming year in which
the AV isinvolved.
5.2.2.1.2. Interest Rate Policy

Prior to the reform, the central bank imposed a maximum interest rate on loansand a minimum rate
on deposits. This administrated interest rate policy, instituted since 1975 had introduced a certain
distortion into the optimal alocation of the resources. Commercial banks were discouraged from
mobilizinglong-term deposits, asthey were required to pay higher rates, and therefore resourcesfor
longer-termloans were also diminished. Finaly, in 1993 wewitnessed aliberalizationoflendingrates,
provided they remain below the usury rate--defined astwo timesthediscount rate. Thedeposit rates
were also liberalized except the interest rate on smal saving and fixed term deposits of less than
CFAF5 millionand ofduration lessthan 1year. That rateiscurrently fixed at 3.5%. Allowances and
other subsidies of the interest rate were abolished. The preferential discount rate to priority sectors
was eliminated.

5.2.2.2. Prudential Regulations and Supervision
The BCEAO countries are in the initial stage of building their supervisory structures. Issues of
prudentia regulation and supervision in the financia sector have taken center stage (Vos, 1993;
Nissanke, 1991). The latter issues basically comprise the following aspects: off-site inspection and
supervision, licensing and capital adequacy (both initial capital and sustainable net worth), asset
classification and provisioning, liquidity and portfolio concentration, enforcement power of
supervisors, and auditing (World Bank, 1989: 91-94). While prudential regulationisthepromulgation

of laws in running banks, supervision is about assessing continued compliance with these laws
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(Bascom, 1994). Along theselines, Stiglitz (1993) arguesfor afirm government roleintwoareas: in
the creation and regulation of new and existing financial markets (e.g., by setting accounting
standards, creating and thickening markets for signaling) and in keeping and promoting stated social
objectives (e.g., consumer protection, ensuring bank solvency, improving macroeconomic stability,
ensuring competition, stimulating growth, improving theallocation of resources, etc.)(Seife Dendir,

1999).

In the banking field, the monetary authorities pursuetwo principal goals: the promotion of ahealthy
and effectivefinancial intermediation and the security of the savings. In order to achievethese goals,
the authorities who control the banking environment give a particular attention to the conditions
under which the banking profession may be exercised, by imposing strict rules on the credit
institutions.  Thus, since October 1, 1991, new prudential regulations applicable to the banks and
financia establishments have been established. The main objective hasbeen to ensurethe solvency
and liquidity of financial institutions, the balance of their capital structure and better coverage and
division of therisks. The new rules relate to conditions of exercise of the profession, accounting

regulations, regulation of theoperationscarried out by credit institutions, and management standards.

The accounting regulations relate to the obligation of publish of the annual statements, an external
audit of the accounts, the definition of bad loans and the rules regarding the minimal reserve needed
to cover substandard and bad loans. The rules require banksto hold assets equivalent to 20% of the
outstanding balances on " substandard™ |oans, 50% of " doubtful” loans and 100% of "'total loss"

[oans.



The key management ratios are asfollows

Startup Capital has been fixed to CFAF 1 billion (US$ 1.5 million*) for commercia banks and
CFAF 300 million(US$ 462,000*) for financia institutions. The minimum capital isappraised by the
level of the own capital stocks that must permanently be superior to or at least equal to thespecified
amount.

Capital ratio- isbased on theBase] standard. Thisisan international standard, which recommends
minimum capital adequacy ratios, and has been developed to ensure banks can absorb areasonable
level of lossesbefore becominginsolvent. Applying minimum capital adequacy ratiosservesto protect
depositors and promotethe stability and efficiency of the financia system. The ratio isameasure of
the amount of a bank's capital expressed as a percentage of its risk-weighted credit exposures. It is
currently fixed at 4%. It isplannedto gradually increaseit to 8%, which iscurrently theinternational

standard.

Coefficient of liquidity isdefined astheratio of the availabilities and the credit receivablesin less
than 3 months with credit payablein less than three months. The minimum liquid asset requirement

ratio is60%.

Coefficient of coverageof medium and longloans by morestable resources-- Thisratioaimsto
limit thetransformation of the resources in sight or short-term into medium and long-term resources,
It is measured by the ratio between the total resources of more than two years and loans of same

duration. The minimum acceptable rate is 75%. Thus, a 25% transformation is allowed.

* Exchange rateused: CFAF 650 = US$1



Division of the risks-- Thisprovisionimposeson financial institutionsa limitation of the amount of
therelativerisksto asingleborrower. A bank isrequired not to risk morethan 25% of itscapital ona
singleborrower. The limit for connected borrowers (people working intheir direction, administration,

management, control or operation) is 20%.

Portfolio structure ratio requirement was part of the credit worthiness rating system that was
implemented to govern the overall central bank refinancing policy. Thisrequirement alowsthecentral
bank to put forth a posteriori control on the quality of the signatures held in the portfolio ofthe banks
and financia establishmentsand to determinewhich loanscan besubject to refinancing. At least 60%
of the portfolio must be classified by the central bank asappropriatefor refinancing.
5.2.2.3. Establishment of Commercial Banks

The Central Bank till fixesthe minimum startup capital required for the establishment of afinancia
institution. The minimum capital requirementsare unchanged. Under the pressure of the World Bank
and foreign donors, the Maian bankingis opening to foreign investors. Today, we are noticing the

emergence of foreign banksin the Malian financial sector.

523. Impact of Monetary Policies on Agriculture
Interest rate liberalization, together with the removal of sectoral credit directivesand the adoption of
commercial lending policies by public sector banks, is intended to enhance the efficiency of credit
allocation by alowing the price mechanism and the commercial judgment of bankersto determine
credit allocation (Fry, 1988). A crucial premiseunderlying liberalization isthat inefficienciesin credit

alocation arising from market imperfections such as imperfect information are lessimportant than
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government failuresarising from directed credit policies. |t isalso assumed that there exists demand
for loansfrom creditworthy borrowers with profitableinvestment opportunitiesthat would bedenied
credit under a repressed financia system because administrative controls or the non-commercial
lending policiesof public sector bankschannel the availablecredit to lessefficient borrowers, suchas
loss-making state-owned enterprises. Hence, liberalizationisexpected toallow a reallocationof credit
towards the users most capable of generating higher rates of returnto capital. Liberalization could
also reducethe pressure on banksto accommodate lesscreditworthy borrowersand thereforelead to
animprovementin thequality of the banks' |oan portfolios(Gelb and Honahan, 1991: passm). Many

loopholesexist in the new reforms, however, that have negative impacts on agricultural financing.

The portfolio structure ratio tendsto excludesmallhol dersnot belongingto groupsand small traders
from theformal lending sector. Thisrequirement stipul atesthat at least 60% of abank's total credits
must be classified by the Central Bank and the minimum loan amount that can beclassified to CFAF5

million.

Furthermore, in the liberdized financia sector, the Central Bank remainsthe preferred source of
refinancing for commercial banks. Thus, banks are tempted to shoot for a 100% classified loan
portfolio. Therefore, thisgives even abigger incentiveto fully ration small rural credits. Thereisno

ceiling to the maximum percentage of thetotal loans that can be classified.

Thefact that theinterest rateis not fully liberalized hurt the MFIs. I n an economic environment where
financid instability is a maor concern, with inflation a fundamental threat to viability and

sustainability, lending rates have to exceed the rate of inflation or the capital base of the credit



institution will shrink inreal terms (leading to steady decapitalization). The caps on deposit interest
ratesdiscourage savings mobilization, whichiscrucial for thelong-term sustainability of MFIs. Thus,
control over inflation is paramount. High nomina interest rates required in high inflation
environmentsfor credit institutionsto remainviablearedetrimental to MFIs devel opment. When high
inflation co-exists with a rigid interest rate policy, the effects can be even more detrimental. The
inflation rate washigh, asit reached 24.8%in 1994. However, the 1994 inflation rate wasabnormally
high, resulting from the immediate impact of the devaluation. Generally, because of the tight
monetary policy, the CFAF zoneisalow inflation environment. Theinflation rate was 12.4% in 1995

and then was further reduced to 6.5% during 1996.

Market failure, arising from informational imperfections, is pervasive in financial markets, and is
especidly severe in rural areas (Stiglitz, 1994). Market failures may prevent liberalization from
improving the efficiency of credit alocation. In particular, potentially profitable borrowers may be
denied credit because of high informational and transactions costs. In Africa, the severeinformational
problemsafflictingfinancial markets suggest that even the long-term benefits of liberdized financial
systems may be smdl, while in the short term, financial liberalization might actually worsen the
efficiency of intermediation because, lacking information about firms expected profitability, banks

lend on the basis of collateral values (Collier, 1994).

The prudential ratiosfrom the Central Bank (BCEAOQ) arestill very demanding on banksand further

constrain them in lending to smallholdersand small traders.

No deposit insurance is available. However, the Central bank is considering its implementation.
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53 Legal and Regulatory Framework
The fundamental purpose of financia regulation is to promote effective and efficient capital
accumulation and resource allocation while maintaining the safety and soundness of financial
institutions that take deposits from the public. Regulators achieve these objectives by imposing
various restrictions on the risk exposure, accounting and reporting practices, and operations of
financia institutions. Thisensuresthat few bankruptciesoccur and that the systemiceconomiceffects
of any bankruptcy are limited. The legal frameworks that will be analyzed here are the commercial

court and the supervisory commission.

