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ABSTRACT

The Microfinance and Small Loans Scheme (MASLOS) is the largest Government

Microfinance Scheme in Ghana today with presence in every Municipality and District in

the country. This study investigated the sustainability of MASLOS in the Wa Municipality

of the Upper West Region, Ghana. The study examined the evolution of the lending

procedure of MASLOS, the nature and causes of loan default. The study also examined the

principles and best practices of microfinance which were applied by the scheme. This

study was done against the backdrop that the scheme was confronted with a high rate of

loan default which could affect its sustainability.

The study employed qualitative research methods, complemented by quantitative research

methods and data. The qualitative data were gathered through interviews (in-depth and

focus groups) of clients, employees of MASLOS (Wa), and other stakeholders. Secondary

data was also reviewed.

The results show three distinctive phases in the evolution of the lending procedure of the

scheme. A loan default rate of 80% was recorded by the scheme with an outstanding

portfolio which was 23 months overdue. About 94% of the overdue portfolio had between

7 and II instalments still outstanding. The microcredit loans performed poorer than the

small loans. Seven causes of loan default were identified. Among them include

administrative lapses, over - politicization of the scheme and market failure. The principles

and best practices of microfinance which are considered necessary for sustainability were

not adequately followed to enable the scheme achieve sustainability.

The main conclusion of the study is that, MASLOS is not sustainable In the Wa

Municipality though some modest improvements regarding the incorporation of best

practices in the management of MASLOS has been made. This is because the scheme

management has failed to apply certain basic principles and best practices of microfinance.

Consequently, it is recommended that greater emphasis be placed on the scheme's

adherence to the principles and best practices of microfinance.
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CHAPTER ONE

1.0 INTRODUCTION

1.1 Background to the Study

Lending to the poor was not considered a viable business. The poor was therefore denied

access to credit for a very long time by the traditional financial institutions, a situation

Professor Mohammad Yunus referred to as the 'financial apartheid' of the poor. According

to Basu et al. (2004), only about 5-6 percent of the population in Ghana have access to the

formal banking sector. However, the "World's Banker to the Poor" - Professor Mohammad

Yunus - demonstrated to the world through the Grameen Bank that lending to the poor is a

viable enterprise and that the dual objective of building sustainable Microfinance

Institutions (MFls) and Poverty Reduction can be achieved by lending to the poor. As a

result of this achievement by Professor Yunus, governments and the donor community

have embraced microfinance as a tool for reducing poverty in the Developing World.

Hence, the last three decades have witnessed a proliferation of MFIs and

schemes/programmes across the Developing World. As MFIs were established across the

Developing World including Bangladesh, Bolivia and Indonesia (Morduch, 1999), Africa

including Ghana was not left out in the process.

Microfinance was embraced in Ghana and the microfinance sector in Ghana has been

described by the Economics Intelligence Unit (EIU) as vibrant (EIU, 20 I 0). The players in

the sector are made of Rural and Community Banks (RCBs), Non-Bank Financial

Institutions (NBFls), Financial NGOs (FNGOs), Credit Unions (CUs), Government

Microfinance Programmes/Schemes (GMP/S) and some unregistered entities providing

microfinance services to the poor. As of now the RCBs are dominating the sector as the

largest suppliers of micro finance services in Ghana (Andah, 2005).

However, the combined effort of all these MFls is still not enough to meet the demand for

microfinance services in the country. Thus, meeting demand for sustainable microfinance
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has remained a daunting challenge for stakeholders, especially government. As a

Developing Country battling with poverty, and appreciating the positive impact of

microfinance on poverty reduction, successive governments over the years have tried to

provide microfinance services to the poor as part of poverty reduction interventions.

However, almost all such attempts by governments have failed due to poor recovery of

loans. The preoccupation of government remains the search for scalable and sustainable

microfinance to the poor (CGAP, 2010). The formation of a National Microfinance Centre

(NAMFIC) was an effort in this regard but unfortunately it could not provide the solution

that government expected. A decision was then made to expand the mandate ofNAMFIC

to include Small-Scale Loans and the coordination of donor credit projects/programmes

including those that are community -based. This was to enhance the sustainability of all

government credit programmes. At a cabinet meeting on the 26th of May 2005, NAMFIC

was transformed to Microfinance and Small Loans Centre (MASLOC) with a new mandate

and objective. By this transformation, MASLOC became a public service organization

under the Office of the President of the Republic of Ghana and was inaugurated in

September 2006 as the fiduciary agency of government responsible for the prudent and

judicious management of government's micro and small-scale credit programmes.

MASLOC became an integral component of the Government Growth and Poverty

Reduction Strategies (GPRS I and II).

The mandate of MASLOC is to undertake the necessary reforms and development of

measures that would strengthen microfinance operation as an effective and viable strategy

for poverty reduction. The main objective of MASLOC is to undertake sound and

judicious administration of Government and/Donor project funds for micro and small scale

credit programmes and to also serve as an apex body of the microfinance sub sector.

MASLOC operates a micro-finance scheme called the Microfinance and Small Loans

Scheme (MAS LOS), which was the subject of interest in this study. As part of the

transformation of NAMFIC to MASLOC, ten regional offices were established in all the

regional capitals to see to the implementation of the scheme (i.e. MASLOS) across the ten

administrative regions of the country. A MASLOS briefing paper in 2009 reported that

since its inception, MASLOS had recorded direct loan disbursements at the retail level

2
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(both microcredit and small loans) of about GHS 46.9 million to 133,846 beneficiaries

across the length and breadth of the country. At the wholesale level, loans had been

disbursed to pro-poor programmes of some sixteen (16) Ministries, Departments and

Agencies (MDAs) and some private microfinance groups and RCBs for on-lending.

MASLOS like any other loan scheme is exposed to risks associated with lending which

could make the scheme unsustainable. The greatest risk in lending is credit risk or the risk

of default which could arise as a result of the inability to follow best practices in credit

administration (e.g. poor loan appraisals, poor monitoring and recovery).

Preliminary data obtained from MASLOS-Wa indicated that as at December 2010, the

default rate of MASLOS in the Wa Municipality was high. This is certainly a threat to the

sustainability of the scheme and has given rise to the need to understand the nature and the

causes of the loan default. This study therefore, focussed on the implementation of

MASLOS in the Wa Municipality of the Upper West Region, Ghana. MASLOS has to be

sustainable to achieve its mandate and objectives and this cannot be achieved with a high

default rate. Thus, understanding the nature and causes of loan default could inform policy

making for enhancing the performance and sustainability of MASLOS in the Wa

Municipality.

1.2 Problem Statement

The problem that concerned this study was high loan default and how this affects the

sustainability of MASLOS in the Wa Municipality. Records showed that the Wa scheme

had a poor recovery rate which culminated into a high default rate approximated at 80%.

However, little is known and documented about the nature and causes of the poor recovery

rate that led to this high loan default rate. Also and most importantly, how this high-loan

default could affect the sustainability of the scheme has not been researched. For a scheme

interested in achieving sustainability, a default rate of 80% is most likely to affect the

scheme negatively. For instance, MASLOS may be de-capitalized as 'loanable' funds will

dry up if efforts are not made at addressing this problem.

3
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High loan default affects all stakeholders in a loan transaction (the lender, the borrower

and would-be borrowers, financiers/investors etc) negatively and should be prevented or at

best minimized in any credit scheme. First, high loan default can undercut both the scale of

operations of an MFI and its efficiency (Morduch, 2005). Secondly, high loan default

could affect the sustainability of an institution/scheme and thus defeat the objective of

making credit accessible to the poor. High default implies that the funds for lending are

held up by clients and thus funds for subsequent lending to new clients is reduced

drastically especially for a revolving scheme such as MASLOS. High default rates have

led to the collapse of numerous credit programmes in the Developing World (Braverman

and Guasch, 1986; Kashuliza, 1993). Thirdly, the operational cost of a scheme or an MFI

with high default rate becomes high because of high cost of loan recovery due to frequent

follow -ups on defaulters. Other cost such as legal fees are incurred as a result of

prosecution of defaulters in the law courts. Some defaulters were being pursued by the

Economic and Organized Crime Office (EOCO) to retrieve outstanding loans whilst other

defaulters were being processed for the law courts. These interventions would bring

additional costs to MAS LOS which would not have been incurred if loan repayment was

good.

Finally, an institution with a manageable default rate of below (5%) is well placed to

source external funds for its operations (Hirsch et aI., 2005). MASLOS's main financier is

government, but the scheme could explore funding opportunities for on-lending to its

target, group if default was minimal. The present default regime does not appear to make

MASLOS eligible for most donor funding opportunities. With this high rate of default

(80%), most donors would be sceptical about supporting MASLOS with funding.

MASLOS is a credit-only scheme whose sustainability depends on how effective it can

recover the loans it disburses. Disbursing loans that are not repaid could discourage

MASLOS from giving loans to the poor (CGAP, 2006), but a credit-only scheme such as

MASLOS would not survive without lending. It is common in microfinance practice to

hear MFIs declare communities as 'no-go-areas' because members of these communities

have been perceived to be difficult in repaying loans. Against this background, what is the

4
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nature of default, what are the causes of loan default and how sustainable is the

Microfinance and Small Loans Scheme (MASLOS) in the Wa Municipality? Exploring

these issues will help in sustainability analysis of MAS LOS in the Wa Municipality.

1.3 Research Questions

1.3.1 Main Research Question

How sustainable is the Microfinance and Small Loans Scheme (MASLOS) as a model of

government microcredit scheme in the Wa Municipality?

1.3.2 Sub-Research Questions

1. How did the lending procedure of MASLOS evolve in the Wa Scheme?

2. What is the nature of loan default in the Wa Scheme?

3. What are the causes of loan default in the Wa Scheme?

4. How sustainable is MASLOS in the Wa Municipality?

1.4 Research Objectives

1.4.1 Main Objective

To find out how sustainable MASLOS is as a model of government microcredit scheme in

the Wa Municipality.

1.4.2 Sub- Research Objectives

l. To find out how the lending procedure of MAS LOS evolved in the Wa Scheme.

2. To find out the nature of loan default in the Wa Scheme.

3. To find out the causes of loan default in the Wa Scheme.

4. To analyse the sustainability of MAS LOS in the Wa Municipality.

5
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1.5 Significance of the Study

Governments in the Developing World have taken keen interest in microfinance as a

poverty reduction tool and in pursuance of poverty reduction objectives, various

microcredit schemes/programmes have been established across the Developing World

including Ghana. To make microfinance an effective tool for reducing poverty, loan

default which undermines the sustainability of government microcredit

schemes/programmes in the Developing World (Kashuliza, 1993), should be properly

understood and strategies devised at curtailing it. A good number of government

microcredit programmes have faded out as a result of high levels of loan default. To

enhance the sustainability of MASLOS in the Wa Municipality, it is important to ensure

that default rate is minimal. It is therefore imperative to research into the nature and causes

of loan default and come out with policy recommendations on how to stem the tide and

create a 'default free' or an acceptable default rate regime in government microcredit

schemes/programmes in Ghana. Rosenberg (1999) notes that the collapse of many MFls

which were due to loan default could have been prevented if the causes were detected

earlier and dealt with. It is against this background that this study is seen as a contribution

to knowledge in microfinance and the findings could be useful in policy making.

First, the study would add to knowledge on the nature and causes of loan default in. the

microfinance literature. The nature of loan default particularly has been given very little

attention in the literature. But the causes of loan default could better be appreciated if

discussed in the context of the nature and extent of the default situation. This is a gap that

the study has contributed in fiIling. This study should suffice it to create an interest in

discussing the causes of loan default relative to the nature and extent of the default

situation.

Secondly, the literature has not paid much attention to how microfinance schemes came by

their lending procedures and how these procedures evolved during the life cycle of MFls.

This study looked at the evolution of the lending procedures/guidelines of MASLOS since

its inception and the improvements that were made on these procedures/guidelines over the

6
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years. The emphasis on how procedures evolved is important because most MFls just copy

procedures and guidelines of other schemes at the time of conception which may not

necessarily suit their local conditions. How these procedures evolve over time should be of

interest because it revealed the degree to which the scheme has learnt from its mistakes and

how it has improved on its operations.

Finally, the findings of the study highlighted the critical areas which could be explored or

strengthened in order to make MASLOS a sustainable model in the Wa Municipality. The

study results would therefore be useful in policy formulation and decision making with

respect to sustainability of MASLOS in particular and the microfinance sector in general.

1.6 The Study Area

The Wa Municipality is the only Municipality out of the eight (8) District Assemblies in

the Upper West Region of Ghana. It is bordered to the North by the Nadowli District, to

the East by Wa East District, to the West by Wa West District and to the South by both Wa

East and West Districts (Figure 1.1). It lies within latitudes 1040'N to 2°45'N and

longitudes 9°32' to 10020'W.

According to the Wa Municipal Medium-Term Development Plan (WMMTDP) the

Municipality has a land area of approximately 23,474 square kilometres, which is about

6.4% of the region (WMMTDP, 2006). The vegetation is of the Guinea Savannah

grassland type. According to the 2000 Population and Housing Census (PHC), the

municipality has a total population of 98,675 and this figure was projected to reach

119,626 by 2006 (GSS, 2002). Over 95% of the people in the municipality belong to

mainly one lineage - the Mole Dagbani group (WMMTDP, 2006). The Walas who are the

indigenous people belong to this group and mostly belong to the Islamic faith. The

Dagaaba appear to be the most populous. The municipality is the commercial hub of the

region with agriculture as the main economic activity. Between 70-80% of the population

is engaged in agriculture for livelihood (WMTDP, 2006). Literacy rate in the municipality

is generally lower than the national average. Figure (1.1) below is the map of the Wa

Municipality.

7
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Figure 1.1: Map of the Wa Municipality
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Source: Town and Country Planning, Wa (2010).

Access to credit and convenient savings facilities is still a major problem especially among

microenterprises in the informal sector. A number of commercial banks operate in the

municipality (ADB, Stanbic Bank, GCB, SG-SSB, Barclays Bank and NIB) but access to

credit is limited because of their terms and conditions which usually are unfavourable to

micro entrepreneurs. The presence of MFls in the municipality is therefore seen as a

positive step towards opening up the financial system to operators in the informal sector.

Examples of these are MASLOC, First National Savings and Loans Company Ltd,

Sonzelle Rural Bank (SRB), Nandom Rural Bank (NRB) and Sinapi Aba Loan Trust

(SAT). These MFls are making efforts to provide credit, savings and money transfer

services to the people in the municipality. Some NGOs such as ADDRO is assisting in

8
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serving microenterprises in the municipality. A number of cooperative societies have also

sprung up in the municipality in recent times. Examples include Wa Cooperative Credit

Union (CUA), Community-Aid Cooperative Union and Wa Workers Cooperative. A

number of private 'susu' schemes also operate in the municipality. The presence of

Rotating Savings and Credit Associations (ROSCAs) among women groups points to the

need for more convenient and accessible saving facilities appropriate for mobilizing excess

liquidity outside the banking system. The patronage of the private 'susu' schemes

notwithstanding the inherent risks associated with such schemes add impetus to the call for

appropriate savings facilities for the poor.

The recent developments in the microfinance industry in the Wa Municipality are quite

worrying. The collapse of Comforter Microfinance Limited and the near collapse of Royal

Elny Investment Limited and the Rural Action Alliance Programme (RAAP) is a clarion

call for regulation of the industry, close monitoring of the operations ofMFls and the need

to protect the deposits/savings of the masses that patronize the services of MFIs. Such

unfortunate developments if not checked could jeopardize the efforts at financial

deepening through mobilization of the excess liquidity that is outside the formal financial

system which is estimated to be quite substantial. The three cases above to some extend

show that the deposits or savings of customers with MFls are not well secured because of

the lack of regulatory framework and thus monitoring and supervision.

1.7 Organization of the Study

For orderly and logical presentation of the issues discussed, the study is organized in five

chapters as follows;

Chapter one is the introductory part. It outlined the background to the study, the research

problem, research questions and objectives of the study. The significance of the study is

also outlined in this chapter.
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Chapter two focused on literature review and delved into the key concepts relevant to the

study. Concepts such as loan delinquency and default, microfinance principles and

practices, and sustainability have been discussed. The inter-relationship of these concepts

and how they lead to sustainability is outlined in the conceptual framework which is

presented in the chapter.

