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Foreword

Concern about Africa’s debt burden has been reggat®iced in international fora,
notably in the ILO Governing Body. In 2001 the Stdtinance Programme initiated a series
of 5 country debt reviews to explore how debt fetieuld be used more effectively for a
sound and sustainable pro-poor financial sectois [Ha to an international expert meeting in
December 2001: Debt Conversion and Micro-Financesl@@ment.

Since then most countries in Sub Saharan Afric&kesout Poverty Reduction Strat-
egy Papers (PRSPs) showing how public finance wbaldlirectly targeted at pro poor ac-
tions. Not surprisingly microfinance figures promamly here. This shows that policy making
has substantially advanced since 2001 in the darecf a more operational link between debt
reduction, poverty reduction and microfinance depeient. Still, many challenges remain as
the Extraordinary Summit of the African Union in &adougou in 2004 made clear, putting
microfinance and debt relief high on the agendageé#iscted in the Declaration and Plan of
Action.

In response to the mandate given by the GovernodyBn November 2005the So-
cial Finance Programme reactivated work in thissaaed commissioned a paper to Danny
Cassimon and Jos Vaessen of the University of AmtwEhe paper gives an overview of the
conceptual and operational issues in linking PRSPsicrofinance promotion in Sub Saharan
Africa. It is part of a larger joint initiative biyne ILO and the Government of Frafck pro-
vides a framework for ongoing field operations bg Social Finance Programme advising —
in the context of Decent Work Country Programmése-governments and social partners in

Madagascar, Mali and Tanzania on building pro mostainable microfinance capacities.

Bernd Balkenhol
EMP/SFP

www.ilo.org/public/english/standards/relm/gb/dmt294/pdf/esp-3.pdf
«Convention France — BIT dans le domaine des femgolidaires », June 2006
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Introduction

Debt relief and microfinance development appeawasimportant themes in the current
new development architecture, especially within flaenework of reaching the Millennium De-
velopment Goals (MDG). Both themes also appear premily at major international confer-
ences or meetings, be the G8, the recent UN MiilenrSummit in New York, the Ouagadougou
Declaration of the African Union, or other regiordtican initiatives such as NEPAD.

In recent years, debate on debt relief was doméhal the HIPC-Initiative (Heavily
Indebted Poor Countries), for which around 40 coest most of them from Sub-Sahara Africa,
were eligible. After being stalled during a numbémprevious G8 meetings, the most recent G8
meeting in Gleneagles provided a breakthrough aiditey to grant additional debt relief, within
a clear MDG perspective, albeit for the same ceemtiAt the same time, it continued to further
explore other avenues for ‘scaling up’ aid, by logkfor other sources of additional funding
such as the International Finance Facility, with #éim of frontloading future development aid, or
global taxes, such as airline ticket levies.

At the same time, also microfinance continuedam gorrominence, spearheaded by the
Micro Credit Summit Campaign and the 2005 UN Inéional Year of Microcredit. Inspired by
the examples of leading microfinance institutiossGrameen Bank, BRAC and ACCION, the
microfinance sector has experienced a substantatase in outreach during the last ten years.
The Microcredit Summit Campaign has set the taojeteaching 100 million of the world’s
poorest families in 2005. Next year in 2006, evidewill be presented to what extent this target
has been reached. Notwithstanding the increasedlgrity and outreach of microfinance institu-
tions (MFIs), in most countries huge areas andosedf the population are still unable to access
microfinance services. In addition, much remainbdécdone in terms of building capacities, de-
veloping different financial products in cost-efige ways and creating and strengthening ap-
propriate institutional and regulatory environments

Although both themes always appear in these dsadas, they can be found in separate
chapters, without any attempt whatsoever to liathThis is not so strange. Although establish-
ing a stronger link between both debt relief androfinance development has a natural and clear
intuitive appeal, the conditions for linked inifiggs to become optimal interventions might not

materialize as easily as expected.



This concept paper tries to make a brief but amappraisal of the potential for linking
both issues. It is structured as follows. The fsesttion looks at the issue from a theoretical fpoin
of view, establishing first the necessary condgifor donor operations on debt relief to be opti-
mal interventions, focusing on the aspects of a&lthl resource generation and desirability of
earmarking; this general conceptual frame is thegcifically applied to ‘debt-for-microfinance
swaps’. Section two then reviews linking practiteat are already active, while section three
suggests some practical steps for further studyopedational networking on the issue. In devel-

oping our ideas and reviewing current practiceywikfocus on Sub-Saharan African countries.

1. Debt relief and microfinance: finding the link

When evaluating the impact of debt relief init¥@s, including debt swaps, it is helpful
to disentangle total impact into two broad compdsehereafter labeled the impact on the
amount of resources available, and their produgtion the one hand, and ways donors try to
influence to what purposes the funds are usedyibesicby the general term ‘conditionality’, on
the other hand. We will briefly assess both comptseefore applying this to the link between

debt relief and microfinance development.