The basic functions of the lega and regulatory framework in supporting the financia system are:

« to establish clearly the rights, responsibilitiesand liabilitiesof the parties to financial transactions,
« to establish codes to support market forces in maintaining appropriate incentives and adequate
information,;

« to provide meansto enforce lega obligationsand clamsefficiently.

In the absence of sound formal contract enforcement mechanisms, both formal and informal lending
institutionsface the problem of managing risk withloan administration practices that suggest greater
emphasis on loan screening than on the monitoring of the use of such loansand the enforcement of
contracts. The legal system is even morelimited in rura areas compared to in the cities. Often, the
formal lender hasfew options to induce repayment from delinquent borrowers. Nonresident bank

agents have very littleleverage or incentivesto go in avillageand or capacity to seizecollateral.



Thereisno adequate legal system protecting bank performance. A characteristic of Maianfinancia
marketsistheweakness of modem contract enforcement mechanisms. Thejudiciary apparatus does
not contribute to the enforcement of contracts or to the recovery of bad debts. The weakness of the
Malianjudicia systemisasetback toinvestment. Thecorruption within thelegal systemundermines
the public trust in the system. At times, banks that sue delinquent borrowers are themselves

condemned by the courtsfor lack of thorough credit analysis. Thecourt isright in some cases.

Thegovernment tried to remedy to thissituation by establishinga specia commercial court sysemto
handle dl businessdisputes. In November 14, 1998, the new charter of the Maian Chamber of
Commerce and Industry was put in place and new adjudicators were appointed to the commercia
courts. Steps were supposed to be taken by mid-September 1999 to ensure that commercial court
adjudicators were representative of all economic sectors, includingthe banking and insurancesectors.
However, still in July 2000, nothing was done. Civiliansand lawyers, who banks claimed are biased
against them, mainly constitute the newly created commercial courts. In personal interviews with
bankers, they told me that they do not trust the new system and they believethat the procedures are
complex and very time-consuming. Bankers al agreed that the new system is still not working
properly. The banks are fighting to increase their membership presence in the commercia courts.
Also, authorities are claiming that measures are being taken to computerizethe clerks' officesof the
commercial courts and to improve the training of judges and clerks' in recently adopted reforms
under OHADA (Treaty on the Harmonization of Business Law in Africa) and CIMA (Inter-African

Conference on Insurance Markets).



The legd framework, including inter-bank rules and procedures to ensure that payment transaction
processing is fully compatible from one participant to the other, and fully transparent for banks
clients, needs to be strengthened, in particular with regards to electronic payments. Inappropriate
regulation tends to raise the cost of financiad intermediation without offering a corresponding

reduction intherisk to financia institutions.

A banking commission has been created. It is supranational, with authority to apply sanctionson all of

the Union's member States.

The risks inherent in banking must be recognized, monitored and controlled. Supervisors play a
critical rolein ensuring that bank management doesthis. Animportant part of the supervisory process
is the authority of supervisors to develop and utilize prudentid regulations and requirements to
control these risks, including those covering capita adequacy, loan loss reserves, asset
concentrations, liquidity, risk management and internal controls. These may be qualitative and/or
quantitative requirements. Their purpose is to limit imprudent risk-taking by banks. These
requirements should not supplant management decisions but rather impose minimum prudential
standards to ensurethat banks conduct their activitiesin an appropriate manner. However, bankers
are moreinterested in meetingthe central bank's requirementsthan their own managerial needs. The
dynamic nature of banking requiresthat supervisors periodically assesstheir prudential requirements
and evauate the continued relevance of existing requirements as well as the need for new

requirements.



The health of Mali’s banking system hasimproved since 1995, and most of the banks showed profits
in 1999. However, their situation remains precarious, especialy with regard to certain banks

compliancewith the prudential ratiosset by the WAEMU Banking Commissionand thelevel of gross
non-performing loans. At the end of December 1999, non-performing |oansamounted to 25 percent
of the banks portfolio of credit to the economy. Loanloss provisionsamountedto 61 percent of the
amount of non-performing loans. In addition, the CMDT's financid difficulties in 1999 further
weakened the banks, and, for most of them, the claims on the CMDT exceeded CMDT’s actudl

equity capital. Conscious of the risksinherent in this situation, thegovernment is committed to taking
the necessary to financialy rehabilitatethe CM DT and to pursue the reform of thefinancia sector in
determined manner. Accordingly, the consultations with the World Bank on an action plan for the
financia sector wereconcluded. Thisaction planisaimed at improvingthe sector's legal and judicia
environment, fully divestingthegovernment's interestsin the commercial banks by end of 2004, and
determining the measures to be taken to resolve the problem of banks non-performing loans and

ensure compliancewith prudential ratios.

54.  Collateral Law
InMali, commercia bankshavevery tight collateral requirementsthat must cover boththecapital and
the accumulated interest payments. Very limited amounts of acceptable banking collateral are
available due to the limitations in quickly transforming them into liquidity. This high collatera
requirement is an attempt to overcome the problem of imperfect information and mora hazard in
lending. Collateral has four properties (Binswanger et al; 1989). At a given interest rate, (1) it
increasesthe expected return and reducesthe varianceof return for the lender; (2) it partly or fully

shifts the risk of loss of the principal from the lender to the borrower;(3) it provides additional
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incentives for the borrower to repay the loan; (4) it helps in screening the pool of applicants,
discriminating against rura borrowerswho may be creditworthy but who have little or no suitable

collateral.

Lack of suitable collatera is often mentioned as one of the man constraints to rura financing.
Commercid banks rdy on physcd collateral, such as land, houses and buildings that can be

appropriated in case of default.

There exists a well-established rdlationship between land tenure security, the readiness and
commitment of fannersto manage land and other natural resourcesproperly, and the privatesectors
willingness to invest in such a sector. Farmers with secure rightsto land will more likely make
necessary improvementsand take measuresto conservesoilsand maintainthefertility of theland, al
of whichwill positively influence productionand productivity. In addition, atenure syseminfluences
the volumeof agriculturd credit and the actua distribution of credit, especidly in Mdi, wherethe
existing credit systemsplace undueemphasison land asaform of collateral. However, thelad tenure
legidation effective in Mai does not facilitate ownership of lands by smallholdersand smal traders.
In Mdli, the state retains ownership over dl land not officially registered. In 1998, it was estimated

that only 9.1% of the cultivated land in Mdi is registered as leasehold or freehold (Camara, 1999).



Table16. Evolution of land ownership in Mali 1994 and 1998

Farms (%)

Type of Land Ownership 1994 1998
Custom Attribution 70.3 70.6
Attribution letter 6.0 12.3
Permanent Title 6.6 2.3
Temporary Title 9.2 3.6
L ease hold 7.8 9.1

Source Survey DNGR, 1994; Survey Z. Camnara, 1999,

The table shows that the customary attributions and leasehold are increasing while ownerships by

title (temporary and permanent) are decreasing.

This low registration number is due to the fact that in Mai methods for registering and titling are
complicated and expensive. The different administrativesteps requiredto obtain property rightsunder
theland-tenurelaw (Code Domainia et Foncier of 1986 and 1992) requirelargefinancial investment.
Also, customary tenure remains the most important system through which people manageand gain

accessto land. Thisreinforcesthe lack of necessity for registration given local recognition.
Thecurrent Malian land | egislation does not recognize customary ownership. However, the mgjority

of the agricultural sector'sland isoperated based on customary tenureand rel atively short-term, non-

tradable leases (Office du Niger zone), which due to their naturefail to serve as adequate collateral.

78



Consequently, these forms of tenure do not provide smallholders with the security necessary to

facilitateland transactions and the incentives to make medium and long-term investments.

Thisweakness in theland-tenure law was recognized, and alternative forms of collateral have been

developed such as:

group loans through solidarity groups (based on fear of social sanction of the community for
those who default);

* third party guarantee;

* threat of lost accessto future borrowing opportunities (pushing lenderst o only giveloansthat

are repetitive);

Third-party guarantees and solidarity groups are the substitute collaterals mainly accepted by

commercia banks.

An example of third party guarantee is seen in the cotton production zone. CMDT, the parastatal
marketing firm, guaranteesthe fanners' loansin return for the monopsony right of purchasing all thar

production. This system is working efficiently in Mali. The credit recovery rate is close to 100%.

The solidarity group is a type of a collateral in which each member must 9gn an agreement
guaranteeing the loan amount and repayment methods. Thislimitsthe accessto credit for individual

fanners. The group mainly approves loans only when the majority of the group wantsto borrow.



CHAPTER VI
IMPACT OF LOAN OFFICERS POLICIESON LENDING TO AGRICULTURE
6.1. Introduction
In Mali, one of the main reasonswhy the commercial banksare staying away from rural financingis
their lack of experiencein assessing riskslinked to that sector. Thischapter discusseswhy the banks

are reluctant in reaching and servicing the rural communities.