In Chapter three, I present the research methodology. Here, the research approach,

sampling methods, data collection tools, methods and sources have been outlined. The

method of data analysis is detailed in this chapter.

In chapter four, findings from the study are presented and discussed drawing on the

literature presented in chapter two.

Chapter five is the final chapter and presents a summary of findings and conclusions of the

study. The chapter ends with some policy recommendations for the sustainability of

MASLOS in the Wa Municipality.
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CHAPTER TWO

2.0 MICROFINANCE:
SUST AINABILITY

PRIN CIPLES, PRACTICES AND

2.1 Introduction

Though microfinance is a relatively new concept in the development lexicon, it has been

extensively researched over the past 10 to 15 years (Morduch and Haley, 2002). However,

my observation having read through the literature revealed that research works have

concentrated on impact assessments particularly of successful microfinance schemes and

institutions which are either Non-Governmental organizations (NGOs) or Privately-Owned

institutions usually with records of high loan repayment rates. The bias in sampling

successful MFIs instead of the unsuccessful MFIs for analysis leaves a gap in the literature

which this current research intends to contribute towards filling. Admittedly, it is the

Government microfinance schemes that are performing poorly and facing sustainability

challenges (Braverman and Huppi, 1991 in CGAP, 2004), yet the interest of Governments

in microfinance has not abated. The last two decades has witnessed a proliferation of

government microfinance schemes including private MFls in the Developing World

(Kansiime, 2009). The commonly cited reason for the poor performance is political

expediency/interferences (Chirwa, 2002). But why would government establish

microfinance schemes only to run them down? What are the real motives behind

government interest in microfinance? These are some of the mind boggling questions that

confront government microfinance schemes across the Developing World.

This chapter attempts to explain the key concepts in the topic and the relationship between

the concepts and how they lead to poor performance. It entails a review of literature on

microfinance (rationale and history) and the Ghanaian microfinance landscape. It also

explores the principles and best practices of microfinance. The chapter also deals with the

features and performance of government microfinance schemes/programmes and the

strategic role of government in microfinance. Important concepts in microfinance such as
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loan delinquency, loan default, savings and sustainability have been discussed. The

conceptual framework deals with the inter-relationships of these concepts and how such a

relationship could affect the sustainability of MAS LOS in the Wa Municipality.

2.2 Microfinance and its Rationale

There are varied definitions of microfinance. Robinson (2001) defines microfinance as the

provision of small financial services, primarily savings and credit to low-income

households and microenterprises. Marzys (2006) defines microfinance as the provision of

financial services to poor people with very small businesses or business projects. The

Consultative Group to Assist the Poor (CGAP) defines microfinance as "a credit

methodology that employs effective collateral substitutes to deliver and recover short-term,

working capital loans to micro entrepreneurs or potential micro entrepreneurs" (CGAP,

2003: 1). Similarly, Ledgerwood (1999) defines microfinance as the provision of financial

services (savings, credit, insurance, payment services) to low-income clients, including the

self-employed. Ledgerwood notes that in addition to financial intermediation, social

intermediation services such as group formation, development of self-confidence, and

training in financial literacy and management capabilities are also provided by some MFls.

In this thesis, microfinance is defined as the provision of financial services (savings and

credit) to the poor (either to individuals or groups) on a sustainable basis (Churchill and
,

Frankiewicz, 2006). The provision of financial services on a sustainable basis to the poor

is an imperative if microfinance is to make any sustained impact as a tool for reducing

poverty.

All the definitions of microfinance outlined above noted the provision of financial services

as key in microfinance, but the basic difference in these definitions lie in the mix of

financial services provided by microfinance. Apart from the CGAP's definition which is

categorical about credit as the only financial service (credit-only approach); the others have

noted the provision of other services such as savings or insurance or payment services. At

this stage, it will be helpful to clarify the confusion between the terms microcredit and

micro finance. Though the terms microcredit and microfinance have been used loosely and
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interchangeably, a careful examination of the literature show a clear distinction between

them. Microcredit is generally used when MFls offer credit-only (minimalist-approach to

microfinance) to its clients. Microfinance however, involves the provision of other

financial (savings, insurance, payment services) and/or non-financial services (business

development, skills training and education) in addition to the credit. By this distinction,

institutions that provide microcredit services could strictly be termed microcredit

institutions (MCls) rather than microfinance institutions (MFls). The name government

microfinance schemes could therefore, be a misnomer since almost all government

microfinance schemes in Ghana concentrate on giving only credit to their clients.

There are reasons why some institutions provide only credit. The minimalist or credit-only

MFIs base their approach on the premise that there is a single 'missing piece' for enterprise

growth and credit is considered as this missing piece (Ledgerwood, 1999). They assume

that credit to the poor is the missing link or bridge through which the poor could transition

from poverty to riches. Churchill and Frankiewicz (2006) however argue that credit only is

not sufficient as a development tool and that not everyone in a poor community is an

entrepreneur. They argue that those without businesses still need financial services besides

credit. Proponents of the credit plus approach (integrated approach to microfinance) argue

that the poor need more than just credit. In addition to credit, they desire savings,

insurance, payment and other non-financial services. Even the provision of non-financial

services is a contentious issue because some see it as rarely financially sustainable. Others

see the provision of non-financial services as necessary for the success of microfinance,

but the question is whether MFls should provide these services directly or other institutions

should provide them.

Another issue worth attention is who the recipients of microcredit should be, because

micro-loans are facilities to be repaid with interest. The debate is still ongoing as to

whether access to financial services benefits the poorest of the poor (Ledgerwood, 1999).

There is a school of thought that the poorest of the poor might not be economically active

and that the poorest of the poor could be worst -off after borrowing (Hulme and Mosley

1996; in Ledgerwood, 1999). Robinson (2001) argues that the poorest of the poor should
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not be the responsibility of the financial sector. Granting loans to the poorest of the poor

who live in isolated communities that lack basic infrastructure and market helps neither the

borrower nor lenders (Robinson, 2001). With loan repayment in mind, MFls target what is

commonly called the 'productive poor' or 'economically active poor' or 'entrepreneurial

poor'. Some MFIs believe that advancing loans to the poorest of the poor is

counterproductive and could create conditions for loan default, thus credit delivery remain

focused on the middle and upper segment of the poor leaving the poorest of the poor

(Ledgerwood, 1999).

However, a large proportion of people below the poverty line are the poorest of the poor

but are engaged in productive ventures for sustaining their lives. If the social objective of

microfinance as a tool for poverty reduction is to be achieved, microfinance should not be

discriminatory against the poorest of the poor. Yunus (2007) notes that the poor are very

creative and can improve their lives if given credit opportunities. Yunus sees credit as a

'human right' not to be violated by any MFI. Yunus further notes that all human beings

are potential entrepreneurs, some get the chance to express their talent, and others never

get the chance to do so. MFls should be interested in knowing about the things that make

this category of the poor 'unproductive' in the first place and to help transform them into

productive poor for microfinance services. This is where the role of non-financial services

should be considered an integral part of microfinance if it is to achieve its social objective

of poverty reduction. This will in the long run help to achieve the financial objectives of

the MFI.

Though most experts consider microfinance as a tool for poverty reduction (Khandker,

1998; Robinson, 2001; Yunus, 2007), others think otherwise. Bateman (2010) is one of the

few researchers who are critical about the role of microfinance in reducing poverty.

Bateman sees present day microfinance as a local form of neo-liberalism. His arguments

are that the neo-liberalism of microfinance begins with the 'new wave' which sought to

fully commercialize and privatize microfinance making MFls to become conventional

profit-maximizing private financial businesses. This new wave, formally called the
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Financial Systems Approach (FSA), according to Bateman doesn't work for the poor.

Bateman's position is captured below:

Box 2.1: Microfinance is a Politically Acceptable Policy Model to the Neoliberals

"The microfinance model readily answers to one of the most pervasive and continuing fears among

neoliberals that the poor might opt to use the democratic process to demand the establishment of

state, collective and popular institutions and strategies geared up to directly addressing their plight.

Neoliberals saw the usefulness of microfinance as a way to permanently pre-empt such a radical

trajectory. Microfinance delegitimizes and helps dismantle all possible 'bottom-up' attempts to

propose alternative development policies that might be of direct benefit to the majority, but which

would circumscribe the power and freedom of the established economic and political elites. A wide

range of progressive policies can be safely removed from the public policy agenda. Such

progressive policies include wealth and income distribution measures, land ownership reform,

robust social welfare programmes, and quality public services accessible to all on the basis of need.

The focus upon individual entrepreneurship also helps to marginalize many other, potentially more

powerful forms of ownership, such as state, collective and cooperative ownership"

Source: Bateman, 20 I0: 161

Bateman's main argument is that microfinance only provides a platform for neoliberals to

publicly claim to be helping in fighting poverty and inequality but in the true sense they,
are promoting Western neoliberal capitalism (Bateman, 2010). This study is premised on

the notion that microfinance works and could be an effective development tool in the study

area. Empirical evidence abounds on how microfinance has impacted on the lives of

millions of poor people across the developing world. This current study is not an impact

analysis of MASLOS but a sustainability analysis of MASLOS concerned with the

sustainability of the scheme in the Wa Municipality. I think sustainability precedes impact.

The scheme needs to be sustainable in order to make the most impact in the medium to

long term. It is only fair for MFIs to be concerned about the impact of their services on the

borrowers. MFls have the objectives of profitability, financial viability and sustainability.

These are prerequisites to enable MFls to achieve the social objective of poverty reduction.
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2.3 History of Microfinance

Microcredit is not new in the finance literature. Microcredit, the provision of small loans to

the poor started in the 16th Century, but the 1970s are generally associated with the birth of

present day microfinance. The microfinance revolution, which refers to the transformation

of microcredit into microfinance, however, occurred in the 1990s (Robinson, 200 I).

According to Montgomery and Weiss (2005), microfinance was born in Bangladesh in the

aftermath of the country's post-independence struggles. Mohammad Yunus, a Vanderbilt

trained economist who was then an economics Professor at the University of Chittagong in

southeast Bangladesh began to advance small credit facilities to the rural poor in selected

villages in Bangladesh. He began this experimental project in 1976 when he loaned

US $27 from his own pocket to forty-two (42) women living in a tiny village, Jobra in

Bangladesh (Yunus, 2007). As the demand for credit grew rapidly, Prof. Yunus enlisted

the support of the Bangladesh Bank and other commercial banks to support the project.

The successes of the project paved the way for the establishment of the Grameen Bank

under a special ordinance in 1983.

His legacy, the Grameen Bank is one of the world most famous microfinance institutions

today (Gonzalez-Vega et aI, 1997). In 2006, Professor Yunus and the Grameen Bank were

jointly awarded the Nobel Prize for Peace for their contribution to the reduction of Poverty

in the world (see Appendix IX). He is widely known as the "Father of Microfinance",

others refer to him as the "World's Banker to the Poor". Bangladesh, the home country of

Professor Yunus is known among researchers and practitioners as the 'Home of

Microfinance'

2.4 Microfinance in Ghana

Microfinance is not new in Ghana (Asiama and Osei, 2007). People have saved and taken

loans from individuals and groups to start businesses or farming ventures. Available

evidence also suggests that the first Credit Union in Africa was established in Jirapa in the

Upper West Region of Ghana in 1955 by the Canadian Catholic Missionaries (Steel and
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Andah, 2004; Meagher et aI., 2006). Susu, which is one of the current microfinance

methodologies, is thought to have originated from Yoruba Nigeria where the Gas, a

Ghanaian southern tribe is believed to have migrated from (Alabi et aI., 2007).

According to the Ministry of Finance and Economic Planning (2009), microfinance In

Ghana has gone through four (4) distinct phases much as happened worldwide.

• Phase One: The provision of subsidized credit by governments started in the 1950s

when it was assumed that the lack of money was the ultimate hindrance to the

elimination of poverty. This approach concentrated on advancing subsidized loans

to the poor but unfortunately this did not make the desired impact. Such loans from

government were usually highly subsidized, difficult to recover from beneficiaries;

they did not go beyond first cycle and therefore were not able to reach a large

number of the poor. This approach is not a sustainable approach to microfinance

due to the high default rates associated with such programmes:

• Phase Two: The provision of microcredit mainly through NGOs to the poor in the

1960s and 1970s. During this period sustainability and financial self-sufficiency

were not considered important. Poorly designed subsidized rural credit programmes

dominated the microfinance industry. Robinson (2001) notes that high loan default,

high loan losses and a poor outreach were common under subsidized credit

programmes.

• Phase Three: The 1980s is considered the turning point In the history of the

microfinance industry when the Grameen Bank demonstrated what microfinance

could do for the poor. The formalization of Microfinance Institutions (MFIs) began

during this period. An increasing number of institutions entered the microfinance

market, whilst most of the programmes created in the 1960s and 1970s

disappeared.

• Phase Four: Since the mid -1990s, the commercialization of MFIs has gained

importance with the mainstreaming of microfinance and its institutions into the

financial sector. This period emphasized on developing microfinance as an industry

and was marked by a major debate between two leading views, the Poverty
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Lending Approach (PLA) and Financial Systems Approach (FSA) (see Appendix

V) on how to serve the poor (Robinson, 2001).

This is where the microfinance industry has reached today. In the section below, I have

outlined the structure of the industry in Ghana and the nature of the microfinance business

environment in the country.

2.4.1 The Structure of Microfinance Industry in Ghana

Ledgerwood (1999) identifies three institutional types of MFIs in the microfinance

industry worldwide. These are the formal, semi-formal, and the informal financial

institutions. Steel and Andah (2004) observes that these three institutional types exist in

Ghana and are the same mechanisms through which MFIs reach out to the poor.

Formal financial institutions are those that are incorporated under the Companies Code

1963 (Act 179), which gives them legal identities as limited liability companies, and

licensed by the Bank of Ghana (BoG) under either the Banking Law 1989 (PNDCL 225) or

the Financial Institutions Non-Banking Law 1993 (PNDCL 328) to provide financial

services under Bank of Ghana regulations. Those under the Banking Law of 1989 are

mostly the commercial banks and they target urban middle income and high networth

clients. The Rural and Community Banks (RCBs) also operate as banks under the Banking

Law, except that they cannot undertake foreign exchange operations. Also their clientele is

drawn from their local catchment area and their minimum capital requirement is lower

compared to the commercial banks. It is significant to mention that the RCBs are the

largest supplier of microfinance services in Ghana today. Among the nine specified

categories of Non-Bank Financial Institutions (NBFls), the Savings and Loans Companies

(S&Ls), are restricted to a limited range of services and are most active in micro and small-

scale financial intermediation and services.

Semi -formal system: Financial Non-Governmental Organizations (FNGOs) and Credit

Union (CUs) are considered in this group. They are formally registered, but are not
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licensed by the Bank of Ghana. NGOs are incorporated as companies limited by guarantee

(not for profit) under the Companies Code. Their poverty focus leads them to relatively

deep penetration to poor clients using microfinance, though mostly on a limited scale.

They are not licensed to take deposits from the public and hence have to use external

(usually donor) funds for microcredit. FNGOs are the most common institutional types of

MFIs (Paton, 1996; in Ledgerwood, 1999). Credit Unions are registered by the Department

of Cooperatives as cooperative thrift societies that can accept deposits from and give loans

to their members only (Steel and Andah, 2004). Although credit unions are included in the

NBFI Law, BoG has allowed the apex body, Ghana Cooperative Credit Union Association

(GCCUA) to regulate the societies pending the introduction of a new Credit Union Law.

Informal financial system: This covers a range of activities known as Susu, including

individual savings collectors and Rotating Savings and Credit Associations (ROSCAs). It

also includes moneylenders, pawn brokers, trade creditors, self help groups, and personal

loans from friends and relatives and other informal credit arrangements.

MFIs in Ghana have also been classified into three broad categories based on the structure

of liabilities on the balance sheet (Ghartey, 2007). Ghartey put MFIs into three categories;

A, B or C. Category A according to Ghartey, are those which depend on other people's

money to finance their lending operations. These are basically the Credit-Only MFls such

as FNGOs. Category B MFls use members' monies to grant loans exclusively to members.

These include Credit Unions, ROSCAS and Credit Cooperatives. Finally, Category C

MFIs use public money to finance their lending activities. These are fully-fledged financial

intermediaries. Formal banks though not necessarily MFls belong to this group.