1.1. Debt relief and its potential for resource ad  ditionality

First of all, we consider the impact on the amoamd productivity of resources avail-
able. In principle, debt reduction, be it in thenfioof debt service or debt stock reduction, frees
resources that can be rechanneled towards othedisige This is only the case when, in the ab-
sence of debt relief, debt would have been (fulg)viced. If this is not the case, the resource
impact of debt reduction is limited to an accougtatean-up of historical and future arrears ac-
cumulation. Real resource savings equal the shadel service actually transferred in the ab-
sence of debt relief. And, as such, one dollaredftdelief is not necessarily equivalent to one
dollar of new money. But even such an ‘accountilegut-up’ can still be useful because of indi-
rect impacts.

Such an indirect effect occurs when excessivé siefvice severely crowds out spend-
ing on development priorities and provokes submogtifiscal and other government decisions
(excessive domestic borrowing, excessive inflatiprimancing, excessive taxation of some sec-

tors in the economy), as well as weakened incesitiee economic reform. As a consequence,



both private domestic as well as foreign investorght be discouraged to invest in the economy.
The overall result will be, among other things,eprssed economic growth rate. This is some-
times referred to as the debt overhang hypotheBibt relief can then be an important element
of a package triggering return to a virtuous ciréhereasing resources from private and public
sources. This works in two ways. First, under datgrhang, donors may intervene to allow the
country to stay current on debt service paymeatber than for genuine development purposes;
debt reduction can stop this. Second, followingribe aid effectiveness literature, once the debt
problem solved, it is optimal to increase intervams in that country since the productivity of
one more dollar of aid is higher there.

Obviously, debt reduction as an intervention chift Zlonor interventions towards
countries with a substantial debt, at the experisgh®rs. Debt relief enables donors to attract
additional resources that would otherwise not Hasen available. This ‘additionality of donor
resources’ is one of the essential features of magent debt reduction initiatives, and especially
the MDG logic: debt reduction should be ‘additiorialtraditional aid.

Many ‘marginal’ debt reductions are not likely generate a substantial development
effect, and will not generate this additionality.d small debt reduction operation, the probability
will be very low that the last dollar reduced franrelatively large debt stock would have been
repaid by the debtor government. Consequentlypdsdcot free resources at the level of the re-
cipient country, change the economic behaviouretitor governments or induce external finance
providers (Bulow and Rogoff, 1988), instead it wgienerally consume donor resources that
would otherwise be used for alternative purpasBgbt swaps also entail high transaction costs
because of legal problems and the large numbentefmediaries, especially when involving

commercial debt.

® A lot of authors question the negative strictsaditly relation between external debt and growthldéev-income countries.
Rather, an excessive external debt is one of thms of the systemic development problem of tlvesmtries. As such,
a lastingsolution calls for systemic changes, including liackinstitutional, political and other weaknessieswhich debt
reduction will be a necessary ingredient.

4 Additionality might be difficult to measure inaiity. On the one hand, we have to watch out fangipms of ‘false addition-
ality’, such as increases of ODA due solely todeaerous OECD/DAC rules with respect to ODA-accahitity of debt re-
lief. On the other hand, situations of ‘quasi-aidditlity’ can arise, such as increases in the aibbt utilization rate due to
the relatively high speed and ease, with which dehtellation can be executed, relative to othnientions such as pro-
ject or even budget support.

®  For example in case there are important diffegeric discount rate between the debtor and thétared



1.2. Appropriate debt relief conditionality and ea  rmarking

The fact that more resources are available doeautotnatically mean that they will be

used for a desired, e.g. development purpose. Botiwrefore, want to influence the utilization

of funds, or change recipient country behavior motaer way, by using ‘earmarking’ whether

micro-earmarking, sector-earmarking or macro-eaking?.

Micro-earmarkingimplies that debt relief savings are placed imtjgimanaged

counterpart funds, outside the government budg@bguseparate implementation
and monitoring mechanisms (Project Monitoring URiKU) outside the govern-
ment’s public system. Its features are ‘old’ projlegic, high donor commitment,
ease of monitoring and effectiveness evaluatioh kiggree of donor accountabil-
ity, fungibility, high transaction costs, lack abrig-term capacity building and
strengthening of the public management and M&Eesgstand weak ownership
and sustainability.