6.2. Commercial Banks Experiencein Rural Lending

Banking experience has shown that unsecured loans, loansto rural areas, and small business
loans are fundamentally risky. This perception is understandable given that Malian banks regularly
write off 10to 50 percent'' of their small businessloan portfolios, dl sectorscombined. Since banks
have few or no specia financia products for small clients, they are reluctant to lend to them. The
commercia banksmainly operatein urban areas. They havenot voluntarily established extensive rural
branch networksnor havethey devel oped specificfinancial servicesfor the poor rural clientele. They
have not yet devel oped expertisein evaluatingtherisk of agricultural loans. Specialized state-owned
institutions often use normal year projectionsas a basisfor loan size and repayment capacity, even
though agriculture is more vulnerable than other sectors to the vagaries of nature (Von Pischke,
1991). It isvery difficult for bankersto diversfy risksin rural areas, asall the producers are growing
the same crops and havesimilar borrowing patterns. In Mali, no crop insurance programexists. The
insuranceindustry in Mali is precarious and does not haveany relationshipwith the banks. Insurance
companiesacknowledgethat there are no sufficient data on yieldsto priceinsurancerationaly. This

lack of formal insurance markets further impedesrural people from accessing credit.

i1 Computed from different annual financial statements and BCEAO data
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As previously mentioned, only one bank is fully lending to the Malian agriculture: the National
Agricultural Development Bank (BNDA). Thegeneral perception of banks on agricultureisthat the
sector istoo risky and unknown. They prefer tolend to BNDA, which in turn lendsto the farmers.
The other banks believe that BNDA, given its many years of experience in the rura areas, knows
better thefield. Thus, the majority of the loans to agriculture arein a bank- pool, withtheBNDA as

the team | eader.

6.3. Evaluation of theBanks' Lending Procedures
Asmentioned in chapter 1, during the evaluation of theloan officers proceduresthree bankswere
selected: onedevelopment bank (BNDA) and two commercial banks (BIM-SA'2& BDM-SA™). The

findingsare presented in the coming sections.

6.3.1. Agricultural Development Bank
BNDA haswritten proceduresfor each type of loans it offers. Asan agricultural development bank,
BNDA ismainly concerned with deliveringloansin rura areas. Field size, yields, commodity market
price, and prior loan performance are used to compute the farmer’s repayment capacity. The loan
officers do not formally classify the borrowers as acceptable or problem. They know with a high
probability that they will recover at least 80% of the loan amounts, as those are directed to the

interlinked cotton credit system.

12 BIM-SA: Bank Internatienle du Mali

13 BDM: Bengue de Dévéloppement du Mali
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BNDA continuously updates itslending procedures. However, theprocedures havesomeloopholesin
them. For example, the procedures use current market prices to estimate the farmer's expected
revenues, which may be lower at harvest time, when thefarmer isrequired to repay theloan. A plus
for the proceduresisthe simplicity of theloan request form, and itsavailability inthelocal language
(Bambara). This reduces the number of incomplete applicationsand the processing time, as loan

officers spend lesstimein helping farmersfilling out the forms.

In testing the compliancewith the procedures at the BNDA, 1001oanswere sel ected from each of the
following subsectors: riceand cotton. These two subsectors are the main oneswhere BNDA makes

[oans.

_Table 17. Number of L oan Reviewed

Complete Incomplete Total
' Rice 90 10 100
Cotton 98 2 100

Among the 200 loan applicationstested, only 6% were missing one or another form of document
required by the procedures. We noted that dl of thoseincompletefileswerefor subsidizedloans. This
shows adverseselection by the loan officers. Loan officerstend to be more careful when it comesto

obligating the bank's own funds.
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This lack of attention in processing subsidized loans has aso been noticed in the marketing loan
programs that were put in place by the Cereals Market Restructuring Program (PRMC) after the
cered market liberdization in 1987 to assist amdl traders. The bankers, in extending the credits,
computed the loan amount incremented by the interest receivable. The commercia banksthat were
participating in the programs extended loans haphazardly, without appropriate screening of
borrowers. Radio announcements were made to market the chegp and guaranteed loansthat were
availableto anybody who could provethat he was operatingin the agricultural sector. The banksdid
not monitor theloans and did not make any effort to recover theloans, asthey hed already deducted

their administrativefees from the loan amounts.

632 Commercial Banks
The two commercid bankscdamed to have written lending procedures. However, neither bank was
ableto present them. At the BIM-SA, aloan officer wasfindly ableto locatea 15-year-old statement
of procedures. Thisfinding at both commercia bankswasnot surprising, asloan officersfind it eeser
to follow and conduct their analysisbased on prior exigting files. Loan officers have no incentiveto

learn the procedures, as management does not havea strict policy on their application.

At thetwo commercia banks, dl loansto agriculturewereto the state-ownedfirms, such asCMDT,
HUICOMA (the state-owned vegetableoil company), and the large urban food processors. There
wereno loansto farmers, and most of theloansto smdl cereal traderswerethird-party guaranteedor
on the referral of abank'slarge client. Thereview of dl the agricultural |oan filesshowed that both

banks seemto use a sngle procedurefor any type of loan request. They have.no specific procedures



in assessing credit to agriculture. They goply the same lending criteria (CAE, 2000) asin any other
sectors, which are:
be a current client of the bank at least holding a checking account--showing continuous
movements of deposits and withdrawals, as banks tend to measure companies repayment
capacity based on the volumeof the monthly transactions
» havea profitable project and sufficient working capital
providefinancid statementsfor thelast threefiscd years
» have aminimum deposit, on average 25% of the requested amount

provide collatera that covers both interest and principa payments.

Thesegenerd lending proceduresimplicitly exclude smallholdersand small cered traders, who do not
maintain accounting documents, and thus cannot provide financid statements. Most of ther
manageria decisons are based on quick mental computations. These borrowersaso lack of the

appropriatecollateral generaly accepted by the banks.

The review of the ITEMA (partly state-owned textile company) loan file showed that the company
was granted a bank-pool loan from five commercia banks although the financid andysis results
illustrated a high likelihood of default. The banksclaimed that they wereforced by the government to
extend amedium-term credit to the company. Thisis atypica exampleof how the government isstili
interfering with banks lending proceduresin directing credit to insolvent state-owned companies.
Theloan wasto hdlp the company to remoded itsfacilitiesin order to improve efficiency. However,
the Director of the company, whoiscurrently serving timein prison, embezzled alargeamount of the

loan and the banks ended up with another non-performingloan in their portfolios.
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Overdl, loca banks do good jobsin screening the borrowers, but spend littletimeon monitoring the
loan. Thislack of monitoring increases the likelihood of the money being used for other purposes.
Thisattitude of lack of supervisionisat the root of the failureof many guaranteed oan programsin
Madli. Often, credit programs are put in placeby projectsto be managed by the extension personnel or
local banks. In most cases, both the bankers and the project personnel are more concerned with
attaining the targetsset for credit supply, input supply or for the provision of equipment rather than
assessing theloan repayment capacity and follow-upfor credit recovery. Farmers benefitingfrom the
program soon cometo look upon credit asa donation from the project. Thisunprofessional approach

leads to loan recovery rates that do not generate enough revenueto sustain the credit system.

From my experience asan employeein the loan department of alocal bank, | realized that although
that there are no written rules about segregating among the different type of borrowers, implicitly
most of the banks tend to discriminate among borrowers. In deciding which investments to finance,
banks need to initidly assess the creditworthiness of the potential borrower. Moral hazard and
adverse selection limit banks in only knowing the expected return and risk of the average project in
the economy for that type of firm. Thus, banks tend to categorize borrowers according to their
financial information gathered about thefirm in the course of acustomer relationship. The borrowers
are often classified into threedistinct groups:

» Preferred Clients (PCs)

b Ordinary Clients(OCs)

b Informal and/or Farming-based clients(IFCs)



Group 1: Preferred Clients (PCs)

Theseclientsare what the banksrefer to asits preferred clients. They operatein the forma sector and
maintain some type of accounting system. These are firmsin excellent or good financia standing.
Thesefirmsare profitableand have high returns. Banks seethese clientsas|ow-risk borrowers. They
have the required collateral or are guaranteed by the government. The PCs usualy have long and
well-established client relationship with the bank. These are usualy large private firms and
government-ownedfirms, most of which arelocated in urban areas. Theseclientsarelargeborrowers,
and makefreguent and substantial deposits. Thetransaction cost of doing businesswith themembers

of thisgroup isamost zero. In Mali, banks give full lending priority to thisgroup.

Group 2 Ordinary Clients (QOCs)

Thisgroup is made of firmswith medium or satisfactory profitability. These firms do not have
third-party guarantees like the state-owned firms nor are they as profitable asthe large private
firms. The OCs are regarded as medium-risk clients. Banks have an incentiveto provideloan
contractsto thisgroup that are costly for the borrower to default. They do so by structuring loan
contracts with non-price constraints such as high collateral requirements. Reputation is very
important in the lending decision to thisgroup. First time borrowersare often required to provide
collateral that can cover both the principal and the interest payments. The collateral requirement
decreases asthe relationshipis built. However, it remains high enough to make defaulting costly.
Also, it isnot unusual over time to see the membership of certain membersof thisgroup to

improveto a preferred client status. In practice, loansto thisgroup are partialy rationed.