It is difficult to place MASLOC under any of the above groupings. MASLOC is a public

service organization under the Office of the President of the Republic of Ghana. It is not

incorporated under the Companies Code. The intention of government is to pass a

MASLOC bill that will give it autonomy to operate as a legal entity (perhaps a

microfinance bank). For now the centre is under self regulation. I think the performance of
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MASLOS would be improved significantly if it is put under the eagle eye of the regulatory

and supervisory authorities such as the BoG.

2.4.2 Microfinance Business Environment in Ghana

Though the microfinance sector has developed in an uncoordinated manner and is highly

decentralized, it has been described as vibrant and active by the Economics Intelligence

Unit (EIU, 2010). The microfinance sector has made giant strides over the last couple of

years. The Global Microscope on microfinance business environment 2010 evaluated and

bench marked 54 developing countries in three distinct areas such as regulatory

environment, institutional development and investment climate. Looking at the

micro finance business environment globally, Ghana came 4th after Peru, Philippines and

Bolivia, and 1st in Africa. On regulatory framework, Ghana was ranked 51h globally and 1st

in Africa. On institutional development the nation came ih globally and 1st in Africa. On

investment climate, the sector was loth and 4th globally and in Africa respectively. This is

an area that needs immediate attention from government.

The achievements of the sector thus far are very encouraging since the sector has

positioned itself adequately and the environment is well prepared for MFIs to enhance their

performance. I will recommend that government should fast track the idea of a. credit

bureau which would help banks and for that matter all lending institutions to share

information on defaulters. This would help tremendously in reducing credit risks.

2.5 Government Microfinance Programmes/Schemes (GMP/S)

Government microfinance schemes are those directly under government control: Such

schemes are usually managed by various government MDAs and RCBs (managed funds).

The latest creation is MASLOS (Microfinance and Small Loans Scheme), a government

loan scheme managed by MASLOC (Microfinance and Small Loans Centre). Under

MASLOS, both retail and wholesale microfinance windows are opened to groups,

individuals and MFIs. It is a novelty on the part of government to establish MASLOS. This
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perhaps might inject some sanity and dynamism into government microfinance schemes in

the country. In this section, I will discuss the features and performance of such schemes

globally and narrow the discussions down to Ghana.

2.5.1 Features of Government Microcredit Programmes

Almost all government microfinance schemes use the Poverty Lending Approach (PLA)

with slight modifications, in contrast to the Financial Systems Approach (FSA). The PLA

in microfinance emphasizes on reducing poverty through credit in addition to the provision

of other non-financial services (Robinson, 2001). They are usually funded by either

governments or through donor funds, and are usually subsidized (subsidized credit

programmes). Subsidized credit refers to credit at below market interest rates (CGAP,

2004). Subsidized lending schemes have performed poorly in terms of loan repayments,

outreach and sustainability. The question is why is it so? One would have expected that

with the low interest associated with such loans, borrowers will readily repay their loans

without problems. But it appears that low interest will not necessarily lead to high

repayment rate. Besides, the reason why government subsidizes loans is perhaps not

necessarily to enhance loan repayment. One of the reasons why government subsidizes

loans could be to make loans affordable to the poor. The answer as to whether such loans

actually reach the poor is doubtful.

There is the need for Government to balance the concepts of affordability and accessibility

of government loans. Gonzalez-Vega used his "Iron Law of Interest Rate Restriction" to

explain how interest rates when subsidized could even lead to mission drifts in

microfinance and affect the poor. The law holds that when interest rates are subsidized,

rent-seeking behaviour by borrowers, coupled with the relatively high costs to lenders,

ensures that institutional loans are routinely channelled to larger borrowers (Gonzalez-

Vega, 1976). Thus the poor might end up not accessing such facilities.

Another feature of GMP/S is that they are rigid. Loan amounts, terms and conditions are

determined with little or no regard to the needs of the borrower (Robinson, 2001).

21

www.udsspace.uds.edu.gh 

 

 



Flexibility is however, very important for efficiency when dealing with clients. Churchill

and Frankiewicz (2006) attributed the inefficiency of some MFls to 'methodological

rigidity'. Since programmes are designed for clients they should attempt to solve their

problems and not be an imposition on them. Client's satisfaction should override any other

consideration when designing programmes. We should always know that the customer is

king in the market place. But this reality has not dawned on mangers of government

schemes who think of borrowers as beneficiaries rather than clients and this for me is

critical. The beneficiary mentality could lead to rigidity and imposition by the scheme. If

however the client mentality is cultivated it would lead a better mindset in product design

and service delivery.

CGAP (2004) has observed a number of problems with government subsidized lending

programmes. First, such programmes are vulnerable to political patronage and diversion of

credit to better-off borrowers (CGAP, 2004; Guttman, 2006). CGAP (2004) notes that

cheap funds associated with government loans lead to excess demand for loans which

brings about loan rationing. Also, according to CGAP (2004) borrowers often view

government money as grants or gifts and are less likely to repay loans. Finally, government

supported institutions also lack incentives to monitor loans effectively, since success is

defined more by lending volume than by financial performance (CGAP, 2004).

High default rates of 50% and above in subsidized rural credit programmes have been

observed all over the developing world. Examples include India (50%), Bangladesh (71 %),

and Malaysia and Nepal (40%), (Braverman and Huppi, 1991 in CGAP, 2004). Subsidized

loan programmes are widely reported to have high default rate (World Bank, 1984; in

Robinson, 2001). The reasons provided for this state of affairs are that borrowers of such

programmes are often locally influential and politically connected individuals who are not

poor (Morduch, 2000; Yunus, 2007). The second reason is that loans are seen as political

entitlements rather than a business transaction. Besides, loan officers are even not in the

position to visit such influential and politically connected individuals for loan repayment.

Finally and more importantly, government subsidized lending institutions put little effort

into loan collection. Marulanda et al (2010) opine that government microfinance schemes
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are often dependent on capital injection from central government and are often not

sustainable.

My experience based on my working association with such schemes is that government

loan schemes are often not under any external regulation and supervision. This may be an

explanation why political interference is a common feature with government loan schemes.

A scheme that is under external regulation and supervision, and is fully aware of the

sanctions for unsound practices is most likely to carry out its activities in a sound manner

even under political pressure. However, a loan scheme that is left to the whims and

caprices of management has the propensity to yield to political pressure when confronted

with it. If government's involvement at the retail level must be continued, then such

schemes should perhaps be put under strict supervision by the relevant authority.

2.5.2 The Performance of Government Microfinance Schemes

Across the Developing World, government microfinance schemes have performed

abysmally which makes it quite worrying if MASLOS would be an exception to this trend.

Empirical evidence of high default rates is replete in the literature - Malaysia and Nepal

(40%), India (50%), and Bangladesh (71%). It is quite worrying that government

microcredit schemes have performed so poorly in Bangladesh, the home of rnicrofinance in

the world. Braverman and Guasch (1986) notes that default rates of between 40-95% have

been recorded in government credit programmes in Africa, the Middle East, Latin

America, South Asia, and Southeast Asia. The reasons for this include the assertion that

government credit programmes do not give loans to the productive recipients but instead to

the politically connected in society. This culminates in the MFIs inability to do proper due

diligence on applicants and a lackadaisical attitude towards enforcing- loan

agreements/contracts. Recoveries of such loans become a problem especially during an

election year. Addisu (2006) found that governmental MFls face relatively larger loan

default due to the attitude of borrowers towards government loans. Government loans are

not repaid because the recipients of such loans are actually not the poor and needy but the

politically connected and powerful in society. Yunus (2007) reflects that government loans
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meant for the poor rarely reach the poor as more powerful people line up as beneficiaries

of such assistance. According to Yunus (2007) unlike the rich and politically connected,

poor people always pay back their loans though sometimes they take longer than stipulated

(Yunus, 2007). Quainoo observes that government credit programmes in Ghana have

performed poorly in terms of outreach since they do not reach a large number of people

and are mostly associated with poor recovery which make such programmes unsustainable

(Quainoo, 1997).

A classical example on how a government loan scheme has performed poorly because of

political expediency is the case in Zimbabwe. Zimbabwe is an example of a total failure of

a politicized microcredit programme capitalized and administered directly by government.

The government of Zimbabwe in its quest to help mitigate the effects of structural

adjustment on the lower half of Zimbabwe's economically active population established

the Social Development Fund in 1992 with a revolving fund ofUS$14 million. Loans were

subsidized at 10% per annum. By the end of 1995, 1,500 loans had been disbursed with a

repayment rate of 3%. Obviously, most of the funds had been lost in 3 years of the

oper~tion of the fund. How did this happen? Much attention and publicity was devoted to

disbursement to win political support, while little effort was given to collecting loans. The

fund was poorly designed with no mechanism to follow-up on late payments. Loan

officers were employed 2 years after disbursement (Fidler, 1996; in Robinson, 2001).

Examples of such failed government programmes can be found in Argentina, India and

China (Robinson, 200 I). The situation with the Ghana Poverty Alleviation Fund is not any

different from the Zimbabwean experience.

But there is a glimmer of hope in the performance of ENO WID (Enhancing Opportunities

for Women in Development) in Ghana. ENOWID is an example of how a good

microfinance model built on sound principles and best practices could work even under

government control. According to Mbai and Akwasi-Kuma (1997), ENOWID was

modelled along the Grameen methodology and offered both credit and saving facilities to

clients and is reported to have recorded 98% on- time recovery rate. This suggests that

even Government microfinance schemes could be successful if best practices are followed.
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MASLOS is the largest government microfinance loan scheme in Ghana today in terms of

institutional capacity, portfolio and outreach. It is therefore important to find out if the

MASLOS model is a sustainable model for microfinance delivery in Ghana.

I will conclude this section by briefly itemizing the causes of the poor performance (high

default rate) of government credit scheme/programmes as discussed in the literature. Let

me refresh our memories that one of the objectives of this study was to find out the causes

of the high loan default associated with MASLOS loans in the Wa Municipality. Below are

some of the causes of loan default we could decipher from the literature presented above.

a. Government schemes are vulnerable to political patronage and they lack political

independence to manage retail credit

b. Loans are diverted to the better-off and politically connected in society

c. Success of government schemes is measured by lending volumes rather than

financial performance

d. Lack of incentive to monitor loans

e .: Little effort is put into loan recovery

f. Loan products and schemes are poorly designed

g. Loans terms and conditions are rigid - No flexibility

h. Government schemes are rarely under external supervision and regulation.

I. Borrowers see government loans as gifts rather than loans

J. Government schemes lack the capacity and courage to follow through all the phases

in a loan cycle (i.e. due diligence/credit appraisal, loan approval, disbursement,

monitoring and recovery). They are very good at approvals and disbursement but

poor at monitoring and recovery.

2.6. Principles and Best Practices of Microfinance

In the literature are principles and practices which should guide the operations of all

stakeholders in microfinance (MFls, donors, development partners, policy makers,

investors, academics and governments). These principles were designed by the CGAP and
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its 28 member donors and endorsed by the G8 in June of 2004. Adongo and stork (2005)

note that any MFI interested in being sustainable should adhere to these key principles of

microfinance. This study dealt with 5 of the 11 key principles of microfinance which have

been carefully selected in line with the objectives of the study which among other

objectives, was interested in those principles and practices of microfinance which are

important for the sustainability of MASLOS. I also reviewed the methodologies and

practices of two leading models of microfinance in the world, the Grameen Bank of

Bangladesh and BancoSol of Bolivia (Gonzalez- Vega, et.a!., 1997). These MFIs have been

carefully chosen because they have become models for new and emerging MFls (Pal,

1997). The best practices of these MFIs and their success factors are also discussed.

2.6.1 Key Principles of Microfinance (KPM)

According to the CGAP, the commitment to apply good practices in microfinance came

from the highest level of donor countries and agencies. The KPM were developed by the

CGAP's 28 public and private member donors (see appendix II). These KPM were

endorsed by the Group of Eight (G8) Industrialized Nations in the world and later

translated into concrete operational guidelines for MFIs, donors and investors. An

institution that operates on these principles will derive at least two benefits from my

standpoint. First, it will enhance the operations of the MFI and lead to its sustainability.

Secondly, a MFI operating on these principles is likely to have easy access to funding. from

donors and attracting investors. In the box below (Box 2.2), are the 5 carefully selected

KPM which will form the basis on which the study would draw its conclusions. As

indicated earlier these principles were selected based on the objectives of the study.

In this section, I will briefly explain what the principles are, but a detailed discussion of the

principles is deferred to the discussions of sustainability of MASLOS vis-a-vis 'each

principle.

The first principle (as stated in this thesis) reinforces the position of the discussions on

microfinance regarding the emphasis of some MFIs on only credit, whilst neglecting the
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other financial and non-financial services that are desirable by the poor. The 'microfinance

orthodoxy' seems to be minimalist in approach and pares microfinance to the financial

dimension of poverty alleviation especially credit (Rhyne and Otero, 1994; Rankin, 2002).

Government credit schemes usually concentrate their activities on only credit. We would

find out if MASLOS has also followed this convention.

Box 2.2 Key Principles of Microfinance

I. Poor people need a variety of financial services, not just loans. In addition to credit, they want
savings, insurance, and money transfer services.
2. Microfinance can pay for itself, and must do so if it is to reach very large numbers of poor

people. Unless microfinance providers charge enough to cover their costs, they will always be
Iimited by the scarce and uncertain supply of subsidies from donors and governments.
3. Microcredit is not always the answer. Other kinds of support may work better for people who are

so destitute that they are without income or means of repayment.
4. Microfinance works best when it measures-and discloses-its performance. Reporting not only

helps stakeholders judge costs and benefits, but it also improves performance. MFIs need to
produce accurate and comparable reporting on financial performance (e.g., loan repayment and cost
recovery) as well as social performance (e.g., number and poverty level of clients being served).

5. The job of government is to enable financial services, not to provide them directly. Governments
can almost never do a good job of lending, but they can set a supporting policy environment.
Source. CGAP, 2006

The next principle suggests that MFls should charge realistic interest on loans if it is to

reach a large number of the poor. Realistic interest rate according to Robinson (200 I) is

between 2-5% per month. GMP/S hardly charges realistic interest rates. What interest rate

is MASLOS charging on its loans? Is the rate within the sustainable interest bracket?

These would be explored further in the discussions of the findings.

The third principle justifies the earlier argument that MFls should be interested in the

poorest of the poor who may not be suitable for micro-loans. Yunus (2007) asserts that the

rights of the destitute who are without any income and who have no means of repayment

of loans should not be violated. This perhaps is the role that non-financial services could
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play by transforming them into productive poor suitable for micro loans. What are the other

support services MASLOS renders to clients?

The fourth principle talks about MFIs measuring and disclosing performance. This is

effective if an MFI is under regulation and some supervision. This is the case with private

MFIs (Savings and Loans Companies), Rural Banks and other registered MFIs.

Government loans schemes in Ghana are usually not under any formal regulation and

therefore measuring and disclosing their performance is not the practice. Is MASLOS

under regulation and/or supervision? Does MASLOS disclose its performance and to

whom?

The last principle indicates the role of government in microfinance practice. This has been

discussed in much detail here because MASLOC is a public service organization under the

Office of the President. This sub section examines how that arrangement could affect the

operations of MASLOS.

2.6.2 The Role of Government in Microfinance

The microfinance sector certainly requires government's involvement to function

efficiently. The challenge however is how government should do it to make the most

impact (provider or enabler). This section draws on CGAP's Key Principles of

Microfinance, which were used as a guide in the discussions on the role of government in

microfinance. If microfinance cari pay for itself, it means that microfinance is a business

and not a welfare activity. It could be reasoned that microfinance should be a private sector

activity which may be inappropriate for direct government intervention. The job of

government therefore from this logic will be an enabler and not a provider. The CQAP

notes that governments can never do a good job of lending directly to the poor (CGAP,

2006). The thrust of this is that, the role of government is not business but to enable

business by creating the right environment for the success of businesses.
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This thesis argues that theoretically government can be involved in microfinance at three

levels. First, providing a regulatory framework and enabling environment for the sector.

Secondly, the provision of wholesale funding to MFIs for on-lending. Thirdly, retailing

credit directly to the citizenry. Many experts prefer that government should do the first and

the second option (regulation and wholesaling) and have advocated that government

should distance itself from retailing (Morduch, 2000; Hubka and Zaidi, 2005; Ledgerwood

and White, 2006; CGAP, 2006; Rosenberg, 2006; Yunus, 2007). There is a litany of failed

government retail schemes across the developing world. This should be a clarion call for

governments to desist from retail micro financing.