Sector-earmarkingefers to the mechanism in which funds releasewh febt ser-

vice obligations are used to support the governnbemiget in specific sectors,
such as health, education, environmental conservatr, more specific,
HIV/AIDS. It is equivalent to sector budget suppdttis typically integrated into
the government budget, and execution and monitasi¢jgned, using as much as
possible the government’s own systems. Donors npgéfier this option because
they may have a comparative advantage in a giveorse

Macro-earmarking can be defined as a mechanism in which fundsseld from

debt service obligations are used to support theergonent budget in specific
(jointly established) areas of social interventiam,more than one sector. The
same basic reasoning developed for sector-earngaeqpplies here, but from a
multi-sector perspective.

An extreme form of macro-earmarking refers to debef savings that are not tied
to specific activities. It is ‘deliberate fungiliifi, where funds from debt relief are
pooled with budget resources, to be spent on tkergment’s priorities according
to development plans such as the Poverty ReduSioamtegy Paper (PRSP), a

®  Note that this classification is not specific &é@bt reduction-related interventions, but is useaid interventions in general.



MDG plan, etc. In principle, they could be callegbtifor-PRSP swaps, or debt-
for-MDG swaps. The termon-earmarkedise highlights the alignment with do-

nor development priorities, and government systehnsiplementation and M&E.

1.3. Why link debt relief to microfinance?

Are there opportunities to link debt relief to mafinance? As MF is a multi-purpose
vehicle that can help attain several MDG at theestime, it is certainly legitimate to explore the
scope. Donor support to microfinance, through geardan funding, can be enhanced by links to
debt relief, which could help up-scale operatioN&rginal’ operations involving small amounts
of debt, which are then micro-earmarked to micrfice sector will not make a dent in terms of
development impact. Moreover, whatever marginah gaibe derived, it will most likely be dis-
sipated away by the high transaction costs invol\&sttor level interventions of debt relief in
favour of microfinance and at the expense of osleetors could be justified by the expected sub-

stantial social benefits, for example employmeatja inclusion and encouragement.
Integration in current debt relief practices

Assuming that microfinance sector development supig a legitimate priority sector
the question is how to integrate it in current goospective) debt relief practices. Another ques-
tion is how to differentiate their application betn different types of debtor countries, HIPC
countries and non-HIPC low-income countries (LICS).

Debt swaps, from the mid eighties to the beginrohghe nineties, was executed by
bilateral Paris Club donors on their own debt ciimere carried out through counterpart funds.
Debt swaps were also managed by multilateral dooprsrganizations (such as UNICEF), or
NGOs, exchanging commercial debt, bought at a disigdor local counterpart funds. This was
changed by stock debt relief, as embedded in thie B&ub Naples terms, soon followed by the
HIPC Initiative (see box 1). Swaps have lost tlagipeal to both debtor and creditor countries.

Earmarking has been replaced by 100% bilateral citellation. HIPC introduced a practice of



implied non-earmarking, with (real) debt relief sayspent according to the priorities set forth in

the PRSP of each HIPC courftry

Box 1. TheHeavily Indebted Poor Countries (HIPC) Initiative

The HIPC-Initiative envisages debt sustainabildy fieavily-indebted poor countries, by reduc-

ing debt to a common threshold debt level, exprkssea present value (PV) of debt to exports @it
150%, or in fiscal terms (a PV of debt to fiscalarues ratio of 250%). All creditors reduce thédirns
proportionally.

At present, 18 countries fully completed the HIP®@agess, having reached the ‘complet
point’, and received irrevocable debt stock réliéb more countries are halfway, having reachedci
sion point agreement, in which the amount and auiditities of HIPC debt relief is determined inrir
ple, these countries receive so-called interim delf. 10 more countries still have to fulfil senentry
requirements. Furthermore, the extension of theafled sunset clause up to the end of 2006 potgn
enables more countries (such as Haiti, Kyrgyz Repaimd Nepal) to qualify as HIPC country. Overg
currently committed debt relief amounts to aboubBiBon USD in present value terms.

The HIPC initiative is more than an ‘accountingacieup’. Half of total debt relief reflects re
savings, available for additional priority spendirgjoint IMF/WB forward-looking monitoring frame|
work, the Debt Sustainability Framework (DSF), cameld with prudent borrowing guidelines (e
minimal grant elements) should ensure future destiasnability, not only for HIPCs but for all LICs.

Benin, Bolivia, Burkina Faso, Ethiopia, Ghana, GugjaHonduras, Madagascar, Mali, Mauritania, Mozauéj Nicaragua
Niger, Rwanda, Senegal, Tanzania, Uganda and Zambia

O

on

ia
all,

al

The G8 Initiative builds on the HIPC-initiativeramting additional multilateral debt

relief to post-HIPC countries (only). It is not atewhat the conditionality implications of the new

G8 initiative will be.