Group 3 Informal and/er Farming-based clients (IFCs)

Thisgroup is constituted of firmsin bed financid status. Also, thisgroup includes borrowerswith
inadequate or no accounting records. These are in genera actorsin the informa sector, such as
smdlholdersand smdl traders. Lendingto thisgroupisfully rationed. The banks see these borrowers
asthe onescarrying the highest risk. Thisgroup’ membersalso lack of the appropriatecollateral and

returnsfrom their operations are difficult to measure.

This methodology of categorizing clients is being widely used by commercia banksin Mdi. A
smilar approach was used by the Central Bank prior to the reform to assess thequality of a
bank's portfalio. Sikorski (1996) found similar evidence of thisapproach in many developing
countries. These methods definitely reduces the chance of smallholdersand smdl tradersin

accessing credit.



CHAPTER VII
CONSTRAINTSLIMITING THE EFFECTIVENESS OF MFIs’ LENDING

71 Introduction

InMali, thedifferent componentsof the financial systemtend to operatein isolation from each other.
The banks are mainly concerned with serving the urban population and the Microfinance Institutions
(MFIs) focuson rura populationand low-income urban residentswho are completely ignored by the
commercia banks. In Mdi, the MFIs are playing akey rolein rural financing. They have been long
recognized to render better financial servicesto poor and at alower cost than the commercial banks.
Lately, it has been noted that there are constraints limiting the effectiveness of the MFIs lending
activities. In this chapter we will look at how poor management of village associations (borrowing
groups), the economic activity in which the borrowersare participating, and, asmentioned before, the
inadequacy of the loan procedures used by bankersin evaluating agricultural loans areimpairing the
effectivenessofthe MFIsin providingfinancial servicesto rural population, and thuscontributetothe
weak linkagebetween commercia banksand MFIs. In understandingthe problemwewill analyzethe
case of Kafo Jiginew, to see how those constraints mentioned above are beginning to affect its
performance. Kafo Jiginew is selected, as it is the most important MFI in Mdi. For example, it
represents 14% of the servicecenters of all the MFIs and 24% of the |oan funds granted. Andin 1998
its share of total net profits realized by the MFIs was 37% (CFAF 220 million, or US$ 373,000 -
BCEAO/PA-SMEC, 1999). Kafo Jiginew isasuccess story, cited asan example of best practicesin
micro financing around the world. Finaly, we will make some suggestions on how the MFIs may

better address these constraints.



7.2. Case Study: Kafo Jiginew

Kafo Jiginew rightly claims being the first mutual savings and credit institution in Mai. It was
established in October 1987 in the Mali-South region. K af o Jiginew operatesin anenvironment where
acash crop, cotton, isgrown. Theobjectiveof Kafo Jiginew isto organizethe smallholdersand smdl
traders in the cotton production zone in the south of Mali and give them accessto adapted financial

services, and help them meet the needs and challengesof today's agriculture.

Kafo Jiginew is organized in four levels: the local bank, the local union, the regional union and the

federation.

The local bank isabasicfinancia institutionwherein membersserveas both clientsand owners. The
equity isvoluntarily and fully funded by the inhabitantsof several villagesand neighborhoods. As of

December 2000, Kafo Jiginew had 112 local banks, 5 of which were urban.

The local union regroupsthelocal banksin thesamelocality (e.g. the CMDT zone). Thelocal union
providesadministrativeand training servicesto theloca banks. The unionisan informal group that
elects the members of the regional union and the federation. Today Kafo Jiginew counts 14 |ocal

unions.

Theregional union regroupsadl thelocal unionsinthe sameregion (equivaent to astateintheU.S.).
A regional delegate, who isappointed by the Kafo Jiginew’s martagement office, managestheregiond

union.



The federation supervises dl the effiliated local banks. The federation defines the genera
administrativepoliciesfor the Kafo Jiginew's network. The federation coordinatesand controlsthe
activitiesof the loca banks, loca unions and regiond unions. The federation provideslocd banks

with different technica assistance services(training, accounting, information, internal controls, etc.).

Kafo Jginew is adept in providing financia servicesto rura poor, asit satisfied the criteriaused to
assess the performance of a financia intermediation such as progressiveness, sustanability and

product suitability.

Progressiveness-Kafo Jginew wasfirgt created for cotton producers, but it is currently benefitingthe
entire community. Today Kafo counts more than 96,740 membersfrom dl social classes: heads of
families, village associations, women, craftsmen and civil servants. Kafo Jiginew's operating
environment is al o expending. The number of offices hasincreased from 89 officesin 1998t0 112in
2000, or a26% growth (Kafo Jginew, 2000). Figure 3 illustratesthe evol ution of the Kafo Jiginew’s

network from 1988 to 2000.
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Kafo Jiginew's Evolution
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Figure 3 Growth of Kafo Jiginew's Network 1988-2000

Sustainability- Kafo Jginew's has atotal baance sheet of CFAF 7 hillion (US$ 11.5 million) as of
the end of December 2000 (see Table 18). Kafo Jiginew was profitablein 1998 and 1999(see
Table 19). In 2000, Kafo Jginew reported a net profit of CFAF 34 million (or US$ 56,000).
However, after deducting the CFAF 249 million subsidiesthat it received during the same period,
we Banks/Offices ginew would have made aloss of CFAF 215 millionswithout the subsidies.
The 2000 reported net profit figures were a big decrease (87%) compared to the 1999 figures of
CFAF 261 million (or US$435,000). Thelarge decreasein Kafo Jiginew's profitability was
substantialy due to afalingworld cotton priceand the reduction of the cotton production by
52% during that period. In 2000, Kafo Jiginew's Return on Equity (ROE) and Return on Asset
(ROA) both decreased compared to the 1999 figures. The net profit, the ROE and the ROA

figuresindicate that Kafo Jiginew is generatinglow profitsfrom its activities and assets. Kafo



Jginew hed afinancia sdif-sufficiency ratio™ of 76%. Kafo Jiginew’s operational self-sufficiency
ratio" (OSS) isdecreasing. The OSS was 80% in 2000, which wasway below the average OSS

(114.4%) for large African MFl group to which Kafo Jiginew belonged (see Table 20).

Table18. Kafo Jiginew's Balance Sheet (in CEAF million}

ssets 31/12/98 | 31/12/99 | 31/12/00
ach in Hand and Balance with B 711 2,294
ther banks

Reserve at the Centra Bank - - -
Total GrossLoans 3723 4,901 4,137
Provisionsfor Bad Debts ____ (55 (63 (198)
Short-term loan Receivables 305 302 285

Fixed Assets 392 485 49
Total Asset 5,295 6,336 7,009

Liabilities o |
Compulsory-Savings 256 - -
oluntary-Savings 1,806 2,093 2,886
Term Deposits 724 1,10 1,015
Borrowings from Banks 1.000 60C 500
Borrowingsfrom Central Bank - - -
Other Short-Term Debts 189 903 1,047
| Total Liabilities 39661 4,698 5,448
Stockholders' Equity

Capital Stock | 323 38 439
Retained Earnings 439 616 801
Other Reserves 567 322 321
Total Shareholders' Equity 1,329 1,325 1,561

Total Liabilitiesand 5,29 6,023 7,00
Shareholders' Equity B J

Source: Kafo Jginew

14 Financial Sdlf-Sustainabilityr efer sto the capacity of themicr ofinanceingtitutionto generate enough profit or
mobilizeenough savings to be economically viable without having recour se to subsidies.
15 Operational self-sufficiency = Operatingincome / Operating Expense
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Table 19. Kafo Jiginew's Income Statement (in_CFAF million) _ —
1998 1999 2000*
Interest and Fee Income from Loan Portfolio 614 827 818
Interest and Fee Income from Investments 20 28 29
Other Income from Financial Services 121 138} 123
Operating Income 735 993 970
Administrative Expense 575 742 852
Total Interest Expense 94 139 179
Loan Loss Provision Expense 71 76 198
Operating Expenses 7404 957 1229
Net Operating Incom
1 3 (259
ther Income
51 57 63
Diverse Subsidies
187 203 249
Other Expenses
33 35 19
Net Consolidated Income 2208 261 34

Source: Kafo Jiginew

* The weaker performancein 2000 resulted from two factors: 1) the overindebtedness because of
late receipt of cotton revenuesfrom CMDT, 2) thefaling world cotton price resultingto the

refusal of farmers to produce cotton.
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Table 20. Profitability Indicators and Ratios

Africa-MFIs
Trend Analysis 1999

2000 | 1999 | 1998 | Trend | Large |Medium| Small
Profitability
Profit Margin 126.7%  3.6%  2.0% Decreasing| -2.1% -57.2%442.1%
Return on Equity (ROE) 22% 19.7% 16.6% Decreasing|| -4.4% -23.2%] -8.1%
Return on Asset (ROA) 0.5% 4.1% 4.2% Decreasing -0.7%] -13.5%¢11.4%
Operational-S¢lf-Sufficiency (FSS)| 78.9% 103.8% 102.1%| Decreasing 114.4‘VL75.2% 77.5%

Financial-Self-Sufficiency* (FSS) | 76.4% 105.8% 98‘5%1 Decreasing IOI.O%I 72.7% 69.3%‘
Source: Kafo Jginew 1999-2000; MicrofinanceBulletin, 2001.