The withdrawal of government from retailing was done in Uganda, with government

terminating the Entandikwa Credit Programme which was administered by the Ugandan

Ministry of Finance. A commitment was made by the government through a policy

statement pledging to be an enabler rather than a provider. Uganda is now known to have

one of the best microfinance sectors in Africa with a Ministry of Microfinance since June

2005.

The argument against retailing stems from the fact that governments are over-ambitious in

their expectations of microfinance as a tool for poverty reduction and often time rush to

disburse loans within a short period without recourse to loan recoveries. This hasled to

such people getting first and last cycle loans. First and last because it is not a common

feature of government credit programmes to have clients take loans from such schemes

beyond a first cycle. At any point in time, an entirely new crop of beneficiaries benefit

from the next cycle if there is ever a next cycle. Some experts are of the opinion that for

microfinance to make any impact on the poor it has to reach a minimum threshold of three

loan cycles. The impact of credit on a client poverty status cannot be measured based on a

single microcredit loan to the poor, especially when the client has defaulted in loan

payment. Default could even mean that the loan has not helped the client. If government is

really interested in poverty reduction, it should ensure that its loan schemes are sustainable

so that the populace can be guaranteed continued access to funds.

29

www.udsspace.uds.edu.gh 

 

 



Antecedents regarding government's involvement in the sector at the retail level have been

disappointing. Direct involvement by way of directly lending to the people are usually

associated with high loan default, the creation of poor credit culture, de-capitalization of

funds and diversion of loans to the politically connected. Duflos and Imboden (2004)

suggest that government ministries lack the technical skills and political independence to

manage microcredit programmes and that political interference lead to managers lending to

unfit clients. Microfinance is too serious a business or a development tool to be equated

with handing out money to the powerful and politically connected who usually are not

poor.

Unfortunately, some governments due largely to political considerations use microfinance

as a tool of transferring resources to party sympathizers. CGAP (2006) reflects the danger

with too much government involvement and notes that political criteria rather than sound

credit practices constitute the drivers as to who gets credit under government credit

programmes. With such schemes, the emphasis is not on the poor but the politically

connected usually as a way of showing appreciation for a political course or in anticipation

of a political favour at a later time thus encouraging rent-seeking behaviours.

Additionally, the focus of government is always on credit whilst neglecting the gamut of

financial services required by the poor especially savings. Even with the credit,

governments' attention is always on how to disburse loans to the people especially in an

election year.

Murdoch (2000) states that if rnicrofinance is to make the desired impact, government

should engage in it minimally. My position here is how to define what is minimal to

government and whether government could minimally be involved at the retail level and

how. Hubka and Zaidi (2005) also note the critical role of government in rnicrofinance.

According to the duo, the role of government should involve the setting of policy

framework for the sector, providing funds to NGOs and MFIs for on-lending and

sometimes lending directly to the poor. They further argue that as microfinance evolves,

the nature and degree of government involvement must evolve as well and conclude that

government should eliminate unfair competition from public institutions, undertake
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to the poor. According to Yunus, this would enable the microfinance sector to make funds

available to MFls for on-lending to the poor using sound practices. Shahiduzzaman (1999)

asserts that PKSF is a case study for those who think that a state-run organization is

doomed to fail. According to Hulme and Moore (2006), the PKSF has carv.ed a niche for

itself as a major source of funding for Bangladeshi MFls and perhaps the largest and the

most successful apex organization globally.

Some experts are even still sceptical about government involvement at the wholesale level

especially with respect to how such schemes are managed (Steel and Andah, 2004). The

practice has been that borrowers from such funds often renege on their debt obligation for

the simple reason that the funds are from government. They note that this is very

dangerous for the microfinance sector in general because of the spill over effect of such

credit behaviour on the portfolio of MFls who manage government funds (Steel and

Andah, 2004). One possible explanation to this occurrence is that even when government

provides funds for on-lending and the responsibility for loan recovery is ceded to the MFls,

the invisible hands of government are still felt meddling in the loan processes especially

approvals and disbursements. With very few exceptions, such MFls are not given the room

to identify and do proper screening to select the right people for the loans. Beneficiaries are

usually selected by government functionaries and passed down to the MFI for

disbursement. There are reports on instances where MFls managing government funds

were directed to halt loan recovery in order not to make the governme.nt unpopular when

elections were due. Duflos and El-Zoghb (20 10) note that even apexes/government

wholesalers are not immune to political interferences. They cited evidence from Sri Lanka

and Cambodia where the management of MFls that borrowed from government

wholesalers were hampered as a result of the impositions of interest rate ceilings and

lending methodologies on them.

Based on the evidence drawn from the literature, I recommend that government should

concern itself with regulatory reforms and the provision of an enabling environment for the

sector. I advise government to stay away from retailing. The paradigm has changed where

microfinance was hitherto thought of as a welfare tool. The "new wave" of microfinance is
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that microfinance is a business and government has no business in business, except that it

should create an enabling environment for businesses. Though at the wholesale level

opinion is mixed on government role, I suggest that against the backdrop that emerging

MFls in Ghana are often not well capitalized to reach out to a large segment of the poor in

their catchment areas, government could still provide wholesale funds to MFIs for on-

lending provided government would be able to resist the temptation of meddling in

activities of such MFls.

2.6.3 Best Practices - The Grameen Bank and BancoSol

Marulanda et al (2010) defined "microfinance best practices" as those practices that after a

process of trial and error, as in any new industry, prove to be successful. According to

Rosenberg (2006) best practices have been established for the sector after several years of

trials with successes and failures in some institutions. The good news is that the so called

best practices of the leading MFls are easily adaptable to suit local situations in most

LDCs. Admittedly not everyone agrees with them all, but there is high level of consensus

on these practices among MFls in the sector.

According to Rosenberg (2006) when microfinance is practiced following 'well-

established principles of sound practice' it would lead to sustainable institutions capable of

providing guaranteed services to the masses. The Economics Institute (1996) cited by

Ledgerwood (1999) in outlining steps to take when an MFI has a delinquency problem

recommends that an institution should review its credit policies and operations for their

compliance with basic principles and methodology. Secondly, it recommends that an MFI

should evaluate the extent to which loan officers are complying with sound methodology.

This suggests that loan delinquency which leads to loan default could be as a result of an

MFI not following basic principles in lending.

In the discussions below, I reviewed the practices and methodologies of two leading

microfinance models in the world (.i.e. Grameen Bank and BancoSol of Bolivia).
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I. The Grameen Bank of Bangladesh

The Grameen Bank (GB) of Bangladesh was founded by Prof. Muhammad Yunus in 1983

in Bangladesh. The Grameen Bank is perhaps the most-well known and researched MFI in

the world. The Grameen model which is also the most famous group lender became a

template for MFls across the Developing World and even the Developed Countries such as

the USA. Since its inception, the GB has undergone transformation to keep it abreast with

the times. From the Grameen Classical System (GCS) as it was called, it has now

transformed and renamed the Grameen Generalised System (GGS or Grameen Bank II) in

accordance with the 'new wave' microfinance which became a best practice by the end of

the 1990s (Bateman, 2010). In this section I present the features of both GCS and the GGC

and the rationale behind the transformation from GCS to GGS and the implication of this

transformation for the microfinance industry and MASLOS in particular.

a. The Grameen Classical System

The central assumption of the GCS was that poor people always pay back their loans

(Yunus, 2007). The Grameen Bank under the GCS provided microcredit to the very poor

of Bangladesh in groups. The building blocks of these groups were the solidarity groups

(SGs). Groups were required to meet weekly i.e. mandatory weekly meetings to be

attended by a loan officer of the bank. First time borrowers were required to rnake a

compulsory savings for one to two months before a loan was given. The performance of a

member during this period was a yardstick that was used in determining whether a saver

was qualified for a loan or not. For regular borrowers, savings at the weekly meetings was

a requirement during the loan duration. The weekly savings helped clients to repay loans

when things became difficult during the loan cycle. Group sizes were very small between

5-7 members. Pre-credit orientation and assistance was a must for all would-be borrowers.

Loans were repaid in small periodic instalment of 50 weekly instalments. The pre-

condition to receive Grameen's loan was to use it for income generating purposes, and this

was checked on-site to ensure that the loan is invested for the purpose it was taken.
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The Success Factors of Grameen during this period were;

I. Grameen borrowers and staff were given an intensive training to adopt the attitudes,

practices and underlying norms and values of the Grameen approach.

2. The Grameen Bank used the solidarity group concept in group formation to achieve high

loan repayment through peer pressure (Zeller, 2001; Vetrivel and Kumarmangalam, 2010).

This was one of the important best practices and a success factor in the Grameen

methodology under GCS.

3. Sequential Lending: Loans were made sequentially starting with two women, with the

remaining members not receiving their loans until other members repay their loans. The

groups consisted of five borrowers each, loans go first to two members, then to another

two, and then to the fifth group member. Here, the cycle of lending continued as long as

loans were repaid. But according to the rules, if one member defaulted and fellow group

members do not payoff her debt, all members in the group were denied subsequent loans.

The five-member group was part of a 'centre' composed of eight groups. Repayments were

made in public, that is, before the forty members of the centre, in weekly instalments

3. The Grameen methodology focused on the poor and bars the non-poor from access to its

services. It is the belief of its founder and Managing Director (Prof. Yunus) that the poor

are more credit worthy than the non-poor.

4. The Grameen Bank mobilizes internal resources from its clients through compulsory and

regular savings. Deposit mobilization was a major means of raising additional funds for

on-lending.

5. The GB is respected for its strict credit discipline and it's absolutely zero tolerance for

default. Credit discipline has been described as one of the most outstanding achievements

of the Grameen and has produced 98-100% repayment since 1994.

6. Mandatory weekly meetings: Weekly centre meetings were compulsory and punctual

attendance was a requirement. A pledge is sung and all payments are made to a loan officer

in the presence of all members.

7. Members or clients are required to adopt Grameen's Sixteen Decisions of personal

discipline to be followed religiously in their daily life (see Appendix VIr).

8. Loans sizes are small from the beginning with loan sizes increasing after the group has

successfully repaid earlier smaller loans. Grameen uses 'dynamic incentives' and generates
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information by starting with very small loans and gradually increasing loan size as

customers demonstrate reliability. Repayments usually begin just a week after the initial

loan has been disbursed and continue weekly after that. Married women make up the bulk

of Grameen borrowers and they are often more reliable customers than their husbands

(Khandker, 1998).

It would perhaps be seen that some of these practices are time-consuming and might be

neglected by some of the latter day MFIs. Vetrivel and Kumarmangalam (2010) reflects

that microfinance is a time-taking and time consuming process and any haste could lead to

the wrong people and activities being selected resulting in loan default.

b. The Grameen Generalised System or Grameen Bank II

Despite the many sllccesses of the GCS and the general acceptance and replication of the

methodology by many MFIs across the developing world, GCS was faced with many

operational challenges and organizational problems. With the wealth of experience gained

during this phase and learning from the successes and failures of GCS, it was obvious from

the benefit of hindsight that Grameen needed to move on. According to Yunus (2007) the

Grameen Bank launched a programme in 2001 to transform the GCS to GGS to address the

challenges of the GCS. Bateman (2010) however thinks that the 'new wave' or Financial,
Systems Approach to microfinance had established itself as a best practice and Grameen

Bank had no option but to bow to the 'new wave' of change that was blowing across the

microfinance industry or risk being isolated in an industry it was pivotal at building. The

Grameen Bank by this act shifted from its original old paradigm into a regular profit-

driven financial institution (new wave microfinance model).

I. Features of Grameen II

I. The central underlying assumption is still the same as the GCS: poor people always

pay back their loans. On some occasions they may take longer to pay than

originally stipulated, but to repay, they will.
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2. OIl has been built around one prime loan product called the basic loan. This comes

with an exit option which is provided through a flexible or flexi-loan (see Appendix

X). A flexi-loan is simply a rescheduled basic loan with its own separate set of

rules.

3. OIl allows loan duration of any number of months or years (flexibility).

4. OIl emphasizes receiving deposits from borrowers and non-borrowers. A variety of

savings products has been incorporated into OIl.

5. OIl has an insurance programme for borrowers in the event" of death.

6. Joint liability has been formally banned and SOs are used for forward-looking joint

activity of the group rather than a means to put pressure on peers for loan

repayment.

7. OIl has a pension fund to take care of borrowers during old age.

Yunus (2007) asserts that OIl has defined microcredit in very simple term. The abandoned

OCS is however still being used by many replicators of the Orameen which are doted

across the developing world. We should be concerned with the survival of these replicators

which are still doing business based on the old and discarded model (.i.e. OCS). The

question is; are all these replicators going to follow the Orameen example by following the

new wave paradigm?

ii. BancoSol of Bolivia: Bank of Solidarity Oroups

BancoSol is the largest MFI in Latin America and has the largest number of clients who

are mostly the poor in Bolivia (Gonzalez- Vega et aI., 1997). Morduch (1999) reports that

BancoSol remains a financial success and its model has been replicated by nine of the

eighteen other Latin American affiliates of ACCION International, an NOO based in

Somerville, Massachusetts. Robinson (2001) observes that BancoSol is one of the front

runners of the Financial Systems Approach. This section outlines some of the principles

and practices that have among other things spurred BancoSol into becoming a financial

giant in the microfinance industry in Latin America.
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Gonzalez- Vega et aI., (1997) have researched extensively on BancoSol and these practices

are credited to their works.

1. Unlike the Grameen, BancoSol lends to all group members simultaneously.

However, like the Grameen Bank, BancoSol uses the solidarity group concept and

the size of Solidarity Group (SG) ranges between 3-7 members.

2. BancoSol does not give loans to start-ups. It is a precondition that a client must

have operated an established business for about I year before applying for a loan.

3. First time borrowers are given loans for 4-months duration payable in weekly

instalment. Usually the average loan for first time borrowers is about US$ 82.00.

4. The terms and conditions of the loan change as clients grow with BancoSol. As

clients make progress the frequency of amortization may be shifted from weekly to

every two weeks (14 days) or even every four weeks (28 days) depending on the

occupation and cash flow of the client. BancoSol has very flexible repayment

schedules, allowing some to make weekly repayments and others to do so monthly

(Morduch, 1999). Loan duration is also flexible. Some clients pay between 1-4

months, others between 4 -7 months, others between 7-10 months, 10-13 months

and some up to 24 months.

5. For loans with payment of every four weeks, terms to maturity may increase to an

average of 6 months and up to 1 year.

6. Loans are very timely at BancoSol. Applications from new borrowers are processed

within a few days. There is no interruption of service for repeat borrowers because

applications for additional loans are received and processed before the earlier one

becomes due.

7. BancoSol does not demand any form of security apart from joint liability.

Demanding no more loan security than joint liability among group members

represents an additional determinant of the value of the relationship between the

clients and BancoSol. According to Gonzalez-Vega et al (1997) it is this feature of

the lending technology of BancoSol that makes it possible to expand the frontier of

microfinance in Bolivia.

8. Borrowers with impeccable repayment records are given access to larger loans and

with more flexible terms of payment.
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9. BancoSol emphasizes on having long term relationship with its clients.

10. BancoSol offers voluntary savings facilities to its clients.

11. Contract enforcement is enhanced by the credibility of the threats of penalties in

case of delinquency or default. The credibility emerges from;

• Immediate reaction to arrears (as early as the next day), followed by

both loan officer and group involvement in search of a solution.

• Denial of future loans for the whole group in case of default.

• Sharing of information on default among MFIs which prevents

delinquent borrowers from switching to other institutions.

These are the practices of Grameen and BancoSol which accounted for their success stories

and it does not cost much to adopt some of these practices by new and emerging MFls.

One interesting observation on the practices of both institutions is the emphasis on giving

loans to the poor, flexibility, use of SGs, savings, etc. Both banks emphasized on giving

shorter loan duration to first time borrowers. Whilst Grameen abandoned the SGs and bans

joint liability in G II, BancoSol still uses SGs and considers joint liability as a critical

success factor in its lending methodology. This shows how local conditions could affect

the efficiency of a particular practice or the other.

2.7 Delinquency and Loan Default

Before I start to look at what loan default is, I will first define delinquency and establish

the relationship between delinquency and default. Delinquency normally precedes default.

Delinquency occurs when a scheduled payment is missed. Harper (2003) defines

delinquent loans or arrears as loans with late payments not yet considered uncollectible.