7 Even in the HIPC-Initiative ‘non-earmarking’ istnthe automatic option taken. In some countridsere e.g. PFM systems
were felt to be insufficient, even HIPC (usuallyenm) debt relief relied on micro-earmarking, inngiple as a transitory
mechanism. This was done using the so-called tutgihal fund mechanism (IFM), having al the chéesstics of what we

call micro-earmarking. Sometimes, donors rely oterimediate types of earmarking, such as the seetalirtual fund

mechanism (VFM) in which HIPC relief and its desited expenditures were integrated into the budngtaccounted for

separately using separate budget lines (IMF/WB120De Groot, Jennes and Cassimon (2003) have sttationly VFMs
are useful as a transitory mechanism.



Box 2: The new G8 debt relief initiative

The new proposal builds on the HIPC Initiative avilll result in the cancellation of all remain-
ing debt outstanding vis-a-vis three major mulkitat creditors, notably the World Bank (IDA), thériA
can Development Bank (AfDB) and the IMF, for allR@ countries that have reached completion point
status (only). Currently, 18 countries are eligitolethis additional debt reduction.

This additional cancellation will free additiona&sources for debt reduction, to be spent on de-
velopment priorities within the MDG/PRSP framewoHar the beneficiary countries, this additional tdeb
cancellation will result only partly in additionakt flows: with respect to IDA/AfDB claims, the deb
service cancellations will be subtracted from tbantries’ prior allocations of new money, so nei
will not immediately increase. However, since IDADB are supposed to be compensated for the debt
reduction ‘dollar for dollar’ by additional bilat&r contributions, these additional bilateral cdnitions
will increase funds available to IDA/AfDB, to beesy on all countries eligible for IDA/AfDB funds.sfa
result, all countries will benefit in terms of glily higher net flows, as compared to the situapaor to
the G8 proposal, and fairness rules are maintdieésleen HIPC and non-HIPC eligible countries. frer
IMF, it will have to cover the full cost of the tiative with its own resources, but the G8 propakzgs

ensure that the IMF continues to have sufficieamafficial capacity to continue to assist low-incormenz
tries.

—

The PRSP approach is extended to all LICs that teargmain eligible for concessional
IMF or WB finance in future. Here, supporting deblief operations could be optimal for coun-
tries that are on schedule in servicing debt, boissigns of debt overhang characteristics. To
the extent that microfinance sector developmeidastified in the PRSP of these countries, this
might provide the international community with @osig case to advocate the link of microfi-
nance promotion by debt relief in these countries.

1.4. Possible uses of debt relief in microfinance

Debt relief can help correct market failure by:

. correcting biases in outreach of MFIs

. making available types of funding that are undepiad by the ‘market’

»  supplying public goods in microfinance (providindeguate regulation, enhancing

the delivery capacity of MFIs, supporting APEX inhigions).

Outreach bias

Outreach of microfinance to rural areas, home #ontfajority of the approximately 1.2
billion people living on less than 1 US$ a day, aéms underdeveloped. The costliness of deliv-
ering financial services to the poor is compounbgdong distances and obtaining credible in-

7



formation on potential clients. Not surprisinglyany MFIs mainly operate in urban and peri-
urban areas. Microfinance in rural areas in theldvigran exception. Governments could correct
this bias by giving an appropriate incentive comalion of grant and refinancing support to pio-
neering MFIs who venture into rural areas. Sucmeasing MFIs generate positive externalities
(e.g. in terms of screening out bad borrowers,ticrga repayment culture) for other MFIs. Con-

sequently, a case for subsidizing these institgtzam be made (Hulme and Mosley, 1996).
Adequate type of funding

Donor support for MFIs is often in the form of tismfor onlending. They are easy to
monitor for donors and have high impact. Howevermany cases the availability of funds for
onlending is not the most limiting factor for inasng outreach (Pearce, 200 )orse, the con-
tinuing practice of donors to provide funds for emding to successful MFIs might crowd out
commercial funding, which is increasingly availalide established MFIs. In such cases public
funds should be diverted to promoting linkages leetwMFIs and commercial institutions, for
example by supporting guarantee funds or suppligings to MFIs with which they can leverage
external commercial funds for onlending (Gibbond 8eehan, 2002). In situations when MFIs
are legally allowed to capture savings, supportic@o to the build-up of adequate capital re-
serves.

One of the major challenges for an MFI concernsathiity to cover operational ex-
penses in the start-up phase as well as in peabdspid expansion of outreach. As argued by
Gibbons and Meehan (2002) donors could providenfiean the form of quasi-equity, e.g. soft
loans subordinated to other debt, as illustrate@® BPFUND, an investment fund providing eq-
uity finance to MFIs in Latin America (Silva, 2005)

Supply of public goods

Public goods are undersupplied by the market. Aesalt of the growing popularity and
outreach of MFIs the demand for public goods hasvgrsubstantially and measures are being
taken to provide them by, for example,

. creating an appropriate framework of legislatiod aggulation

8 It is worthwhile noting that in many instancesnhersome procedures and conditionality of donod$uto constitute a prob-

lem for MFls.