Product Suitability- In Mdi the commercid banks normaly requiretheborrower to put up collatera
when he/she wantsaloan. But thesmdl borrowershaveno collatera of sgnificant vaue, which shuts
them out of the commercid credit market. Kafo Jginew lendsagaingt dternative formsofcollateral,
such assolidarity groups(or group lending) that is alending schemein which dl membersarejointly
liableto repay theloan received by each member. Solidarity groups have proven around the world to
beextremdly effectiveguaranteesin microcredit. In 2000, 80% of thetotal creditsdistributed by Kafo

Jginew used the group lending methodology or a hybrid model

In the next section we will discussin detail the diierent productsoffered by Kafo Jiginew. Then we

will explain their performance and present the different contracts used and hence theincentives.
721 Products

Kafo Jiginew’s productsmay bedivided into two broad cla$e~; lsavi ngsand loan. Research on saving

motives indicates that the availability of depost facilities respond to an important demand of rural

* Operational self-sufficiency adjusted for intlation.
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population (Jung 1987; Heidhues 1992). Accessibility to savingsservices enable rural householdsto
adjust expost their investments and consumption. Saving services reduce the stress of disposable
incomeand improve households' risk-bearing capacity. A commonly recommended strategy for an
MFI isfirg to providesavingservices and thento offer credit services, which may be partially or fully

funded by the members deposits (Zeller, et al 1997).

7.211 SavingsInstruments
Structured asa savingsand credit union, Kafo Jginew has been successful in savingsmobilization.
Kafo Jginew offerstwo savingsinstrumentstoits members: savingsaccounts, which pay 3% interest
annualy; and fixed term deposits, which pay 4% interest annudly (Kafo Jiginew, 2000). Savings
depositsarean important sourceof liquidity for Kafo and providethe bulk of theloan capita granted
to borrowers. Until 1998, the demand for credit exceeded the supply of savings. Given the high
seasondlity of farming activitiesin the region, Kafo Jginew's savingsaccountsfluctuate dramatically
during theyear. Thus, to meet dl of the demand of its membersin the region, Kafo has established a

few linesof creditswith theloca commercid banks. These credits linesare as follows:

* FromBIM-SA, ashort-termcredit for CFAF 275 millionat an interest rateof 8% per annum.
The credit was granted during 1998 and will cometo term in 2002, or 4 years.

»  With BNDA, a permanent overdraft facility for CFAF 600 million, and a short-term credit
(granted in 1999, for 4 years) for CFAF 400 millionat an interest rate of 9% per annum. The

International Finance Corporation {IFC, World Bank Group) is guaranteeing the credit.



During the 2000 fiscal year, Kafo Jiginew succeeded in collecting morethan FCFA 3.9 hillion (US$

6.4 million) in savings{Kafo Jiginew, 2000).

7212 Loan Instruments
Kafo Jiginew has the administrativecapacity to manage multiple products. Kafo Jiginew offersfive
typesof financia productsto its members, whichareasfollows: production credit, short-term credit,

equipment credit, credit with education, and cereal credit.

Production Credit --covering Sx to nine months, this isintended for the financing of the cotton
production, mainly for the purchase of fertilizers. The interest rate charged for thistype of loanwas

2% per month during the 2000 fisca year.

Short-Term Credit - payableinthree months maximum, thistype of loan isparticularly useful during
the off season whentheincomefrom cotton isexhausted and cereal stocksareat their lowest points.
Theshort-term credit makesit possiblefor farmersto better support the periodswhenthey are short

of liquidity. In 2000, the monthly interest rate on those loans was 2.5%.

Equipment Credit--payablein amaximumof three years, it coversinvestmentssuch asimprovement
of thefamily home or modernization of agricultural techniques.

However, theacquisition of atractor cannot be covered by thiskind of credit. For theacquisitionof
heavy equipment such astractors, thefarmersusually request assistance from CMDT. Theintereston
thisloan product was 1.5% per month in 2000. Kafo Jiginew usesthe creditlinesfrom commercia

banks and the subsidiesfrom international organizations, such as SOSFAIM, a Belgian NGO. The
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equipment purchased serves as security in addition to the personal guarantee and collatera

requirements.

Credit with Education- isa credit and savings program implementedin partnership with Freedom
fromHunger, an AmericanNGO. Thefinancid service program isintegrated with an informal health
and nutrition education program for groups of rural women, who for long have been excluded from
theformal lending system. Theinterest rate on these 16-week |oansis 3% per month, whichis higher

than the other loan products.

Cereals Credits- the last loan product and the cheapest of theloan products, astheinterest rate on
them is 10% per year. They arevery similar to short-term loans when it comes to the length of the

loan; the only differenceisthat the required collateral isthe harvest of the borrower.

7.2.2. Somelndicatorsof Performance

In 2000, Kafo Jiginew lent more than CFAF 3.4 billion. Thistotal was32% l|essthan the 1999figures
of CFAF 4.5 hillion. As previously mentioned, the decrease was due to a decreasing world cotton
price and the farmers’ refusal to plant cotton. The average loan size of Kafo Jiginew was CFAF
100,000 in1999, and its portfolio at risk over 90 days past due was 3.7 percent (Microfinance

Network 1999). Table 22 showsKafo's distribution of loans by type.



Table21. Volume of Loans and Recovery Rate by Product
(in CFAF million)

1999 2000

Share | Recovery Share | Recovery
Fredit Total (%) Rate Total (%) Rate
Production 3,362 74% 97% 2,270 67% 88%
Short-Term 166 4% 93% 265 8% 92%
Education 356 8% 99% 267 8% 92%
FEquipment 618 14% 95% 529 16% 84%
Ceredl 26 1% 100% 50 1% 100%

Total 4528 | 100% | 97% 3382 | 100% | 88%

* May not add-up because of rounding.

Source: Kafo Jiginew, 2000

Production and Equipment Credits— those two |oans categories represented, respectively, 67%
and 16% of the creditsgranted by Kafo Jginew in 2000, or atotal of CFAF 2,799 million (83%).
Their cumulative shares of the total lending are decreasing, although the equipment credits have
dightly increased. Thisdecreaseisdueto a policy of Kafo Jiginew to diverse itsloan portfolio to
mitigate the risk of the expected decrease in the cotton production. The deterioration of the
repayment rate isdue to the reduction of the world cotton price, which isdeterminant of thefarmer’
revenues, hencetheir capacity of loan repayment. During 2000, the averageloan sizefor production

credit was CFAF 70,000 and the average loan size for equipmept credit was CFAF 405,000.
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Short-Term Creditsand Credit with Education--In 2000, they eachindividualy represented 8%
of the creditsgranted by Kafo Jiginew (or CFAF 265 million). The share of Credit with Education
remained constant, while the percentage of short-term creditsin Kafo Jiginew’s loan portfolio has
doubled compared to the 1999 figures. These two loan products have also the same recovery rate:

92% as of December 31, 2000.

Cereal Credits- asof December 31,2000, they had a 100% repayment rate. During that same
period, they only represented 1% of thetotal loan portfolio, or CFAF 50 million, which remained

constant compared to the 1999 figures.

723. Structure of Contracts and Hence Incentives

Kafo Jiginew, likeany MF1, isfaced with thedilemmaofproviding financid services that addressthe
two central problems of dl financid markets: information asymmetry arising from imperfect
information, and contract enforcement difficulties. Kafo Jginew offers both group and individud
lending. The principa (Kafo Jiginew) designsa set of loan contractsthat it offersto theagent (small
borrower). The agent hasthe option to accept or regject the contract. Generdly, the agent will accept
thecontract if the contract assureshim higher utility than theother aternativesavailableto him. This
utility leved isreferred to as the reservation utifity. All the collectiveor individua loan requestsare
eligiblefor the group solidarity collateral programs. In addition, individua borrowers may provide
other forms of collateral, such as land, cereds, etc. The loan repayments are made through the
integrated cotton marketing company, or by cash payments. The next section discussesthe different

contractual arrangementsused by Kafo Jiginew and their incentives.



7231  GroupLending

Today, membershipin agroup (village association, women groups) isa pre-requisitefor accessing
farm credit. In 2000, more than 80% of Kafo Jiginew’s |oan portfolio was based on solidarity groups.
Thecredit group may be self-formed (e.g., women's groups) or formed on the sole location criteria
(village associations). Since members have privileged accessto information about the other members
(which the commercial bank/MFI does not have), they can avoid adverse selection (incorporation in
the group of risky members) and mora hazards (membersrefusing to pay when they can or placing
false claimsfor mutual insurance by other group members) by group members. The different types of

groups that Kafo Jiginew is dealing with are Village Associations and Women Groups.

72311. Village Associations (AVs)

Village associations{AVs) serve asintermediariesbetween lending institutions and borrowers. AVs
are defined as farmers organizations formed by farmers themselves or with the support of the
government, assisted by international donorsand NGQOs to easily channel devel opmentactivities, such
as agricultural extension in rural Mali. The AVs are formed mainly on the basis of same location:
village. This means of access to credit is known asgroup or peer lending. Thegroup isexpected to
analyze the need for credit by its members and take responsibility for its distribution among them.
However, membership in an AV is voluntary. A farmer is free to join another AV at a different
location. Althoughjoiningan AV inanother villageinvolvesadditional transaction costs, it may limit

problems of being in agroup not of ones own choosing.