Calmeadow also defines a delinquent loan (loan in arrears) as loans which payments are

past due (see appendix VIII). For example let's say Mr. A's loan of GHS 1,000.00 is

scheduled for a 12 months cycle payable monthly at GHS 100.00 per month from January

to December. If Mr. A misses a payment in January, the loan is considered delinquent and

the entire loan is in danger of not getting repaid. Delinquency by a borrower may be an
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indication that the borrower will default on his loan obligation. MFIs should normally have

a 'Zero- Tolerance Policy' for delinquency. From the client's perspective, there are

benefits to be derived from delinquency because loan repayments which should have been

paid to the lender can be ploughed back into the borrower's business if repayments are

withheld by the borrower. To discourage delinquency, the cost of it should be higher than

the benefits. As soon as a scheduled payment is missed, an MFI should classify it as

delinquent and such loans should be given more attention in terms of monitoring and

recovery. This cannot be effective if the Management Information Systems (MIS) are weak

and the MFI cannot track delinquent borrowers.

Stearns (1991) warns that delinquency is contagious and can spread like wild fire in

'hamattan' leading to high levels of default. An MFI that cannot monitor its delinquent

portfolio is most likely to record default of a systemic nature because borrowers especially

within a geographical area have a way of knowing who has not paid and what sanctions

have been applied. If there is an incentive for delinquent behaviours, borrowers of the MFI

will become delinquent borrowers. If this pertains with MASLOS, we may ask questions

like: Is the MIS of MASLOS effective to track delinquency? Is delinquency a serious

concern to MASLOS? What are the costs of delinquency to the borrower? Do the costs

outweigh the benefits?

The lender has a major responsibility for the prevention of delinquency and default. By the

loan product design, the lender should ensure that the loan processes (loan application,

appraisal, approval, disbursement, monitoring and repayment) and terms are favourable to

the client. First, the lending procedure should not be cumbersome for the client. A

cumbersome procedure will add to the cost of the loan. Secondly, the loan amount should

be determined according to the business needs of the client. Giving out loans that are not

based on the client's needs may not be helpful to both the client and the MFI. Thirdly, it

should not be difficult to repay a loan back to the lender. In most microfinance

programmes, services are made available at the doorstep of the client. This is one of the

reasons why MFls such as the Grameen Bank have recorded high repayment rates. Debt or

loan repayment is a difficult thing to do and having a centralized and voluntary repayment
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mechanism where clients are expected to voluntarily go to the office of an MFI to repay a

loan is counterproductive. In this regards, we may ask questions such as: How are

MASLOS loans repaid? Is it easy for a client to repay a loan? Are repayment schedules

based on the business cycle of the clients?

The definition of default is very crucial in any study of loan default. Financial institutions

have different definitions of loan default. Generally, loan default refers to loans with late

payments that are considered very unlikely or impossible to collect (Harper, 2003). Some

institutions define default as any loan that is outstanding after the due date. Others MFIs

classify a loan as default when there is ample evidence that its repayment or recovery

would be difficult (e.g. death or natural disasters where a borrower's business is affected

even when the loan has not travelled the full cycle). With the exception of death and

natural disasters which are not within the control of the lender, other causes of default may

be minimized by the lender by following best practices. In this study default refers to any

loan that is outstanding for at least 30 days after the due date. This definition is not

arbitrary. It is informed by the position of some MFls with delinquent borrowers who

usually think that if they are not able to recover all payment in arrears up to date, the total

outstanding overdue balance should be cleared latest 30 days after the date.

With scheduled loans as is the case in microfinance practice, loans don't become defaults,
overnight. Loans graduate from delinquency to default. A close examination of a loan

portfolio with default problems will reveal categories of default. First, they may be loans

with the entire principal and interest still outstanding after the due date. This may be an

indication of institutional lapses in terms of appraisal, monitoring and enforcement of loan

contracts. Secondly, they may be those loans that have performed from the beginning and

along the way, encountered problems. Such loans depending on when the problems started

may have varied numbers of instalments outstanding after the due date. An MFI should be

able to track such loans and determine the causes of stoppage in loan repayment. If this is

done, it should be possible to bring default to a minimum because solution will have been

found before the loan reaches maturity or due date.
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According to Ledgerwood (1999), delinquency is usually the result of borrowers who will

not pay rather than borrowers who cannot pay. I agree with this position. An MFI should

be able to make borrowers who will not pay though they have the ability to pay, to do so

by enforcing the loan contract. Similarly, MFls should be able to minimise the number of

borrowers who cannot pay by doing rigorous due diligence on loan applicants. The

convention has been to define default as the inability, either willingly or unwillingly of the

borrower to repay a loan. It is about time financial institutions or MFls started looking at

default as the inability of the lender to collect back loans given out. It is the lender which

gives the loan out and it should be its responsibility to collect it back.

2.7.1 The Lender and Default

Given that default is also the inability of the lender to collect back the loan from the

borrower, it will be proper to also examine the role of the lender in contributing to default.

The borrower certainly has a role to play in the default equation. The borrower must abide

by the cont~actual obligations s/he makes with the lender. But what happens when the

borrower is unable or refuses to discharge the debt? It is therefore important to note that it

is the lender who must ensure that the borrower abides by the loan contract. Some prior

research works have looked at some demographic characteristics of borrowers and suggest

that some borrower characteristics could suggest the possibility of loan default.

Characteristics such as age, gender, marital status and educational background have been

noted to influence a borrower's repayment behaviour.

It is not conclusive as to how for instance the educational level of a borrower affects

his/her repayment performance/behaviour. Some research works have shown that well

educated borrowers are good credit risks whilst other works showed that well educated

borrowers are bad credit risks. Similarly married people are considered good credit risks in

some studies, whilst other studies proved otherwise. It is argued in this thesis that, though

the characteristics of the borrower are important, the lending procedure of the lender

coupled with characteristics of the loan product it offers to its clients (loan disbursement

lag, loan differential, loan timing, repayment schedules, terms and conditions) are the main
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drivers of repayment. It is the lender who can manipulate these variables to minimize loan

default by the borrower. The credit culture of the lender, the loan procedures, monitoring

mechanisms after a loan is disbursed, convenient repayment mechanisms, and enforcement

mechanisms when loans get delinquent are very crucial in determining whether a loan

would reach a default category or not.

-,

Numerous researchers have put the blame of default at the doorsteps of the lender and have

concluded that loan delinquency/default is due to management problems rather than client

problems' (Ledgerwood and White, 2006; Rosenberg, 2006; Yunus, 2007). Let us pause

to reflect over these questions. What informs a borrower's decision not to repay a loan?

How do we establish when a borrower will not pay when he has the ability to pay? We do

have 'genuine defaulters' or what Yunus termed unwilling defaulters in the Grameen

micro-credit highway. By genuine defaulters, r mean borrowers who cannot genuinely pay

but are willing to pay if their situation improves. Some borrowers businesses do fail as a

result of market distortions, theft, fire outbreaks, natural disasters or even death. There

may be others whose businesses are booming and yet they do not want to pay. This may

occur for so many reasons.

First, it could be that they are not paying because the M FI is unable to enforce the loan

contract. Secondly, it could probably be that they are not certain if a subsequent loan will

be given to them. Thirdly, some clients will not repay if it is difficult for them to do so.

Fourthly, some clients will not repay if it pays to default. Finally, if loans are given to

people who do not actually need them especially the better-off and politically connected,

default will likely happen because such people do not lose anything when they default.

With such people, their livelihoods do not depend on the loan but the poor people depend

on the loans and therefore they try their best to repay even when they have genuine

business setbacks.

Armendariz and Morduch (2005) recommends that any MFI interested in achieving low

default rate should do three things right. First, it should do proper screening before a loan

is disbursed. Secondly, it should perform the monitoring function well after loan
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disbursement. Thirdly, it should enforce loan repayment when borrowers start realizing

returns on their investment. Doing any of this wrongly or all wrongly will create conditions

for loan default. The screening phase is the point where the lender and the borrower meet.

If these are properly executed, the lender is on its way to having a quality loan portfolio.

This can be done very well by following the principles and best practices of microfinance.

Rosenberg notes that sustainable MFIs are built on prudent disbursement of loans. Loan

officers should have the free will to screen borrowers properly without interference from

any quarters.

Ghatak and Guinnane (1999) suggest four tasks that MFIs must accomplish for effective

lending.

1. Tackling the problem of adverse selection: ascertaining the level of risk of default

of the borrower.

2. Addressing the problem of moral hazard: ensuring that the borrower will use the

loan prudently.

3. Performing the auditing function: monitoring the degree of success of the

borrowers' project so as to determine whether the borrower can repay the loan in

case the borrower claims inability to repay.

4. Enforcement of loan contract: enforcing repayment of the loan when the borrower

attempts to default strategically. Strategic default occurs especially in group

lending which uses joint liability. Under joint liability, a default by one member

implies that the group loses the chance for another loan. A client might therefore

default because of his/her belief that another member(s) of the group is/are most

likely to default and jeopardize their own chances for another loan.

The first and second tasks are ex-ante task which must be performed diligently before a

loan is advanced to the borrower. The third and fourth are ex-post, and must be performed

well after loan disbursement to ensure that the borrower repays if s/he defaults. Similarly,

Yaqub (1995) notes three challenges lenders face in a loan transaction. First, lenders face

'screening problems' (appraising potential borrowers). Secondly, they face 'Incentives

problems' (making borrowers' behaviour consistent with repayment), and finally
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'enforcement problems' (forcing borrowers to repay). To prevent delinquency and default

the lender should be able to overcome all these three challenges. It is important to know

how MASLOS has confronted these three challenges in its operations.

2.7.2 Lending Methodology and Default

The two main lending methodologies in microfinance are the individual and the group

lending methods. According to Ledgerwood (1999), individual lending is often focused on

financing production-oriented businesses whose operators are generally better-off than the

very poor. She observed that individual lending requires frequent and close contact with

clients and is more successful in urban areas where client access is possible, though it

could be done in the rural areas (Ledgerwood, 1999). Fruman (1997) observes the gender

imbalances with individual lending which are geared towards men. On the other hand,

group lending is considered one of the most successful innovations in microfinance. Group

lending provides incentives for borrowers with similar business interest to come together

for assistance (Morduch, 1999). This sorting out process according to Ghatak (1999) is

instrumental in improving repayment rates among group borrowers. Group lending could

be based on either joint liability or individual liability. Joint liability in group lending

allows group members to screen others so that only trustworthy individuals are allowed

into the group. Clients also have incentives to make sure funds are invested properly, and

enforcement could be enhanced because clients face peer pressure to repay their 'loans.

Joint liability is therefore thought to prevent loan delinquency and default.

The principle of joint liability in microfinance stipulates that all group members are treated

as being in default if anyone member of the group does not repay his/her loan. With

individual liability, no borrower bears the debt burden of the other. The microfinance

literature attributes the successes of microfinance to the group liability or joint liability

employed by MFIs (Morduch 1999; Armendariz de Aghion and Morduch, 2005). Morduch

(1999) states that joint liability group lending contract makes borrowers neighbours co-

signatories to loans which helps to mitigate problems created by information asymmetries

between lenders and borrowers.
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Through joint liability, MFls can exploit the social sanctions opportunities or social ties

that exist between borrowers in the community. Where joint liability is enforced as was the

case with the Grameen Bank, loan default by a group member would normally lead to

denial of future credit to the entire group. It is thus in each member's interest to ensure that

the other members pay. In pursuance of this, members could use all sort of methods to get

delinquent borrowers to pay their loans. There have been reports of the use of harsh

methods by group members to get defaulters to pay. Some groups will organize and visit

defaulters in their homes and some go to the extent of confiscating assets such as sewing

machines, cooking utensils and bicycles of defaulters. Joint liability thus purports to

resolve a credit market failure by mitigating adverse selection (lenders not being able to

distinguish projects with respect to their risk profiles when allocating credit) and moral

hazard problems (borrowers may be able to apply the funds to different uses than those

agreed upon with the lender).

However, according to Besley and Coate (1995), group lending with joint liability could

stimulate strategic default where a member of the group can predict the likelihood of

default by other members in the group. In microfinance programmes with joint liability

clauses, default by a member invariably affects every borrower in the group. But members

of the same group know themselves very well and 'are able to predict that a particular

member is likely to default in a loan cycle. This predictive ability of group members could,
stimulate loan default (i.e. strategic default). What is it that motivates a client not to repay

a loan because of his or her knowledge that another member in her group would default?

To attempt an answer to this question, a client may reason that if s/he repays the loan while

the others default, s/he would be made worse-off by paying and could still be held

responsible for the share of the other members who may default. Such a borrower in

economic terms would behave rationally by defaulting because the opportunity for another

loan has been lost anyway.

Zeller (2001) asserts that joint liability when enforced in a group encourages strategic

default and recommends the use of 'limited liability' where the delinquent borrower is

excluded instead of the entire group. Gine and Karlan (2009) states that joint liability may
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lead bad clients to have a 'free ride' on the shoulders of good clients which may cause

default rates to rise. In other words, a client does not repay the loan because she believes

that another client will pay it for her, and the MFI does not bother because it still gets its

money back. Besley and Coate (1995) point out that a borrower who would repay under

individual liability may not do so under group liability.

MFls are gradually shifting from joint liability to individual liability perhaps because of

the negative effects it has on group behaviour. Joint liability in my view works best when

members of a group are limited as to the sources of funds. In this era where MFIs are all

over the place knocking on the doors of people to come for loans, borrowers now have

multiple sources for loans and a borrower could easily switch to a different MFI and start

borrowing on a clean sheet. It has to be understood that the microfinance landscape is

evolving very fast and MFIs should note that and change ways which have become

archaic. The Grameen Bank has shifted from joint liability to individual liability. This

move is significant because for an institution like Grameen which hailed joint liability for

decades to have abandoned it means that no practice is best forever. A practice may be best

in a particular place at certain times but as time changes everything must change in line

with the law of nature.

The Morduch (1999) asserts that the role of group lending in the success of rnicrofinance

has been exaggerated. According to him group lending is not the only mechanism in

microfinance and that group lending has its limits in ensuring good repayment

performance. Microfinance uses the theory of dynamic incentives, regular repayment

schedules, and collateral substitutes to ensure high repayment. The theory of dynamic

incentive in microfinance typically begins by lending just small amounts and then

increasing loan size upon satisfactory repayment (Morduch, 1999). This is called 'step

lending' (ACCION Network) or 'progressive lending' (Hulme and Mosley, 1996; cited by

Morduch, 1999). This enables the MFIs to observe its clients with small loans, build trust

and thus minimizing the risks associated with default.
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It could not be clearly established from the literature if default is associated with a

particular methodology or the other. Default management whether under individual

lending or group lending depends largely on the lender. A lender that is up to the task can

manage default very well irrespective of the type of methodology employed. It also

appears that the type of methodology used by an MFI depends on its objectives and target

market. With respect to MASLOS, the default rates of both the group and individual loans

of the scheme would be explored to assess the performance of the two methodologies.

2.7.3 Loan Characteristics and Default

By loan characteristics I mean the terms and conditions and others such as loan amount,

interest, fees, repayment schedule, type of security, maturity period, loan procedures etc.

These characteristics should match the purpose of the loan and should not be determined

without having the business needs of the client in mind. These characteristics should be

favourable to the client (Kinsey, 1987 cited by Dakurah, 2000; Ledgerwood, 1999).

Ledgerwood (1999) again notes that a working capital loan should have loan terms that

match the business cycle of the borrower to make the loan favourable to the client and

increase the chances of its repayment. Most microfinance programmes employ dynamic

incentives by giving small amounts to their clients and increasing the amount as the client

grows with the MFI. Microfinance loans are normally repaid either weekly, bi weekly or

monthly. Whatever the schedule, it should match the client's business cycle to reduce the

chances of default. It is also important that the maturity period should be determined based

on the borrowers business cycle. Disbursing of loans to clients for relatively short or longer

period may not be helpful to the client unless it is linked to the business cycle of the

borrower.

Having a 'blanket repayment schedule' for all loans might not be helpful to clients taking

the loan and the MFI giving out the loan because it could lead to loan default. Clients

businesses are varied with different life cycles. Repayment schedules should be flexible

and bases on the business clients business to ensure repayment. According to Ledgerwood

(1999), cash flow in part determines the debt-servicing capacity of borrowers and contends
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that the loan terms and amount should meet the debt-servicing capacity of clients. For

instance, according to CGAP (2010), when the loan duration is longer, it reduces the size

of the loan instalment and thereby reduces the debt servicing burden of the loan on the

borrower.