. enhancing the delivery capacity of MFIs (e.g. pdawy support for capacity build-
ing initiatives, facilitating learning processes psomoting the dissemination of
information on good practices and innovations maficial services)

»  supporting APEX institutions (wholesale instituts)rand loan and deposit guaran-

tee funds (available to all licensed/registeredvapgd MFIS).

2. Debt relief and microfinance: Some examples
2.1. Multi-sector earmarked operations

‘Macro-* or ‘multi-sector-earmarked’ debt relief moerns the situation in which funds
released from debt service obligations are usedufiport the government budget in specific
agreed upon areas of intervention. An example afcim-earmarked’ debt relief is the French
C2D initiative.



Box 3: C2D: ‘Contrats de Désendettement et de Développement’

The C2D initiative of the French government seeksetluce of the bilateral debt burden
debtor countries tied to investments in sectort ¢batribute to the development of the debtor cour

of
t

Upon completion point of the HIPC initiative an agment between France and a debtor country is

signed for three years regarding the further rédnaif remaining outstanding bilateral debt note®d

by the HIPC initiative. Although the C2D is closdligned with the HIPC initiative there are at keps

two major differences. First, in C2D the debtor mioy actually pays the debt to the French Treasury

upon which the French government pays an equivalemtinto the Treasury of the debtor country. S
ond, in C2D the French government has a substa#iawith regard to the allocation of the funds

comparison to the HIPC which concerns ‘non-earndirélebt. While the C2D initiative aims to support

ec-
in

activities in line with the Millennium Developmef®oals and a debtor country’s PRSP, it specifically
focuses on four sectors: education and vocatioaalihg, primary health and combating endemic dis-

eases, physical planning and infrastructure atidhel of local administration, natural resourcesnm
agement. Priorities within these sectors are détemnin consultation with civil society. Allocatioof

a

funding within these sectors can be in the fornrmofe general budget support or tied to specific pro

jects (determined jointly by France and the debtamtry).

From the operational side, C2D is managed on thedfrside by three different governmer
actors. Financial transactions and negotiationk thie debtor country are managed by the Ministr
Economics, Finance and Industry and the Ministrifafeign Affairs. Implementation of the C2D is t
responsibility of the French Agency for DevelopmgkiD). In principle, 22 countries have been ide
fied as eligible for the C2D initiative. Currentiyne countries have signed a contract or are irpthe-
ess towards negotiating a C2D contract: Boliviam€aon, Ghana, Madagascar, Mauritania, Moz
bigue Nicaragua, Uganda and Tanzania

Example: Mozambique

In 2001, a short time after Mozambique had reathedHIPC completion point, a C2D co
tract was signed with the French government. Orofdhe debt relief for Mozambique under the Hl
initiative it was decided to proceed towards 100®atéral debt cancellation, reducing the remain
outstanding debt of approximately 95 million Eulgsmeans of the C2D initiative. The conversion
this debt is distributed over different contradte first C2D (2001-2004) covering 29,8 million BU
and the second one (2005-2007) 21,5 million Euros.

One of the components of the debt conversion pa&ckader the first C2D is the support 1
the micro-credit project ‘Les Caixes Comunitari@sQredito e Poupanca’. A grant of 3,1 million Eu
has been allocated to broaden the outreach amdyten the financial and institutional sustainaypidif
the MFI. The MFI has an outreach of approximat€ly000 clients of whom 60 % are women. The
ject envisages reaching more small farmers in tw@ipces and informal sector micro-entrepreneur
Maputo.

Sources: Ministry of Foreign Affairs, France: twww.diplomatie.gouv.fr/solidarite/economie/c2d/
DAC Peer Review of France, 2004: http://www.oeogldataoecd/31/40/32556778.pdf
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2.2. ‘Non-earmarked’ debt relief in a PRSP context

‘Non-earmarked’ HIPC debt means that, funds relkkdsam debt relief will be spent
according to the priorities set forth in the PRSRach HIPC country. In Africa most countries
are HIPC countries and over the last five yearemeduced a (interim) PRSP. Support for mi-
crofinance in HIPC countries should first and foosibe based on the specific microfinance
related priorities stipulated in each country’s PRJ$able 1 provides a overview of the role of
microfinance in the different poverty reductionastgies of the 30 HIPC countries as well as
non-HIPC countries for which a PRSP is available.