7.2.3.1.2. Women Groups

The Credit with Education program useswomen's groups as collateral. Thecontractual agreements
work inthefollowing manner. The women form self-selected credit associationsof 20to30women
and subdivide into solidarity groups of four to six members, for a two-tiered system of joint
guarantee. Thecredit association appliesfor aloanfrom thelocal Kafo Jiginew's office based onthe
individual loan requests of its members. Members can ask for as little as US$5 and as much as
US$50 for their initial loan. Each cycle, the loan amount can be incrementally increased up to a
maximum of US$300. Each woman must get approval for her loan amount from her solidarity group
as well asfrom the whole credit association. Then, when the group receivesitsloan, the credit is
subdivided into the approved individual loans (McNelly and Lippold, 1998).

7232. Individua Lending

If ahousehold hasaccumulated enough assets, it can, if desired, graduateto individual loan programs
Fom the MF1s. For many households, thiswill not be possible. Theindividual lending made up 20%
of Kafo Jiginew's portfolio in 2000. T o receive one of these loans, members must wait six months
after opening an account with a local bank. The most common loan product isthe short-term credit
obtained by farmers during the dry season before cotton planting and repaid after the harvest. In
addition to persona guarantees, applicants must offer the crop harvest ascollateral. Kafo Jiginew
encounters few problemswith individua lending. The repayment rate isabove 90%. However, the
shares of short-term individual loans as thetotal loan portfolio remainssmall, lessthan 10%. Thisis
mainly dueto thefact that theloan amounts are often small and cumbersometo manage. Therefore,
Kafo Jiginew wants to make surethat it has the required administrativecapapities before extending

more of those individual loans.
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Kafo Jiginew, like many MFIs and development banks in developing countries, is widely using the
concept of solidarity group initslending procedures. Solidarity groups are used to make collection
easier, to reduce transaction costs and to minimizerisks. Thelending schemerelieson peer pressure
to decrease the likelihood of loan defaults. The peer pressure is enforced by penalizingthe entire
group of borrowersfor theinability of one or of afew membersto repay. Thegroup-lendingscheme
has been proven to be an effective meansin providing credit to thesmallholdersand smdl tradersin
low-incomecountries. Normally an argument in favor of group lending is that it reduces the moral
hazard problemsincethe membersof the group know and trust each other. But that only works if the
group isself-selected (i.e., you pick your own group). Asevidence, wecan seet hat lendingtowomen
groups that are self-selected groups hasa better repayment rate (92%) than lendingto Avs(84-92%

depending on the loan type).

724. Current Challenges
Today, the value of the solidarity group scheme is being currently tested in Mali. Many village
associations(AVs) are experiencingcriseswithinthem, leading to their dismantlement. According, to
Hoff and Stiglitz (1990), when lenders do not have perfect information on the capacity and the
willingnessof the potential borrower to repay the loan, three problemsarise:
Screening: borrowersdiffer in the likelihood that they will default, and it is costly for thelender to
determine the default risk of each borrower. Information asymmetriesexist between borrower and

lender becausethe borrower knows whether heintendsto default, while the lender does not.



Incentive: it iscostly to ensurethat borrowers take those actions that make repayment more
likely.

Enforcement: it is difficult to compel repayment.

A study financed by CMDT and Kafo Jiginew haveidentified that there are many reasonsat theroot

of the actua crisis occurring within the AVs.  Among them are economic, social, and ingtitutional

Causes.

Economic cause:

With theworld market cotton pricegoing down, CMDT did not generate enough revenuesto repay
thefarmerson time; hence thefarmerswerelate in repayingtheir loans. Thislate receipt of payments
led to the indebtednessof the farmers, and therefore resulted in a deteriorating loan repayment rate
for Kafo hginew, which went from 97%in 1999t088% in 2000. Thisin turn increased theamount of
non-performing loans, and hence reduces the quality of Kafo Jiginew’s loan portfolio. During the
200012001 production season, the farmers refused to plant cotton, judging the market pricetoo low
and input pricestoo high; asoutcome the cotton production decreased by morethan haf It shouldbe
noted that the phenomenon of indebtnessof the zone hasconsiderably decreasedthe saving capacities
of the smallholders, which has appreciably reduced the deposits of the mutual saving and credit

institution.

All of these economic problems have spilled over into the socia structure of the AVs and led to the

increasein opportunistic behavior. Also, the low remuneration of the administrativestaff of the AV

makesthem more vulnerable to corruption.
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Social Causes-
Highilliteracy among the producers, resulting often in misunderstandings over how interest rates
are calculated. This misunderstanding raises the question if MFIs are clear in explaining to
borrowers how they calculate interest charges. In other words, is this a problem of borrower
illiteracy or a problem of lack of transparency on the part of the lenders? Thisisan interesting

future research question

» Moral hazard problem: Some borrowersdisappear, leaving their peersto shoulder the repayment
burden. As result, some members, tired of being penaized for the inability of one member to

repay, leavethe group.

* Becausethe AVs are not generally self-selected groups, sometimesjealousy can also creep in if

one member is seen to be more successful in businessthan othersin the group.

»  Agency problem: In many associations thereisastrong influenceof the President and Secretary
of the AV on the remainder of the group. There islittle transparency within the group, as the
group leaders, who have little accountability to the members, keep most information about
operations and do not provide a performancereport on the AV. Thisintensifiesthe power of the

leader and can lead to irregularities, such asinappropriate use of funds.
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I nstitutional Causes:

The sze and compositionof the group and theway groups are mobilized. The groupsare
often too big, 20 in minimum, and often do not regroup well-acquainted individuas, but people
whose only common interest isgetting credit. In negotiationand contract preparation, information
asymmetry givesriseto adverse selection, thusraisng the possibility of opportunistic behavior in the
form of mord hazard. However, dlowing groups membersto salf-select each other will reducethe

risk of adverseselection

The crisesin the AVs are bad newsfor the MFIs that entirely rely on them as an engine of their
lending schemes. Despite dl these problems, solidarity groups remain the preferred lending
scheme used by Kafo Jiginew. Kafo Jiginew keeps lending through the AVs becausethe AVs are
a legdly recognized entity, contrary to other groups, which makes contract reinforcement easier.
The solidarity group schemes help Kafo Jiginew to reducetransaction costs related to

microcredits, and to achieve high recovery rates.

7.3. Economic Activities of the Borrowers

The socio-economicenvironment in which the MFIs are operating has to be taken into account. As
previoudy noted, the SCP of the product markets determinesthe SCP of thefinancid markets. The
more profitableis the economic activity of the borrower the better credit access he/she has. The
amount of loansgranted to an AV isfunction to the nature of commodity planted by its members.

Cotton and riceare the dominant commoditiesin which farmershavelittle or nodificulty inobtaining



production credits. The ease of credit accessisdueto the high profitability of thetwo sectorsand to
thefact they rely lesson theweather. It istotally adifferent reality in coarsegrains, whereproduction
is rainfed. The unpredictability of the weather in Mali, where drought is random, makesthe coarse
grain sector the riskiest sector in agriculture to finance. The cotton sector receives 80% of the
agricultural loansand the remaining 20% is divided among the remaining subsectors, withrice getting

alarger share of credit than the other commodities.

Also, theexistence of aloan recoverysystem (e.g. theinterlinked system) in placefacilitatesaccess to
credit. Limited infrastructure such as roads, communication systems and electricity increases
transaction costs, delays banks business activities, limits sources of information, and makes risk
management difficult. Thus, bankstend to favor lending to communitiesand groupsthat havea well

established and certain recovery system.

7.4. Weak Linkage between Commercial Banksand MFIs

Commercial banks devote lot of energy in attracting and obtaining a share of cash flows from the
government budget, foreign donor programs and funded projects. Banks mainly operate on
remunerationsearned on these administrated funds. Thus, the banks see every new entrant into the
financid sector asathreat to their shares of cash flow from local and foreign government agencies. In
general, bankscategorize MFIs as competition and not as potential partners. They do not differentiate

between an MFI and another bank.



So far, the relation between MFIs and banks has been limited to two activities: the level of funds
deposited by the microfinance institutions in the commercia banks and the possibility of loan
refinancing service (obtaining a new loan to replace existing loans) available to microfinance

institutionsfrom the banks.

For example, in 1998, banks refinanced the microfinance institutions up to an estimated amount of
CFAF2.4hillion, compared to an amount of CFAF 1.9hillionin 1997. BNDA and BIM-SA provided
these refinancing facilities. In 1998, BNDA aone was ready to refinance CFAF 2.2hillion of the

MFIS debts. However, this credit facility was not fully used by the MFls.

The deposit level of the MFIsin commercia bankswas estimated to be approximately CFAF 2.7
billion in 1998. These deposits were made up of sight and term deposits. The MFIs were able to
mobilizeatotal of CFAF 17.5hillion in resources during 1998. The resources areequity, savingsand
subsidies. Figure 4 illustratesthe evolution of resources and funds flow from MFIsto commercia

banks from 1996 to 1998.