Loan amount should be sufficient for the business to enable the client invest the loan and

generate enough funds to repay the loan back. Some MFls especially government credit

programmes tend to ration credit to the extent that loan amounts become insignificant for

the purposes of investments. Such small amounts may have contributed to the grant

mentality that clients have about government credit schemes. The end result is that the

loans are used for consumption smoothing thus jeopardizing the chances of repayment.

According to Robinson (2001) the loan terms and conditions of subsidized credit

programmes are usually rigidly determined with little or no regard to the borrowers' needs

and income flow.

Loans can therefore, be too small or too large for the client. This could lead to default

because the client might have taken far less or more than what is actually needed for the

business through no fault of his/hers. A lesser amount will lead to deficits in amounts to

invest and may encourage loan diversion. A bigger amount may also lead to excess

liquidity and misuse. The bigger the loan amount the more difficult it is to meet
,

repayments especially when the business of the client fails. Zeller (200 I) notes that too

much or too little credit will increase loan default. Too much rationing will render the loan

amount more trivial and the loan may not meet the client's business need.

My experience with loan applicants teaches me that loan applicants normally apply for

loans far more than they need. The reason is the expectation that the loan applied for will

be reduced by the MFI. The strategy is to double the request hoping that when the amount

requested is slashed; s/he may still get a reasonable amount. This may be a serious problem

if the MFI is unable to determine through its appraisal procedures the amount that the

applicant actually needs. If the loan appraisal is not efficient and meticulous enough to

establish the desired loan amount, applicants might end up getting either too much or too
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little, either of which could lead to default. Zeller (2001) argues further that any MFI that

begins by giving big loans or rapidly increasing the loan size can have serious default

problems.

It is important to note that micro loans are not collateralized for the simple reason that

microfinance was to address a market failure which requires poor households to pledge

collateral security for loans in the traditional financial setting. MFIs should therefore be

cognisance of this at all time and conduct their businesses as such. A shift in the mission of

an MFI from micro to macro or big loans should be properly evaluated and the

consequences appreciated. It is near impossibility to access a loan of GHS 1,000.00 from

any bank as a first time applicant without the requisite collateral requirements. Even

relatively older clients find it difficult accessing big loans without collateral. Interestingly,

the traditional banks have the capacity and the wherewithal to enforce loan contracts and

yet do not take big loans for granted. A new MFI that has just started operations and lacks

the staff capacity, the resources and the pedigree for loan collection should not rush to

grow its portfolio by granting big loans to clients. Unfortunately this seems to be the

practice with new and emerging MFIs and the reason why the NPAs are increasing.

Another important characteristic of a loan which could lead to loan default is the time that

it takes for an application to be processed by the MFI, call it the turnaround time for loan

processing or disbursement lag. Microenterprises or business people apply for loans based

on a cash flow need or cash deficit at certain periods in the business cycle. A business

might have cash flow problems at a particular point or a business might forecast the need

for capital injection sometime in the future. If the disbursement lag of the MFI is too long,

it makes the credit untimely. When loans are untimely, it affects the client's business in

several ways. First, the business might have been adversely affected and does not require a

loan anymore. Secondly, the delays might compel the client to explore for other funding

opportunities thereby increasing his/her indebtedness. When the untimely loan finally

arrives, such a client may still accept it only as a compensation for the time, money and

energy wasted going through the long and cumbersome processes. Under such a situation,

a client might want to "pay back" the lender in her own coin by delaying or refusing loan
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repayment altogether and thus leading to default. Disbursement lag also has the possibility

of adding to the transaction cost of the loan because of the number of visits/follow-ups or

telephone calls that a client will have to make to the MFI during loan processing.

Another characteristic of a loan is its price; usually referred to as Interest Rate (Kinsey,

1987; cited by Dakurah, 2000). Kinsey (1987) suggests a general principle that it is not

advisable to loan without asking for interest which must, as far as possible, come close to

the market rate of interest (Kinsey, 1987; cited by Dakurah, 2000). According to Bottomly,

1972; cited by Dakurah (2000), high interest rates are justified due to the administrative

cost of loans and the risk of non -payrnent. However, high interest rate makes loans too

costly and could affect the borrower's capability to repay if the return on the borrower's

investment is not high enough to cover the operating expenses of the business. Loans

should be affordable to ensure repayment (Belshaw, 1969). CGAP (2004) argues that high

repayment is an indication that the loans are affordable to clients and high default rates

could mean the loans are not affordable. In this context, how affordable are MASLOS

loans? According to Bateman (2010), paying market-based interest rates on micro loans

harms the poor and only ensures the financial self-sustainability of the MFI. The question

is whether it is fair for the poor to pay full costs in their bid to secure their escape from

poverty.

Another attribute of a loan is the regularity of repayment or repayment schedule. The

microfinance literature suggests that high repayment rates that are associated with

microfinance are due to the weekly repayment schedules given to clients by MFIs. Typical

microfinance loan repayment schedules normally demand clients to start repayment 1-2

weeks after disbursement. MFls compute weekly repayment amount by adding the

principal and interest and dividing by the number of weeks during the loan duration.

Repayment schedule is believed to enhance loan repayment. However, Field and Pande

(2007) found that reduced repayment flexibility as exemplified by high frequency of

repayment does not improve repayment rate. The study was carried out using one hundred

groups consisting of ten (10) first-time borrowers. In all a sample size of 1026 was used in

the experiment. Borrowers were randomly assigned to either weekly or monthly
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repayment schedules after group formation and loan approval. Delinquency rates were low

and not statistically different across clients on weekly and monthly repayment. Field and

Pande's result suggest that lower frequency schedule could allow MFls to save drastically

on transaction cost of instalment collection while facing virtually no added risk of default.

The mode of loan repayment is another important feature of microfinance loans.

Microfinance loans are mostly repaid at group meetings with the loan officer attending to

collect loan repayments. This is hardly the case with government microfinance schemes

and could be responsible for the high rate of default associated with government

microfinance schemes. Debt payment and for that matter loan repayment is a difficult task.

There is the tendency to relax on one's debt obligation if the institution does not pressurize

the client. Some borrowers will naturally renege on their debt obligation if the lender does

not pressurize them but expects them to voluntarily come and make repayment. To ensure

smooth loan repayment, the lender should not create unnecessary hurdles for loan

repayment or collection. Loan repayment is a critical stage in the credit cycle and should

not be made difficult under any circumstance. If loan approval processes are cumbersome,

it should be balanced by lowering the hurdle for repayment. If both of these processes are

cumbersome, loan default will be unavoidable. The analogy one can draw on the

relationship between a lender and a borrower in my opinion is simply this:

The borrower pursues the lender for the loan before disbursement. and the lender should

pursue the borrower for the loan repayments after disbursement of the loan.

Some MFIs have realised this and have vigorously pursued clients for their loans with

remarkable results. Examples of such MFls include Sinapi Aba, Unique Trust and some

other privately-owned MFIs. Any MFI which fails to realize this shift in the 'balance of

power for the loan' between borrower and lender after loan disbursement will have

problems with loan recovery. What is MASLOS loan recovery strategy? Does MASLOS

pursue its clients for loan repayments? These are answers that could help us to understand

the causes of loan default in the scheme.
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2.7.4 Savings - Credit Mix and Default

Savings, according to Kamaerschen (1988) is any income that is not consumed.

Economists have established that the amount of money saved increases as income levels

rise. If microfinance loans are to help increase clients income, it will be expected that the

increases would translate into savings all things being equal. The provision of savings

facilities provides an opportunity for MFls to monitor the progress of borrowers who are

also savers. For an institution with credit and savings facilities, borrowers must necessarily

save. Savings are important assets of microfinance clients. Notably, saving facilities are

still inadequate in the microfinance industry.

According to Churchill and Frankiewicz (2000), the provision of opportunities to the poor

to save is still referred to as the 'forgotten half of microfinance' because though the

demand for savings far outweighs that for credit amongst the poor, the opportunities for

savings are seldom provided. Robinson (2001) indicates that savings facilities are much

desired by the poor than credit though the focus of most MFls is often on credit. That

notwithstanding, there seems to be some consensus that savings whether compulsory or

optional would enhance to a large extent the credit behaviour of the borrower and

minimize default. MFls should therefore make savings part of the services they provide to

the poor and make efforts to establish the savings patterns of their clients. This could give

some indication that a client might default on his/her loan obligation. If all is well clients

will normally not withdraw their savings to repay loans. Even when this is the case, such

withdrawals are minimal.

The first principle of microfinance stated elsewhere in this thesis suggest that the poor

need a variety of financial services, not just loans. In addition to credit, they want savings.

Microcredit loans are basically to assist the productive poor who are capable of inves-ting

the loan into productive ventures to make some profits and increase their incomes. It is

expected therefore, that if their investments are yielding the expected dividends it should

translate into their income levels and thus savings. In most microfinance schemes, savings

is made mandatory for clients partly as a strategy for preventing or minimizing loan
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default. There is evidence to the effect that in schemes where savings is mandatory loan

default is lower than in programmes where savings are not a requirement for loans

(Robinson, 1995). Rural and Community Banks in Ghana have minimized loan default by

making beneficiaries to retain a compulsory up-front savings of20% of the loan as security

(Basu et aI., 2004).

As indicated elsewhere in this thesis, savings have been used by the Grameen Bank to

determine the credit eligibility of potential borrowers. The savings of a borrower could

cushion the loan because it serves as an alternative source of cash for the borrower and

reduces the chances of the borrower diverting funds such as a loan meant for running the

business. According to Robinson (2001, savings services allow client to store excess

liquidity for future use and therefore obtain returns on investment. Johnson and Rogaly

(1997) also share this view and note that MFls screen out potential defaulters by insisting

on regular savings. Buss (1999) sees savings as an insurance against loan default and argue

that a client who has savings with an MFI has a sense of ownership, commitment and

responsibility. The Grameen Bank which has one of the best recovery rates in the world

attributes this fate partly to the savings function. The bank requires potential borrowers to

make regular savings every week for a period. The savings behaviour during the period is a

yardstick in credit decision. Where an MFI has savings as part of its operations, the

savings of the client are usually used to liquidate the loan when default occurs.

Researchers have underscored the advantage of savings-credit combination and have

encouraged MFls to combine savings with credit. Such a combination enhances financial

sustainability (Bouman, 1977). Hirschland (2005) also notes the importance of savings in

facilitating cost-effectiveness in loan delivery. As noted elsewhere, if high interest on loans

could lead to default, Bateman (20 I0) argues that savings mobilization for on-lending

could help lower interest rate. This is possible because one of the variables factored in

when pricing loans or computing interest rates is the cost of funds. If the MFIs could fund

its operations from mobilization of deposits it could reduce the interest it charges on its

loans.
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Unfortunately government microfinance schemes are yet to see the need for the unmet

need for savings facilities by the poor. Why is government not interested in providing

savings facilities to the poor? If for nothing at all, government should be interested in using

the saving-credit combination as a way of making its credit programmes sustainable so it

can serve the poor on a sustainable basis. The success of ENOWID, a government

microcredit scheme was partly attributed to its savings/susu component. Does MASLOS

have a savings component? What are the terms and conditions for savings? What is the

interest on deposits? These are some issues that should be of interest to all stakeholders.

2.7.5. Prevention of Default

The good news is that delinquency and default can be managed or even prevented. Notable

examples of MFls that have done this very well include the Grameen Bank of Bangladesh,

BancoSol of Bolivia, Bank Raykat of Indonesia (BRI), K-REP in Kenya, to mention a few.

It is stated elsewhere in this thesis that delinquency which often leads to default is due

largely to administrative lapses on the part of the lender. Ledgerwood (1999) supports the

stance that delinquency is often the result of poorly designed loan products and delivery

mechanisms. To manage delinquency therefore, Ledgerwood recommends that a

comprehensive review of the lending methods, operational procedure, and institutional

image should be undertaken. Ledgerwood identifies 6 essential elements as follows:

1. The credit service must be valued by clients: She argues that the main reason why

clients repay a loan is because they want to receive a subsequent and bigger loan.

For this to be effective clients must value the loan service. Most importantly the

loan product should suit the clients' needs. Also the delivery process should be

convenient and the client should be made to feel that the MFI respects and cares

about them.

2. Clients must be screened carefully: The borrower selection process should be able

to weed out unreliable and bad credit risks borrowers. Once borrowers are selected,

it is important that they receive loans structured in such a way as to enable them to

repay in accordance with their repayment capacity.
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3. Field Staff and Clients: The image of an MFI as a lending institution rather than as

a social development organization is important. Loans ought to be treated as loans

and not as gifts. Borrowers who view or see the MFI as providing a charitable

service will not repay their loans (Ledgerwood, 1999).

4. MFIs need accurate and timely MIS: Staff should be able to identify delinquent

borrowers immediately to be able to monitor such loans. The easier information

(such as whose payments are due, when and who is late and by how much) can be

generated, the better the productive time staff can have for clients.

5. Delinquency needs effective follow-up procedures: Once a loan gets delinquent,

MFIs must make immediate follow-up and let borrowers know that delinquency is

unacceptable. It is equally important to avert any domino-effect by making other

borrowers to understand the consequences of delinquency so they do not start

missing loan repayment.

6. The consequences of loan default must be sufficiently unappealing to clients:

default should be made difficult and unattractive to the client. The usual

consequence of default is denial of future credit and confiscation of assets by peers.

In some few instances legal actions are taken to recover debts from micro clients.

The Economics Institute (1996) cited by Ledgerwood (1999) outlines some steps to take

when a MFI has a delinquency problem. It suggests that the MFT should review its credit

policies and operations for their compliance with basic principles and methodology. This

suggests that delinquency could be as a result of MFI not following basic principles in

lending. Secondly, MFI should evaluate the extent to which loan officers are complying

with sound methodology. It is possible for an institution to have a sound methodology

which is not followed by loan officers. Such officers should be warned and monitored to

ensure that they comply with the MFI methodology and credit policy. Thirdly, the MFI

should review its MIS to ensure that adequate and timely management information can be

obtained for day-to-day control of operations.

From the above it is worth noting that delinquency and default are largely caused by the

lender. It is the lender who can institute measures to ensure that low-credit risk borrowers
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are given loans and weed out high-credit risk borrowers. It is also the lender who monitors

the loans to ensure that the loans are used for the proposed project thus mitigating the

problems of moral hazards. The lender also has the ability of creating and instilling a good

lending culture in its staff and the borrowers. It is the lender's duty to ensure that the

services are convenient and valued by the client. When the lender fails to perform these

functions well, loan delinquency and default will be unavoidable.

1. The Effects of Loan Default

Loan default is a double -edged sword which affects both the lender and the borrower.

When an institution advances a loan facility to a person for the first time, it is like opening

the 'doors of trust' to the person. When the loan is fully paid it enhances the relationship

between the parties and the trust is further enhanced and subsequent loans and even bigger

loans are guaranteed. A low loan default regime is therefore a guarantee that future loans

would be given to clients by the MFI (Khandker et aI., 1995) and guaranteed access to

credit by the poor is of essence for the microfinance sector (Meyer, 2002). An MFI that is

recording low rates would be motivated to give more.

The reverse is the case when default occurs. If a person delays in repaying a loan at the

first attempt without any justifiable reason, it would affect the relationship between the two.
parties (lender and the borrower). The lender would think twice before giving another loan

to such a person when s/he finally pays back the loan. A defaulter obviously would not be

able to go back for another loan from the same lender. A high default rate could therefore

lead to contraction in portfolio size because loans are not getting paid and additional loans

are not being made. High default rate according to Meyer would lead to a depletion of

funds and thus affect the ability of the MFI to support the poor. Olomola (1995) notedthat

high loan default is the biggest setback against the supply of credit to microenterprises in

Nigeria. Olomola reflects that high loan default is a disincentive to the microfinance sector

and could make microfinance an unsustainable instrument in fighting poverty.