11



Table 1: Tentative overview of therole of microfinancein the PRSP in SSA

Country type of referenceto separ ate sub microfinance | type of support target sectors/ groups
document microfinance' | section? sector
per spective?’
Benin PRSP yes yes yes outréachgulation, capacity rural, agricultur§ women, youth,
building® SMEs
Burkina Faso PRSP yes no yes outreach, regulation ural, agriculture, fisheries, handi
crafts, farmers, women
Burundi Interim-PRSP | yes no yes outreach, capéadiiiging rural, agriculture, fisheries, handit
crafts, housing (rural and urban),
SMEs
Cameroon PRSP yes no yes outreach, regulatiomdéatbe- | rural, agriculture (and
tween conventional financial insti; environmental conservation),
tutigns and MFls, capacity build- | artisanal mining, SMEs
ing
Cape Verde PRSP yes no no outreach, capacity bgildi rural, agriculture, fisheries, SMES
Central African Republic| Interim-PRSH  yes no no reath women, youth
Chad PRSP yes yes yes outreach rural, agriculBME&s
Democratic Republic of | Interim-PRSP | yes no no outreach rural, urban, aljue, women
the Congo
Republic of the Congo Interim-PRSP  yes yes no aatreregulation rural, agriculture, women
Cote D’lvoire Interim-PRSP | yes no yes outreachylatipn rural, women, SMEs
Ethiopia PRSP yes yes yes outreach, linkages bato@me rural, agriculture, urban, women
ventional financial institutions ang
MFIs, regulation
The Gambia PRSP yes no yes outreach, regulation al, agriculture, SMEs
Ghana PRSP yes yes yes outreach, capacity building rural, agriculture, fisheries, handi-
crafts, youth, women, disabled
persons, oher vulnerable groups,
SMEs
Guinea PRSP yes no yes outreach, regulation, agpaci | rural, agriculture, fisheries,
building women, SMEs
Kenya PRSP yes yes yes outreach, linkages betvegen c | rural, agriculture, women, youth,

ventional financial institutions and

MFIs, regulation

SMEs
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2]

Country type of referenceto separate sub microfinance | type of support target sectors/ groups
document microfinance' | section? sector
per spective?’
Lesotho PRSP yes no no outreach rural, agricultuten, women,
SMEs
Madagascar PRSP yes yes yes outreach, regulation ral, agriculture, fisheries,
construction, SMEs
Malawi PRSP yes yes yes outreach, regulation, itrgraady- | rural, agriculture, women, artisan
sis, research on new lending methmining, SMEs
odologies, capacity building, link-
ages between conventional finan
cial institutions and MFIs
Mali PRSP yes no yes outreach, regulation ruralcalqure, handicrafts,
housing, women, SMEs
Mauritania PRSP yes no yes outreach, regulatiqraaity rural, agriculture, fisheries, peri-
building, linkages between convepurban, housing, handicrafts,
tional financial institutions and women, SMEs
MFIs
Mozambique PRSP yes no yes outreach, regulatipacis rural, agriculture, youth, SMEs
building
Niger PRSP yes no yes outreach, regulation rugaic@ture, handicrafts,
women, youth, SMEs
Rwanda PRSP yes yes yes outreach, regulationrcbsea rural, agriculture, commerce, (ur-
ban) housing, SMEs
Sao Tome and Principe PRSP yes no no outreach , agradultural
Senegal PRSP yes no no outreach, regulation, leskeg- | rural, agriculture, handicrafts,
tween conventional financial instii SMEs
tutions and MFIs
Sierra Leone PRSP yes yes yes outreach, reguléitikages be- | rural, agriculture, housing, mining

tween conventional financial insti
tutions and MFls

youth, women, SMEs
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Country type of referenceto separatesub | microfinance | typeof support target sectors/ groups
document microfinance' | section? sector
per spective?®
Tanzania PRSP yes no no outreach rural, agriculture
Uganda PRSP yes yes yes outreach, regulation,ibapac | rural, agriculture, SMEs
building, linkages between convep-
tional financial institutions and
MFIs
Zambia PRSP yes no no outreach, regulation ragaiculture, youth, women,
SMEs

Source: elaborated on the basis of the (interimSfPRocuments available at:

http://web.worldbank.org/WBSITE/EXTERNAL/TOPICS/ERDVERTY/EXTPRS/0,,contentMDK:20195487~menuPK:42Hid0ePK:148956~piPK:21661

8~theSitePK:384201,00.html

1
2
3

Does the (interim) PRSP refer to microfinancevétis (e.g. microfinance, microcredit, financepmor sectors of society, etc.)?
Is there a separate section on microfinance anfifal sector development with specific (amplegraton to microfinance?
Is microfinance only perceived in terms of its giyution to alleviate poverty or strengthen protile sectors or are there also clear indications of
developing the microfinance sector as such?
Expanding outreach of current MFI and/or creatireyv MFIs (incl. setting up guarantee and investnfants for MFIs). Support to MFIs without

specifying the type of support.