Figure4. MFIs' Resources and Flow of Fundsfrom MFls to Commercial Banks1996 to 1998
(In CFAF millions)
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The MFIsare net saversin commercial banks.

BNDA and BIM have been the leadersin approaching and cooperating with MFIsinMali. However,
in late 1990’s, duetofinancial distress, BIM had to limit itsinterventions in the sector. Currently,
only theBNDA maintainssome type of businessrelationshipswiththeMFIs. It collaborates withthe
principal decentralized financia systems such as the mutual savings institutions (Kafo Jiginew,
Nyesigiso, etc.), the self-managed saving and credit union (CVECA), and theinterdependent credit
unions (CANEF, NEF). This type of collaboration, mainly based on the remuneration of term
deposits and extension of short-termloans, isnot different from what other bankersclaimto beready

to provideto an MFI with high quality management.

Thislimited relationship between banks and decentralized financia systemsischaracterized by alack
of communication between the parties. Both parties blame each other for thelack of collaboration

between them. The commercial banksclaim that they arewillingto work with the MFIs, however the
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MFIsarereticent or dow in gpproaching them. Accordingto the MFIs, the conditionsrequired by the
banksto grant loansare difficultto meet. Generaly, a bank will lend to an MF1 an amount lessthan
or equa to twice of the depositson term withinthe MFIs plusMFI’s equity. They aso requirethe
MFlIs to use solidarity groupsin their lending and to have accumulated savingsaccountsof 10% to

hold on reserve againg loans.

Commercid banks bdieveit is expensveto lend to MFIs for two man reasons: high transaction

costs and risk.

Transaction Costs--In Mdli, the transactioncosts related to farm credit are Smilar to fixed costs;
thus, smdler transactionswill incur a higher proportion of transaction costs. The high transaction
costs associated with smdl transactions, highly segmented markets, and the provision of servicesto
dispersed rura populations involved in risky economic activity, mainly agriculture, have kept the

commercid banks avay from agricultura financing.

Commercid banks have difficulty measuring the cost of making loans. From interviewswith banks,
wefound out that no bank allocateits costsbased onthetypeof borrower. Therefore, it isdifficult or
amog impossible to know what expenses relate to which type of borrower. Many banks have
rudimentary management information systemsand reporting systems. They have not yet learned the
valueof reliablemanagement information, and if they havein principle, they still need to leam exactly
what informationisworth getting and how to get it in atimely fashion. On the accounting Sde, cost
accounting isawidespread weakness. Banks do not maintaina cost accountingsysem, as modt of the

statistics requested by the Central Bank (BCEAO) are macro information. Banks are havingdifficulty
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differentiatingbetween the central bank's informational needsand their own managerial needs, despite
the BCEAQ’s stating that its texts and regulations should not in any case be treated asan alternative
for banksto conduct sound management. Most of the banksdo not see theimportanceof allocating
costs based on activity, which would allow them to identify and control their high cost operations.
The lack of adequate data did not allow me to compare the transaction cost from lending across

borrower types: small holders, smal traders, and other economic sectors.

A bank's costs are usually computed by transaction, not by loan product. So, banksthink their costs
arethe samewhether theloan is CFA 100,000 or FCFA 100 million. In addition, commercial banks
typically assess their branch managerson branch profitability, so they choosethe most profitableuse
of their money, i.e. larger loans. This, in turn, creates a market biastoward larger loans and saving
deposits, and therefore a biasagainst smal holders and traders, who request small loans and make

infrequent and little deposits.

Risk--According to the commercia banks, risk isinherent to agriculture. Thus, most of them see
lending to rural population as highly risky, because most of those people are in some type of
agricultural related activities. Also, under the directed credit system, banks experience has shown
that unsecured loans, loans to rural areas, and smal business|oans are fundamentally risky. This
perception is understandable given that the maority of the non-performing loans are in their smdl
businessloan portfolios. Commercial banksare hesitant to lend to MFls that servethelow-end of the

market, because of their limited understanding of managing microloans.



However, some banks are ready to give consideration to the MFI sector with aloan guarantee, like
BNDA and BIM are doing for Kafo Jiginew with guarantee funds from the IFC, SOS FAIM, and
other international organizations. Thisisanon-risk deal for the commercial banks, which showsthat

Malian commercia banksare still not ready to bear risk linked to microfinancing.

75. Suggestionsfor Improvements

Assuming the commercial banks want to lend to rura areas despite the high risk and transaction
costs, alinkage modd between commercial banks and MFIs would be advantageousto both parties.
It would greatly reduce the banks transaction costs entailed in retailing micro loans to the poor
individually. Group schemeswould aso alow thelending institutionsto gain economies of scale by

lowering unit transaction costs.

Accordingto Kafo Jiginew’s management, the unstructured granting of consumption and production
creditsto thecotton producers must be stopped, as they haveled to a phenomenon of indebtedness in
thezone. Thesolidarity group, theonly mora guaranteeof theloans, was misused everywhereinthe
region. As previously mentioned, al the collective or individual loan requests are eligible for the
group solidarity collateral programs. Thisled to an abuse of the principleof group solidarity based on
"onefor dl and dl for one." It hasbeen noted in thefield that there are problemsinsidethe AVs
when theloansand the activitiesto beguaranteed are not decided by thegeneral assembly. According
toKafo's management, thejoint and several guarantees of theloans by the membersof theAV at the
BNDA must belimited to the productive usessuch as production and marketing of cotton. However,

| bdievethat thisshould also be truefor other subsectors, such as cereds.



Thegroups must be allowed to self-select each other to haveto credit, and their sizesmust belimited

to reduce the risk of free-rider in the group.

A more measured view of MFIs’ credit schemes must be adopted, and thereisaneed for recognition
that they are not magical development solutions, but they can neverthel ess beimportant catalystsfor

other social and economic change.

Making such loans afunction of savingwill induce the memberseager to obtain consumption

loans to save more.

With respect to the economic and socia environment collapsing due to managerial problems at
CMDT inthe Mali-South, the search for theimmediateand durable solutionsimplyingdl thepartners

of the zone is imminent.

After having known extraordinary successes since its creation in 1987, the microfinance network
Kafo Jiginewisgoing through acritical stagetoday. Thecrisis, which hasjust shaken thecotton belt
of Mali, stronghold establishment of Kafo Jiginew, had theeffect of apublicwarning. Thereisaneed
to surely and slowly develop diversified and sustainable production systemsthat in the long run will
make full use of loca knowledge, increase self-reliance and have strong linksto the local rura
economy. However, the question that remainsis: how will areliablerepayment scheme be devised for

this more diversified, less cotton dependent economy?



CHAPTER VI

CONCLUSIONS AND FURTHER RESEARCH NEEDS
Since the introduction of the agricultural marketing reforms, Maian agricultural production has
sgnificantly increased on yearly basis, on average of 5%. The privatetradersarefull participantsin
thewmmercidization of cereals. However, one of the mgor challengesfacing the agriculturd sector
Is a sustainable production credit system. The cereal market liberalization reform policiesand the
devduation of the CFA franc have radicdly changed the Mdian agricultural environment. It has
changed from subsistence agricultureto a more commercia and processing-oriented sector. In the
meantime, the banking sector hasretained its character of providing short-termfinance, and capita
markets remain either weak or absent in the mgjority of cases. Bankingand finance structuresin Idli
reman underdeveloped. The financid markets are characterized by the limited outreach of the
commercial banking system, which operateswith a high urban bias. Banksarelocated in the capital
city, with just afew branchesintherural areas. Thus, rural people(over 80 percent of the population)
havelimited or no accesstoformal financid services(Ouattaraet al. 1999). A real gap hesemerged
In development investment financethat needsto befilled. To improvethe paformanceof the financial
intermediationin servicingthe citizensof Mdi, the financid ingtitutionswill need to changeto their
conduct in providing financid services. In thischapter, wewill present the main conclusions and SOme
of the changesthat need to be donein the monetary policy, loan evauation procedures, axd how to
improve the linkage between commercia banks and the microfinanceinstitutions.
Monetary, legd and regulatory Policies
Prior to the financid sector reform policies, the government and the Central Bank rules such as
excessve bank reserve requirements, directing a large share of bank credit to parastatals, risky

sectors, and other unproductiveinvestments, fixed interest rates, and usury lawsdigtorted theefficient
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alocation of resources and increased information asymmetry between the different participants
(financid intermediaries, borrowers, and depositors) in the financia sector (Yaron et al. 1997). The
monetary policy hed usury laws that were making it impossibleto make the kinds of smdl, risky,
high-cost loansthat aretypicd in rurd areas. In Mdi and in dl state members of the WAEMU, the

monetary policy wasineffectiveinits quantitativeand its selectivecontrol objectives(Masini, 1987).

Prudential regulation and supervisionin thefinancia marketsare essential € ementsin preservingthe
stability of theinternational monetary and financia system. In thisrespect, wewelcometheprogress
on the strengthening of capital standards, including the recent agreement on capital adequacy
standardsfor banks exposure to market risk, improved disclosure and enhanced survelllance. The
solvency of the banking system isin question. Based on my own observationsand variousdiscussons
with experts in the sector, we conclude that Mdi's financid system is characterized by poor
management of financid ingtitutions, weaknessesin interna structures, lack of interna controls,
inadequate analysisof requestsfor credit, weak monitoring of outstanding loans, and poor recovery

systems.