Governments and NGOs across the globe are relying so much on microfinance as a

panacea for reducing poverty. This might not be possible with a high default regime.
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2.8 The Conceptual Framework - Sustainability of MASLOS

So

Miles and Huberman (1994); cited by Gray (2004), define a conceptual framework as a

visual or written product, one that explains the main concepts and the relationship among

them. This framework (Fig 2.1) is used to explain the sustainability of MAS LOS in the Wa

Municipality. The framework depicts how the sustainability of MASLOS depends largely

on its ability to do two things right. First, that for MASLOS to be a sustainable model in

the Municipality, it should adhere to the principles of microfinance. Secondly, that the

scheme's sustainability also depends on its ability to adopt and integrate best practices of

microfinance in its lending methodology. Doing these two things right would position

MASLOS properly to enable it recover its loans, achieve a low default rate and thus lead to

sustainability. The Figure (Fig. 2.1) below is a visual product of the relationship between

the concepts explained above. It showed that adherence to principles and best practices

improve loan recovery and lead to low loan default rate. Overall, this enhances

sustainability of the scheme.

Figure 2.1 Conceptual Framework: Sustainability of MASLOS

MASLOS -
Wa

Adherence to Principles
and Best Practices of

Microfinance

Loan Recovery

Low Default Rate

Source: Author's Construct
Sustainable

Model
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The Microfinance and Small Loans Scheme (MASLOS) is the government microfinance

scheme in Ghana with offices in all the ten administrative regions. The Regional Offices

have oversight responsibility of ensuring the implementation and management of the

scheme in the various Municipalities and Districts. The Wa Municipality is one of the

Municipalities in which MASLOS operates. I referred to it as MASLOS-Wa in this study.

The performance of MASLOS- Wa in terms of loan recovery is abysmal. A loan default

rate approximated at 80% was recorded by the scheme. It is feared that such poor recovery

rate could jeopardise the sustainability of the scheme in the Municipality. This framework

posits that adherence to the principles and best practices is the critical factor in ensuring

good loan recovery and thus minimising loan default. Adherence to principles and

practices would enhance financial performance, bring about professionalism in loan

administration and in the conduct of business, minimises corrupt practices and improves

credit discipline. This mix would lead to high loan recovery rate of 98-100% and

ultimately lead to sustainability. Numerous researchers have made statements to the effect

that adherence to principles and practices of microfinance are imperative to achieving low

loan default and enhancing sustainability (Mbai and Akwasi-Kurna, 1997; Ledgerwood,

1999; Adongo and Stork, 2005; Rosenberg, 2006).

Good or high loan recovery rate is critical for sustainability of MAS LOS because the loan

portfolio is supposed to be a revolving fund. Hirsch et al (2005) asserts that a recovery, rate

of 95% or more is in tune with international best practices. The Grameen Bank is reported

to have recorded a recovery rate of between 98-100% for a sustained period of time.

MASLOS loans must therefore be recovered back into the pool for other people to also

benefit. Poor loan recovery (high loan default) would therefore mean that the fund would

be de-capitalized and may lead to the entire fund being eroded away. A poor recovery rate

will put the scheme in the category of an unsustainable model. If a poor recovery rate is

sustained over a period it could lead to the collapse of the scheme.
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2.8.1 Definition of Terms in the Framework

-,

A number of terms were used in describing this framework and it is necessary to define

them for easy understanding of the framework.

1. Loan default: A loan is said to be in default if it is not paid and is outstanding 30

days after the due date. All such loans were classified as defaulted loans at the time

of data collection. The rate of default or default rate was computed by subtracting

the repayment rate from 100%.

II. Loan Repayment Rate/Recovery Rate: Refers to loans repaid relative to total loans

due, including principal and interest.

111. Nature of default: The amount and number of overdue loans outstanding, the age of

the overdue loans, the number of monthly instalments in the overdue loan, and the

gender dimension to the default (.i.e. who are the worst defaulters, male or female

borrowers).

IV. Causes of default: Factors or triggers which could affect the borrower's ability to

repay a loan or the lender's ability to collect back the loan.

v. Sustainability: Refers to the effectiveness or degree to which MASLOS adheres to

the principles and best practices of microfinance and how loan repayment is

enhanced thereby leading to low default rate.

2.9. Sustainability of Microfinance Institutions (MFIs)/Schemes

Sustainability, especially financial sustainability of MFIs is a huge issue in the

microfinance industry across the Developing World. The International Monetary Fund

(lMF) estimated that only 1% of MFls are financially sustainable globally (lMF, 2005).

Admittedly, sustainability is a broad concept and therefore must be put in context in a

study that deals with sustainability. Ultimately, MFIs should strive for sustainability of any

sort to be able to achieve its objectives.
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2.9.1 What is Sustainability?

-,
Sustainability has been defined differently by researchers and therefore there is no single

authoritative definition of the term. Sustainability in the microfinance literature has been

narrowly defined to mean financial sustainability. Navajas et al (1998:5) define

sustainability as "to reach goals in the short-term without harming your ability to reach

goals in the long-term". Rosengard (2001) also defines sustainability as the development of

products and delivery systems that meet client needs, at prices that cover all costs of

providing these financial services, independent of external subsidies. Rosenberg (2006)

refers to sustainable MFls as those that are profitable enough to maintain and expand

services without continued injection of funds. This definition suggests that an MFI that

relies on capital injection from government or any other source might be an unsustainable

MFI in the long run. Marulanda et al (2010) asserts that financial sustainability is measured

in terms of growth, efficiency, control of default and profitability. According to Schreiner

(2000), sustainability is the ability of an MFI to repeat performance over time. Schreiner

asserts that sustainability has two facets; the sustainability of the transaction and the

sustainabi lity of the MFI. The perception of clients about how sustainable the transactions

are or the sustainability of the MFI is of essence as it could influence the attitude of clients

towards the activities of the MFI. Sustainability is therefore about permanence (Schreiner,

2000; Kahawari, 2004).

The financial sustainability definitions reduce sustainability to mean the MFI's ability to

generate operating income sufficient enough to cover all the operating costs. Sustainability

could therefore be seen as a desirable and ideal position that MFls should attain and

sustain. To get to this desired position constitute the determinants of sustainability and

ought to be part of the definition. Shah (1999) suggests an integrated definition and argues

that sustainability must be broadened to include among other things such as loan

repayment rate, market rate of interest and portfolio quality. For instance, Dzene and

Aseidu (2010) posit that loan repayment is an indicator of portfolio quality and the quality

of an MFI's portfolio is critical for its sustainability. An institution with a low loan

repayment rate is unlikely to achieve sustainability. Low loan repayment rate (high loan
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default) logically reduces the chances of survival of any MFI (Dzene and Aseidu, 20 I0).

The achievement of all these determinants of sustainability such as high loan repayment

rate, charging of market rates of interest and having a good portfolio quality depends on

the MFIs' ability to follow the principles and best practices of microfinance. I agree that

the ability of an MFl/scheme to adhere to key principles of microfinance (Adongo and

Stork, 2005) would make it sustainable. In this thesis, sustainability refers to the

effectiveness or degree to which MAS LOS adheres to the principles and best practices of

microfinance and how loan repayment is enhanced thereby leading to low default rate.

2.9.2 Why is Sustainability an Important Issue?

It is conventional wisdom that programmes for the poor should be sustainable (Snow,

1999). Snow notes that sustainability is not achieved if programmes do not meet the needs

of the people they are supposed to help. Schreiner (2000) tried answering the question of

why sustainability is important by quoting from Mark in the Bible: "The poor you will

have always; with you" (Mark 14:7). Since the poor will always be around it is necessary to

have sustainable MFIs that will always meet their needs. Sustainable MFIs are what the

poor need. Unsustainable MFIs might even hurt the poor (Krahnen and Schmidt, 1994;

Schreiner, 2000). Given the huge gap between demand and supply of microfinance

services in Ghana, it is an imperative for MFI including MAS LOS to seek opportunities for

sustainability (Rhyne and Otero, 1994).

There are so many reasons why an MFI should be sustainable. Aside the primary parties in

credit transaction (the lender and the borrower), society as a whole will derive some

benefits from the operations of sustainable MFls. For MFls, sustainability reassures the

employees that their jobs are safe and thus make them relatively stable which reduces staff

turnover. This is important for at least one reason. When employees have a sense of job

security, productivity is enhanced than when they have doubts about their jobs. It is

particularly important with MFIs where the stock in trade is money. It may lead to corrupt

practices which can undermine the activities of the institution. At the client level,

sustainability increases the borrowers' willingness to repay loans (Gonzalez-Vega, 1994).
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Micro-entrepreneurs need permanent and reliable access to savings and credit services

(Ledgerwood, 1999). Microfinance loans are uncollateralized, thus the main motivation to

repay is the expectation of future loans. If this is endangered due to unsustainable

tendencies by the MFI, clients will default (Field and Pande, 2007). Sustainability is

essential to reach significant number of poor people and to realize long term social returns

(CGAP, 2006).

Schreiner (2000) conceded that sustainability is difficult to measure and that no single

number cranked out of a machine can measure sustainability, not even the Subsidy

Dependence Index (SOl). With knowledge of an MFI, it's past and present, only human

beings can forecast sustainability. This forecasting ability is enhanced if one could tell the

features of sustainable MFIs and compare with what pertains with your own organization.

This is another reason why a qualitative approach to this study was adopted to answer the

research questions outlined in the thesis.

2.9.3 Features of Sustainable MFIs: Principles and Best Practices

According to Havers (1996), sustainable MFIs have some Unique features which

distinguish them from the unsustainable ones. It is important to know these features to

enable investors, donors, practitioners, researchers and even clients to identity them when

confronted with any. Some of these features have been outlined in the box below

(Box 2.3). Sustainable MFls are managed in a rigorous and professional manner. They

adhere to the principles and best practices of microfinance. Sustainable MFIs make it a

culture to give appropriate loan sizes to its clients based on the needs of the client's

businesses (Havers, 1996). Sustainable MFIs also charge realistic interest rates of between

2-5% per month or 24-60% per annum (Robinson, 200 I). The problem is whether a

government loan scheme in a developing country like Ghana can muster the courage to

charge about 60% on its loans. Havers (1996) also identified the provision of savings to

clients alongside loans and make savings a pre-requisite for loans.

:.
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The savings-credit combination has also been discussed already. I will state here that

savings by a loan client places the lender in a better position to minimize loan default. For

instance, the lender would be able to track the performance of the client's business using

the savings pattern of the client. Let me give a scenario of a client who is unable to

mobilize an instalment but has some savings balance with the MFI. Such a client will

simply fall back on the savings to settle an instalment payment and make efforts at

building up the savings balance again. Savings is a liability to an MFI and it becomes a

motivation for the institution to work in a professional manner. Having other people's

money in the form of savings means you have to be up and doing and work towards

meeting their demands when they need to withdraw their savings.

Regular, short and immediate repayment of loans after disbursement has been identified

with sustainable MFls. Finally, sustainable MFls have clear mechanisms to follow-up on

defaulters. Moratorium or grace periods are alien to sustainable schemes.

Robinson (200 I) also identifies some attributes of sustainable MFls. Robinson indicates

that loan repayment is very high in sustainable MFls. They have well defined

organizational mission with effective governance structures. Responsibility IS

decentralized with emphasis on effective supervision and internal controls. Sustainable

MFIs have performance based staff incentives with human resource development as a

priority.

These features enumerated above including those in the box below (Box 2.3) are expected

to lead to high loan repayment rates/low default rates and good portfolio quality. An MFI

with these features is likely to survive in the industry and achieve sustainability. This thesis

would attempt to ascertain the extent to which these features associated with sustainable

MFls are part of MASLOS in the Wa Municipality
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Box 2.3 Features of Sustainable MFls

1. Managed in a rigorous and professional manner

2. It gives appropriate loan sizes to clients according to the needs of the business

3. Charge realistic interest rates on its loans

4. Makes savings a pre-requisite for loans

5. Make loan repayment regular, short and immediately after disbursement

6. Has mechanisms to follow-up on defaulters

Source: Havers, 1996

2.10 Conclusion

The chapter has, among other things looked at microfinance and its rationale, its history

and the business environment of the sector in Ghana. The rationale for microfinance is as

relevant today as it was in 1976 when Prof. Yunus saw the need and relevance of

microfinance to the poor. It came out that the microfinance business environment in Ghana

is vibrant and dynamic. This dynamism means that survival of MFls depends on the level

of innovation in its operations. The chapter discussed the key principles and best practices

of microfinance and poses questions as to which of them are being applied by MASLOS.

This would be explored in chapter four. The literature review also showed the possible

causes of delinquency and default of loans especially with government microfinance

schemes. In the next chapter, I explore the research methodology which was used to

conduct the study.
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CHAPTER THREE

3.0 RESEARCH METHODOLOGY

3.1 Introduction

This chapter outlines the research methodology of the study. A research methodology

provides the framework for any research and is an integral part of the research design

(Brown, 1996). The chapter describes the research approach and journey, sampling

techniques, data collection methods, sources of data and how the data was analyzed. The

chapter concludes with a discussion of how validity and reliability of the data and research

findings was enhanced.

3.2 The Research Approach and Journey

I~

The study a.dopted a qualitative research methodology relying largely on cross- sectional

data from MASLOS- Wa clients, key officials of the scheme, stakeholders and secondary

sources. The choice of this research approach is based on its suitability to the issues being

probed. Gray (2004) notes that qualitative analysis is a rigorous and logical process

through which data is given meaning. Miles and Huberman (1994; in Gray, 2004) -also

state that qualitative studies have a quality of "undeniability" because words have a more

concrete and vivid flavour that is more convincing than pages of numbers. A qualitative

study tends to give depth rather than breadth and is suitable in addressing the research

problem this study is concerned with. According to Schreiner (2000) measuring

sustainability through quantitative methods is not only difficult but unreliable. Schreiner

states that not even the Subsidy Dependent Index (SOl) is reliable. He asserts that armed

with the knowledge of the past and present circumstances of an MFI, only humans would

be able to analyze and predict sustainability. This makes qualitative methods appropriate

for this analysis.

:.
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To give the reader an appreciation of the sequence of events on how the study was carried

out, I present here the research journey (Figure 3.l) which outlines the procedure through

which this research was carried out. The study started with a statement of the research

problem as outlined in Chapter One. The research questions and objectives were derived

from the research problem. A review of the relevant literature was done and this informed

the conceptual framework underpinning this study. Data collection tools were developed

followed by data collection and analysis. The findings from the analysis were discussed

drawing on the literature. The study concluded with policy recommendations.

Figure 3.1: The Research Process

Research Problem

Research Questions and Objectives
1

Overview of Microfinance, Principles and
best practices of microfinance

.
r Literature Review )

l J l Loan Delinquency and Default

Developing Data
Collection Tools - Loan Charac'ticslMethodology and Default

Data Collection and Conceptual Framework - Sustainability of
Analysis MASLOS

----{ Findings and Discussions 1 y Sustainability in Microfinance

Conclusions and Policy
Recommendations

Source: Author's Construct
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3.3 Sampling Design

According to Yin (1993), the rationale for sampling in research is to enable a researcher

make generalizations based on an examination of a sample chosen from the population.

Researchers with quantitative orientation argue that for research findings to be

'generalizable', the sample chosen should be representative of the population

(Sarantokos, 1993). Quantitative researchers are also inclined to probability sampling

techniques such as random sampling which gives every subject an equal chance of being

selected (Twumasi, 2001). Unlike quantitative approaches which often require large

sample sizes, qualitative research approaches are commonly associated with small samples

(Gray, 2004). In line with the methodological orientation of the study which is a

qualitative study, a small sample size was applied in the study.

The Wa Scheme was purposively sampled for this study for two main reasons. The first

reason is my familiarity with the Wa scheme in particular and the study area in general.

The second reason is that most of the loans in the Upper West Region were disbursed in

the Wa Municipality because of the strategic position of the municipality as the Regional

Capital of the region. The operations were concentrated in Wa and applicants from the

other districts had to travel to the Wa office which made the Wa scheme the centre of

attention.

I. Selecting Small Loan Clients

In selecting respondents from this population, a list of all the 99 clients was obtained from

the office of MASLOS in the Wa Municipality. The small loan clients are those individuals

and registered business entities which benefitted under the Small Loans Scheme. The

clients were put into two categories i.e. defaulters and non-defaulters. The data showed that

eight clients had repaid their loans and were thus classified as non-defaulters. -The

remaining 91 clients were classified as defaulters. Through a simple random sampling

technique, three small loan non-defaulters and four defaulters were sampled and

subsequently identified with the help of the FEA for the interviews.
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11. Selecting Microcredit Clients

The scheme also has microcredit loan clients. The microcredit clients are group loans or

those who benefitted from the scheme as groups. It was very important to gain further

insights into the activities of such clients. Microcredit clients are the group loans in

MASLOS parlance. Secondary data from MASLOS- Wa showed that twenty microcredit

groups were given loans by the scheme. All the groups defaulted in loan repayment. The

microcredit groups were categorized by location, whether the group is located in Wa

Township or in a village. Sixteen groups were found in the Wa Township and four in the

villages. A group each was randomly selected from each location. The first group which is

located in Wa Township is called Association of Women with Disabilities (A WWD).