Regulation is used here as to refer to a categbractivities, including some of the following (damling on the country): improved legislative and
regulatory framework, increased supervision arafadioation, and/or policy development in general.

Training, technical assistance and other formaippsrt to MFls.

And strengthening linkages with the government.

Including livestock.
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Microfinance has a key role in the PRSP in SSA.hAll one of the PRSPs in SSA em-
phasize the importance of microfinance. In someegas.g. Malawi, Uganda and Ethiopia the
PRSPs contain quite elaborate analyses and statémi the microfinance sector. In addition,
PRSPs from a number of other countries spell opli@kmicrofinance strategies to be supported
by HIPC funds. In the PRSP of Mali one can eved &rconcrete indication of the percentage of
the funds released by HIPC that should be allodatedicrofinance. The fact that quite a number
of countries have dedicated a separate (sub) seatitheir PRSP to microfinance shows the im-
portance attached to microfinance in SSA.

All PRSPs in some way or another discuss the cainssrof limited access to finance
for poor people. Increasing outreach (e.g througidihg for on-lending, setting up guarantee
funds, creating new MFIs) is considered a priorBypport for reinforcing the legislative and
regulatory framework for microfinance also featuypesminently in the different PRSPs.

The different types of support for microfinance elepment can be grouped in four
categories: outreach, linkages between conventifmahcial institutions and MFIs, regulation
and capacity building. Examples are:

Outreach:

. Mauritania: creating a so-called Maturation Fundttengthen MFIs in rural and

outlying urban areas.

. Rwanda: recapitalizing the ‘Banques Populaires’ emcburaging them to develop
mechanisms to finance farmers’ groups with seasamdimarketing credit.

Linkages between conventional financial institui@md MFIs:

. Cameroon: promoting good business relations betwleeMFIs and commercial
banks in order to introduce microcredits to thairtflios.

. Ethiopia: promoting linkages between commercialkisaand cooperatives which
act as intermediaries between banks and farmers.

Regulation:

. Guinea: improving the role of the Central Bank asoaersight body for microfi-
nance.

. Kenya: assisting the government in reviving ananeing the existing microfi-
nance sector by improving the supervision and nefof MFIs with poor institu-
tional capacities and unhealthy loan portfolioghiefault rates).

Capacity building:
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. Malawi: assisting MFIs to put automated manageragsiems in place.

. Cape Verde: providing training to (potential) Miisbasic management tools.

In a number of PRSPs no details are mentioned degpathe type of support needed. In
some of these cases PRSPs refer to microfinanategies with detailed priorities for interven-
tion:

. developing the service of savings deposits foptha: Cote D’lvoire, Ghana, Ma-

lawi, Mozambique, Uganda;

» strengthening credit cooperatives: Cote D’lvoirena, Zambia;

. establishing guarantee funds: Gambia, Lesotho;

. developing the service of microinsurance (espsciallsmallholder agriculture):

Kenya, Mauritania, Niger, Zambia;

Further country-specific inquiry is needed withpest to the sectors and groups that re-
ceive priority attention in the expansion of miénaince outreach. In some PRSPs explicit refer-
ence is made to women'’s access to credit or to 88iEelopment. In other cases, separate sec-
tions on gender equality and support for womentsegmeneurial activities can be found (with
ample attention for access to credit).

A recurring priority across countries is the deméodrural (micro)finance. In many
SSA countries the vast majority of the poor liveghe countryside. In contrast, outreach of mi-
crofinance in the countryside is often weak or emmregions nonexistent. The (peri-) urban bias
of microfinance is most clearly analyzed in the hidgn PRSP. In Uganda (peri) urban outreach
is considered more or less ‘sufficient’, whereabagting rural outreach is considered an abso-
lute priority.
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Box 4 shows some examples of the progress thatimgbmade in Africa in employing
funds released by debt relief to microfinance deweient”

A recent comprehensive review of the PRSP procéssld Bank and IMF, 2005)
pointed at the need for a better prioritizatiorddferent sectors and objectives and a more spe-
cific elaboration of corresponding action plansrr€ntly, new initiatives like a donor-instigated
Performance Assessment Framework are being devklopsupport this as well as donor har-
monization.

There are no mechanisms that specifically moniREP implementation on microfi-
nance. On the other hand, the importance and @ivesds of microfinance development in Af-
rica would clearly justify further work in terms dfveloping appropriate institutional arrange-
ments and tools to improve the monitoring of tHeaation of released HIPC funds in microfi-

nance.

Progress in the PRSP process is monitored by bwhWorld Bank and the International Monetary Fund

(mostly in a joint arrangement). The following mairinciples for M&E of the PRSP can be identified:

« country-specific implementation of policies andities set out in the PRSP is subject to M&E bg gov-
ernment of the PRSP country

¢ PRSP countries are required to produce annual gsegeports on the implementation of the PRSPethes
documents are submitted to the World Bank and IMdFare made available to the public.