Loan Officers’ Policiesin Lending to Agriculture

Of the 3 banksanalyzed, only BNDA has aformulafor determining creditworthiness. |n most cases,
the loan officer must assembleand evaluateinformation and then determinewhat the entire picture
lookslike. Theapproachis smilar to what the traditional bank lendersrefer to asthe" Four Cs' of
lending: Credit, Capacity, Collatera, and Character. Commercid banksusethe same rigorouscredit
assessment principles, but apply them to situations in which ‘the lender must rely on borrower

character and cash flow from the business. The loan application and the first meeting with the



borrower are thefirst screen ofwhether abusinessisa potential candidatefor credit. Beginningwith
thefirs meeting, the lender must evaluate the quality of the businessdeal, thefit with the borrower's
experience and capacity, and whether the financing amount and structure is appropriate. This
approach is not different from what other banks do in richer countries. However, loan officersin
developing countries have more difficultiesin complyingwith the proceduresdue to the problem of

information asymmetry.

In Mali, loan officers are using lending procedures that are inadequate for the liberalized cereal
subsector. The whole farm credit system should modified from alimited informal, traditional, local
savings and lending arrangement to an integrated, formal, national savings and credit system.
Commercia banks have no or little experience when it comes to rura financing. Most of the banks
lack incentives and resources to train their personnel properly and to create innovative lending
methods. Many banks haveinherited civil servants, who lack the appropriatetrainingin the banking
sector. Most of those ex-civil servants havelearned bankingon thejob. Therefore, they cannot detect
weaknessesin the systemdueto their limited insight and training. During the study, whenasked why
they are using these procedures to process the loans, the typical reply was: "' because it has always

been done thisway."

Also, few qualifiedfinancial training service providersexist in Mali. This makesit very difficultfor a
bank's managersto provideitsstaffwith appropriate training. Thelocal trainingingtitutesdo not have
the capacity to developthe coursesand then deliver them simultaneoudly over avery tight timeframe.
The alternative solutionisto send the loan officersto neighboring countriessuch as Cote d’Ivoire,

Senegal and Morocco, or to Europe and the US. Thislast option is expensiveand requiresthe loan
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officer to be away from his daily duties. The opportunity cost istoo high, asloan officers manage

large numbersof loans.

In Mati, commercial bankswill not haveany incentiveto increasetheir activitiesin rural areasunless
new lending procedures are devel oped, which will mitigatethe risk and reduce transaction costs. To
do so, specialized public guarantee facilities, which go beyond the mere provision of a guarantee,
should be created. Theseinstitutions should also provide other services to encourage bank lending.
For banksunfamiliar with the sector of smdl borrowers, itisextremely difficult and costly to identify
potential borrowers and to collect the required information on their financia needs, their business
proposals, their collateral situation and their management capabilities. Therefore, donors could work
in conjunction with both the banks and the MFIs. Instead of channeling dl their funds into loan
guarantees or interest-rate subsidies, the donors could providefundsto the banksto subcontract to
the MFI’s to do their loan screeningand supervision of loans to farmers. Accordingto the banks, the
largest share of transaction costs related to lending to smdl borrowersis from the loan recovery
costs. Thereforethis type of support from thedonor may thus result in aconsiderablecost reduction

for the bank.

BNDA should useamix of expert opinion and a simpleprice-forecastingmodel to forecast pricesfor
each subsector where they intervene. Theforecasted prices should be used to computethefarmer's
repayment capacity not the current market prices. The Observatoire du Marché Agricole (OMA)

could help develop such priceforecasting tools.



Theassociation ofbankers should develop aLenders Guide fo Best Financial Practices, and install
training and microfinancetechnol ogy packagesto help banksin adopting innovativelending practices
better tailored to the current Malian economic environment. In devel opingthisguide, consultations
must beheid with individua lendersto discussthe valueof theGuide and to tailor it to the needsand

requirementsof the variousinstitutions.

LinkagesBetween Commercial Banks and MFIs

Thereare unexploited opportunitiesfor greater integrationor collaboration between thecommercial
banks and MFIs in serving agriculture. By taking advantagesof these opportunities, the banks will
reduce their administrative costs, as the MFIs will be the intermediariesbetween the commercial
banksand therural clients. The MFls could mobilizethe savingsand supervisetheloans. in exchange,
the MF1s could expand their services, as they would have access to more liquidity through the
commercia banks. To reduce the barriers between banksand MFIs, it is worth exploringwaysto
exchangestaff members, either by seconding bankersto work in an MFI or by having MFI managers
work at abank. Thiswill help addressthe capacity challengesfaced by M Flsand will educatebanker s
about the red risksof micro lending. An MFI can aso achieve this education objectiveby inviting
commercial bankerstosit onitsboard. Once bankersunderstand its operations, they are morelikely

to consider lending to the MFI.



Recommendations

Thefollowing recommendations are the ones that we found pertinent given the current situation of

the Mdian financid system.

1. Thereisan urgency toimplement asocia security number system similar to theexigtingoneinthe
US namdy a system, where a unique identification number will be assigned to each citizen. This
unique number will makeit easier to identify and locate people, and keep track of individud credit

history.

2. A Centrd of Risk should be created for the MFIs like the one for the commercia banks. The
central of risk will be areport where dl the different actors operating in the micro-credit system
will be required to provideinformationon thetype and amount of loansthey grant. Such areport
will reducethe information asymmetry between the lender and the borrower. The lender will be
ableto assessthetrue reimbursement capacity of the farmers, which until now he has been unable
to do. Thisinability totrack repayment capacity hasled somefarmersto take multipleloansfrom

differentMFIs and fdl increasingly into debt. Thisreport wuld beissued by the Central Bank or

an independent agency.

3. The monetary union needsto fully liberdizeinterest rates

4. The government should stop directing the government budget, foreign donor programs and
funded projects to its banks. In Mdi, most of the banks are state-awned. Therefore, the

government feelsobligated to channel enough fundsthrough its banking system so they can ean
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enough revenues to be self-sustainable. The state went to the extreme of forcing every avil
servant with asdary higher than CFAF 50,000 to open abank account in itsbanksin orderto be
pad (sdary) ontime. Thebanks should competefor theright of depositsof thosefunds. Only the

banksthat offer the best quaity servicesand fees should earn the right to the state budget.

. Thereisanead to stop overwhelming the MFIs with foreignfunds. Wedl understand that today
more than ever, the public, tax-payers and politiciansof donor countrieswant more and better
resultsfrom international organizations. Therefore, the internationa organizationsare scouring
the world for success storiesto jump in and be part of Thisis not dwaysa good idea, asthey
mey disrupt the syslem in place. In Mdi, donors founded Kafo Jiginew. In the1990s, with the
success of Kafo Jiginew, everybody wanted to beinvolved with it. Thus, the MFI received funds
from every imaginableinternational financid institution. According to the Director General of
Kafo, "if thefdl of the pricesof cotton perssts, that will undoubtedly affect the Situation of Kafo
Jginew. Evenif externa partners can support us in the short run, the imbaance between the
saving that we mobilize and masses of credit we allocate, risks to compromise our financid

independence.”

The argument used to judtify the use of outside funds is that they have alowed the MFIs to
better meet an increasing demand for larger loan amountsand longer termsto maturity, which
was not being met through mobilized deposits alone. Thus, for the ultimate borrower, the
argumentsgoes, thesearenot subsidized funds and are not different in ppcefrom loansbased on

deposits. Thisis nat thecasein Mdi. Farmersarewdl informed about the sourceof thesefunds.
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Despite measurestaken to inform the farmers that the foreign funds are not donations, the
farmers, who do not trust theforma system private or governmental system, believethat they

aregiven the money and havelittle obligation to pay it back.

6. Fulfill the capacity-building needsof the bankingsystem and regulatory/legal authorities. Thereis
aneed to train bank employeesand hdp banksin implementingsound manageria systems. Some
measureshave been aready taken to remedy to thissituation. TheWorld Bank hasjust approved

aloan for Mdi to strengthen itsfinancial sysem through restructuringand capacity building.

7. Thechallenge now isto implement the palicy, legd, and regulatory reformsneeded to createan
environment that favorsthe development of financid markets. Thelegd and judicid reform isa
vitd part of the overall transition because it providesthe structural framework for economicand
other reforms. A viable legd system isalso needed to attract investment. Many of the basiclaws
are dready in place. The problem is that the laws, even if they are wdl drafted, are not being

enforced correctly, farly, or evenly.

Questions for Future Research

1. Thecotton parastatal (CMDT)ison the verge to be privatized. what effect will thishave
onfinancid intermediationin the cotton production zone, astheinterlinked credit system

will no longer exist?

2. Will the privatization of state-owned banksimprove rural financia intermediation?
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3. WIill the decentralization improve contract enforcement in Mali?

4. What are farmersdoing to improve their reputations with the commercial banks?

5. Isit good business for acommercia bank to serve smallholders/small traders' financial

needs?
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