« The IMF and World Bank jointly engage in a numbémrctivities within the framework of M&E of the
PRSP; most of the documents produced are availaibhe public:

< annual overall implementation reports

e punctual comprehensive review studies (the mosinteane produced in September 2005)

< Joint Staff Advisory Notes to provide feedback 3P countries (formerly the more binding Joint Staf
Assessments)

e punctual evaluations implemented by the evaluatifines of the World Bank and the IMF
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Box 4: Use of debt relief for microfinance within the PRSP framewor k

In progress reports on the implementation of th&PRxamples can be found of d
relief being allocated to microfinance activitiésfew examples:

Benin (PRSP progress report 2003):

ebt

a pilot study was implemented in preparation oflat;mg the legal and statutgry

framework of the microfinance sector

- 5,926 persons received microcredit through thelynestablished Support Fund for

National Solidarity

Cameroon (progress report 2003/2004):
- improved regulation on conditions of operation¥&fls was created

- as a result of a restructuring exercise by theeguwent 13 weak MFIs were closed

down

- the national microfinance committee defined guig for partnerships between
Central Bank, commercial banks and MFIs

- specific MFIs were supported in order to increasteeach in rural areas
Ghana (PRSP progress report 2003):

the

- over C825 million allocated to microfinance dietiat women (farmers and traders)

by the Ministry of Women Affairs

- community banks in 38 districts received increaedling for onlending to farmer

groups

- 43,156 farmers in 10 regions received loans throwicrocredit initiatives funded

by the Office of the Senior Minister

Malawi (PRSP progress report 2003/2004):
285,074 clients accessed microcredits
- a microfinance network was established comprig¢idd/FIs; one of the functions

the network is to enhance coordination betweerpthate sector, NGOs, the gav-

ernment and donor organizations

Mozambique (PRSP progress report 2003):

- a new law called the ‘Credit Institutions and Ficial Companies Law’ was draft
and submitted for approval to the appropriate asgan

- 50,000 farmers received microcredit

- microcredit programs to support artisan aquacelleurd rural commerce were est
lished in some provinces

Tanzania (PRSP progress report 2002/2003):

- privatization of the National Microfinance Bank

- consultations between the government and thetprsector on microcredit

Source: Worldbank, PRSP _: http://www.worldbank.prgp

! Examples refer to progress within one year. Peneguexamples are given (not representing totagpess or
microfinance support). In some cases results asepied as part of progress under the RPSP altiibadmk

with debt relief is not specified. Consequentlycainnot be clearly established to what extent épented prot

gress is due to funds released through debt relief.

D
o

ab-
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3. How to proceed further

In 2001 the Social Finance Program of the ILO ldngacits initiative to explore the link
between microfinance and debt relief and more @adily the potential for debt for microfi-
nance swaps. The debt situation of most the camin SSA was then quite different from to-
day*®. Most countries in SSA are HIPC countries and heygerienced a substantial debt reduc-
tion which released non-earmarked funds to be amtaccording to PRSP priorities. Given the
importance and scale of this development in Afiacal in the context of the Plan of Action
adopted by the Ouagadougou Summit of the Africaio/in September 2004, the ILO in col-
laboration with other organizations should exantioev to align debt relief and microfinance

promotion within this new context.

The follow-up could be started by

. developing a tool for assessing the potential &stdelief tied to microfinance at
country level covering;

*  type of country: HIPC, non-HIPC LIC (MIC);

. current debt situation;

. microfinance sector needs and priorities (e.g.ta®d in the PRSP, other country
strategy plans);

. the potential for additionality in case of earmatkdebt relief for microfinance.

Our analysis shows that microfinance is a prioisgue in the allocation of funds from
(HIPC) debt relief in almost all PRSP countriesSIBA. Furthermore, several countries have de-
tailed plans for microfinance support, either ieitiPRSP or in microfinance strategies referred
to in the PRSP. One might wish to monitor the @tmmn of funds released by debt relief to mi-

crofinance as stipulated in the PRSP.

. a small conference attended by representativesrardbrganizations and partners
from Africa as a basis for further discussion awidtjinitiatives.

10 Within the framework of this initiative a numbefrcountry debt reviews were undertaken by the ih®elected

African countries.
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Whatever the follow-up it is crucial to link furthsteps to initiatives that are happening
in the region, notably to the actions of the Afriddnion. The 2004 Ouagadougou Declaration
and Plan of Action, emphasize the need to strengéfilorts both in the field of debt relief, as
well as microfinance development, without howeveplieitly linking them. Linking both of
them more explicitly, within the boundaries expkdnin this paper, might offer one of many

fruitful ways of transforming the Ouagadougou pssc@to concrete proposals.
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