Seven members of this group were assembled for the focus group interview. The second

group which is Jonga Anbanbaahi Group had eight of its women mobilised for the

interviews.

111. MASLOS Officials and other Institutional Respondents

Sarantakos (1993) asserts that researchers choose subjects who in their opinion are deemed

fit to provide relevant information for the research. In line with this, the study purposively

sampled four (4) key staff of the scheme, including the Regional Coordinator, Programme

Officer, a Credit Officer and Field Extension Assistant (FEA). This sampled staffs were

interviewed for a better appreciation of the research issues being probed. To cross check
,

and validate data, triangulation was employed by obtaining data from other sources. These

other sources consisted of key informants or people who had played various roles in the

scheme at various stages during implementation. For instance, the representative of MOFA

and the NIB desk officer of the scheme, both of whom were members of the Regional

Loans Committee during phases I and II of the scheme were also interviewed. In all, three

officials of the scheme, and two respondents from other institutions were interviewed.
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3.4 Data Collection Methods and Sources

Qualitative research approach allows for the use of qualitative data. Qualitative data

therefore constituted the major source of data in this study. To enhance the validity of the

data and the reliability of the research findings, the study employed triangulation in the

collection of the data. Easterby-Smith et al. (1991) refer to triangulation of methods as

appropriate with cross-sectional designs. They assert that triangulation of methods helps to

balance out any of the potential weaknesses in each method. Three methods of data

collection were used. These are in-depth interviews, focus group interviews and secondary

data reviews.

Interviews are powerful data collection methods which when used with care leads to

desirable results. Gray (2004) argues that a well conducted interview is a powerful tool for

eliciting rich data on people's views and attitudes. Thus, the conduct of interviews was

considered very important in the study because of its significance in qualitative research.

According to Gray (2004), even the best-designed research tool will not make the desired

impact if care is not taken with its administration. How the interview is done, the

preparations before, the conduct of the interview itself and consolidating the data after the

interview are all important if interview as a method is to be effective in research. These

were all taken note of during the entire research journey.

To enlist the maximum support of MASLOS officials in the process, the Regional

Coordinator, Programme Officer and FEA were briefed on the objectives of the study. [

was then introduced to the sampled respondents by the FEA. The interview dates, time and

location were scheduled with the respondents according to their convenience. They were

subsequently contacted and interviewed.
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3.4.1 In-depth Interviews

'-
In-depth interviews were employed in collecting primary data from some of the

respondents. In-depth interviews have inbuilt flexibility and it allowed for probing of

issues which emerged during the interviews. Gray (2004) describes this as non-

standardized research tools often used in qualitative analysis.

Some MASLOS officials in the Wa Municipality, small loan clients and selected officials

of MOF A and NIB were interviewed with the aid of interview guides. Officials were

interviewed in English. In conducting interviews with the officials of the scheme the

purpose of the interviews were explained before the interviews were carried out. The

interview dates, time and location were scheduled with the interviewees according to their

convenience. They were subsequently contacted and interviewed. A number of follow- ups

were made to fill in gaps in the data collected during the analysis and discussions stage.

The interviews centred on the history and profile of MASLOS, eligibility criteria for loans,

terms and conditions, lending procedures of the scheme, nature of default and the causes of

loan default from the official's perspective (see Appendix III).

Small loan clients were similarly contacted with the assistance of the FEA. I was

introduced to them by the FEA and interview dates were arranged. They were,
subsequently interviewed with the aid of an interview guide (see Appendix I). Data

collected include demographic characteristics, procedures they followed in assessing loans,

terms and conditions for loans, the performance of loans during the cycle, loan status,

causes of default if any, problems encountered in the course of assessing loans and during

the loan cycle, and suggestions on how to improve the performance of the scheme. The

author personally conducted the interviews and this is significant because doing -this

enabled the researcher to observe behaviours, attitudes and emotions of the respondents

during the interviews. The author is fluent in Dagaare and Waali which are the main local

dialects in the study area and therefore conducted the interviews himself and thus avoided

problems associated with the use of interpreters. This was helpful since most of the

respondents were illiterates. Responses were documented through field notes and audio
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recordings using a mobile phone which has a capacity to record for 3 hours interrupted.

These were later transcribed ...
3.4.2 Focus Group Interviews

Focus Group interviews were also employed in collecting data from the two defaulting

groups that were sampled. Gray (2004) asserts that focus groups are less expensive and can

reduce the chance of non-response to about zero. The first group that was sampled was the

Jonga Anbanbaahi Group located at Jonga about 8 kms from Wa. This group consist of 16

members. However, eight (8) members of the group were mobilized for the interviews.

The second group that was sampled was the Association of Women with Disabilities

located in Wa Township. This group consists of 12 members but seven members of them

were mobilized for the interview. Each group included three of the leaders (Chairlady,

Secretary and Treasurer). It is necessary to explain the differences in the group sizes and

the number of members interviewed. First, the study did not aim to interview every

member of the group because group interviews are not effective when the group size is too

large. Secondly it was not easy to get members together. So on the scheduled interview

dates the leadership tried and mobilized the respective numbers indicated above for the

interviews.

Responses were documented through field notes and audio recordings. According to Gray

(2004) if the focus group contains only six or seven participants, then tape recording may

not pose a major problem. The permission for the audio recording was sought before the

recordings were done. Data obtained from the groups include group characteristics ( such

as name, location, size, etc), the processes the groups went through before, during and after

getting the loan, performance of the loans during the cycle, nature and causes of default,

challenges encountered with the scheme and suggestions on how to handle the challenges

with the scheme.
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3.4.3 Secondary Data Review

A number of documents were obtained from MASLOS- Wa (see Appendix IV). The

documents obtained were reviewed and the relevant information used for analysis. The

loan files of the two sampled microcredit groups which contained information on their loan

application letters, constitutions and bye-laws, loan agreement documents, promissory

notes and demand notices were reviewed. From these documents, location, group sizes,

date of application, loan amounts requested and amount approved, groups internal rules,

disbursement and due dates, amount paid and amount outstanding, interest and fees paid

were obtained. Similarly the relevant data for the small loan clients were obtained. Also the

operational manual, quarterly reports and the policy document of MASLOS, monthly and

quarterly reports were reviewed. From these documents, data such as the mandate and

objectives of MASLOS, the inception lending procedures, eligibility criteria for loans,

loans disbursed, loan amount repaid and loan amount outstanding were obtained. Other

published and unpublished materials of relevance to the research topic were also consulted.

The advantage of collecting data from varied sources is that it reduces the sources of error

(Gay, 2004). It gives the researcher the chance to validate data from these multiple sources

and inconsistencies are detected and dealt with. The main sources of data were the clients

(defaulters and non-defaulters), key officials of the scheme, representative of MOFA

(Ministry of Food and Agriculture) on the loans committee, and desk officer of the scheme

at NIB (National Investment Bank) and secondary sources.

3.5 Methods of Data Analysis

The qualitative data were analyzed using narratives and descriptions. The data were

transcribed immediately after each interview. Simple percentages and tables were used in

the analysis of the quantitative data which were generated during data collection.

According to Twumasi (2001) a researcher settles down to analyze the data collected from

the field. This process according to Twumasi is a continuous process involving many
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stages and at each stage the researcher must ask questions related to the objectives of the

research. Yin (1993) notes that a researcher summarizes the data collected and organizes

the data in such a manner that the data answers the research questions clearly. This

according to Gray (2004) should be planned at the initial stages of the research. A

researcher should have an idea of how the data s/he seeks to collect will be analyzed as

s/he decides on the research tool to employ in collecting the data. Gray (2004) argues that

research works that use interviews often elicit qualitative data and· using narratives is the

ideal way of analyzing such data. The methods of analysis were therefore informed by the

literature as outlined above.

3.6 Enhancing Validity and Reliability

The questions to ask respondents and research tools were pre-tested and the necessary

adjustments made before actual data collection. The tools were structured according to the

research objectives. All the questions asked in the interview guides were assessed for their

relevance to the research questions (Gray, 2004). Pre-testing allowed for irrelevant

questions to be thrown out and the interviewing time reduced, whilst still collecting the

relevant data. Importantly, all the interviews were done by the author himself who is fluent

in the local languages of the respondents.

Gray (2004) emphasized two key issues that researchers must be concerned with In

designing a research tool.

1. Zone of Neglect: This occurs when only part of the research instrument covers the

subject being studied. Or simply put, questions do not cover the research area.

2. Zone of Invalidity: This occurs when the research instrument or questions covers

issues which are irrelevant to the subject being studied.

Gray emphasizes the importance of avoiding these mistakes because it will lead to a

researcher collecting a lot of unnecessary data which will not be used and the study may

lose focus. It also has the tendency of making the research tool lengthy thus interviewing

time which could affect the responses as interviewees may get tired. These were taken into
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consideration and guided the author in designing the research tools for this study. Gillham

(2000, in Gray 2004) suggests that it is wise to pre-test at least 50 per cent or more

questions that you need so that confusing or unreliable questions can be thrown out at an

early stage. This was done before the author finally settled on the questions contained in

the guides.

A number of challenges were encountered during data collection some of which were

anticipated before the commencement of the research. Getting defaulters for interviews

was a problem as most of them initially thought it was a ploy to get them arrested for

prosecution. Word had gone round that MASLOS was preparing to take defaulters to the

law courts and had already sought the assistance of the Economic and Organized Crime

Office (EOCO). In fact, some defaulters had been summoned by EOCO around the same

time that the author was collecting data for the study. The fear of being arrested made it

initially difficult to get defaulters but things got better after a number of visits and the

author painstakingly explaining the purpose of the interviews to defaulters. This paid off

when finally they agreed to grant the author audience. Also, the non-defaulters earlier

misconstrued the purpose of the interviews. Some initially thought the exercise was about

getting them repeat loans. Again the purpose of the discourse was explained to them.

Among other objectives it was explained that the results of the study would benefit them

because the study intends to offer suggestions as to how to improve the management of the

scheme.

Getting the women groups was also very difficult. Because of the default situation, the

groups were not having their regular meetings. The author had to make several visits

before he was able to get the required number of members for the interviews.

Another problem which was encountered during data collection was getting the FEA to

assist in identifying the sampled respondents because he was not at post at the time of data

collection. He was however cooperative when he was finally contacted. He assisted greatly

in identifying beneficiaries for the interviews.
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3.7. Conclusion

.
<

This chapter is the methodology chapter. The study adopted a qualitative research

approach which was outlined and justified accordingly. The choice of this approach was

based on the objectives of the study which could be satisfactorily addressed through a

qualitative study. The scheme in the Wa Municipality was chosen for analysis because of

the high rate of loan default associated with the scheme. This high default rate was thought

to be detrimental to the sustainability of the scheme and needed to be properly understood.

Among other things, the methodology was designed to address the nature and causes of the

high default rate.

Consistent with qualitative research approach, qualitative data collection methods/tools

were employed. In-depth and focus group interviews were adopted. These were augmented

by secondary data obtained from MASLOS and from other sources. The main sources of

data/respondents interviewed include MASLOS clients in the Municipality, key staff of the

scheme and officials of participating institutions of MASLOS. How the study addresses

validity and reliability of data and by extension the research findings have been detailed in

the chapter. The next chapter is a presentation of the empirical findings and a discussion of

the findings.
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CHAPTER FOUR

4.0 SUSTAIN ABILITY OF MASLOS IN THE WA MUNICIPALITY

4.1 Introduction

This chapter focused on the analysis of the data collected and discussion of findings. The

analysis and discussions were done as follows; the evolution of MASLOS's lending

procedure, the nature of loan default and the causes of loan default. The sustainability of

the scheme was also discussed drawing on the extent to which the scheme had adhered to

the principles and best practices of microfinance.

4.2 Evolution of MASLOS Lending Procedure

The first objective of the study was to find out how the lending procedure of the scheme

evolved since the scheme began operations in the Wa Municipality. To achieve this, the

operational guidelines of MASLOS were examined in order to identify the inception

guidelines and for the purpose of understanding the process of accessing loans. Key

informant interviews involving officials of the scheme in the municipality were cond~cted.

The beneficiaries of both microcredit and small loans were interviewed. The results show

three distinct phases in the evolution of the lending procedures since the scheme started

operations in February 2007 up to the time of collecting data for this study.

4.2.1 Phase I: Inception Operational Guidelines

The first era spans from February 2007 to August 2007 when the inception guidelines of

the scheme were first introduced. MASLOS had two loan products, microcredit and small

loans and each product had a different procedure clients followed to access a loan during

this era. Microcredit loans were designed specifically for groups of between 5 and 25

members of both sexes, but preferably females. A microcredit ranged between GHS 100.00
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and GHS 500.00. The small loans are specifically for individuals and registered business

entities, and ranged between GHS 1,000.00 and GHS 25,000.00.

In respect of microcredit, the following procedure was established In the operational

guidelines for administering microcredit when the scheme started operations. An applicant

needed to do the following before a loan could be granted:

i. Group formation: Persons with common interest were required to form a group in the

locality in which they reside. For example women in petty trading, shea butter extraction,

farmers group, mechanics and fitters group, poultry farmers and livestock farmers were

expected to come together to form groups. This phase encouraged the formation of such

homogeneous groups. The Ministries, Department and Agencies (MDAs) were encouraged

to identify hard working groups in their areas of operations and assist such groups to

access loans under the scheme.

ii. Lodging of formal application: Such persons after forming a group then approached

MASLOS for advice or counselling or assistance on sensitization and animation. A formal

request was then made indicating the membership of the group, the amount each person

needed' and the activity into which the members or group is engaged.

iii. Preliminary Eligibility Assessment: MASLOS does a preliminary assessment of the

eligibility of the group for assistance under the scheme. A preliminary eligibility

assessment form was completed for the group. Eligibility criteria included;

a. The group size of between a minimum of5 and maximum of25

b. Preferably, groups were expected to have a common production or operational interest

c. The group should have an ongoing business or collectively have the requisite skill or

experience or be prepared to undergo training in the credit activity.

d. The groups were supposed to have their leaders and internal rules and regulations.

e. Prior sensitization or animation or training could be required during the process.

f. Only persons with sound minds and aged between 18 and 65 years could form a group.

The criteria above have incorporated some practices of microfinance such as emphasis on

group loans and prior sensitization of applicants. When a group met the eligibility criteria,

the application was forwarded to the appropriate MDA for processing. The participating
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MDAs in the municipality were the Ministry of Women and Children affairs (MOWAC),

Department of Fisheries (DF), Department of Social Welfare and the Agricultural

Extension Services Department of Ministry of Food and Agriculture (MOFA).

iv. Appraisal and Approval of Applications: The participating MDAs were supposed to do

the appraisal and when convinced of the viability of the group, the application was then

recommended to the head office of the MDA for onward submission to MASLOS head

office in Accra for approval.

v. Disbursement: The MDAs then liaised with MASLOS for the details of the approved

loans for disbursement.

The problem with this procedure was that the role and responsibility of the various MDAs

was not clear. The MDAs were not given the requisite training on their role and

responsibility in the scheme and as a result applications piled up at the MDAs as they did

not know what to do with them. Obviously they lacked the expertise in credit

administration. Duflos and Imboden (2004) assert that government ministries usually do

not have the expertise to manage microcredit. This brought confusion especially when

applicants started complaining that it was too cumbersome to get a loan from MASLOS.

The procedure was silent on who was to do monitoring and recovery of loans, and how the

loans were to be disbursed and repaid. The responsibility for loan collection was unclear. It

was not certain whether MASLOS or the MDAs were to carry out that function .• The

participating/disbursing banks had a role to play in MAS LOS; especially they served as

conduits for making the loans available to the beneficiaries. Beyond that, they could not

tell what was expected of them. I think having about three different institutions involved in

a single loan transaction was going to lead to serious problems on how to manage client's

information and obtain correct and timely information for any serious monitoring and

recovery to have occurred.

The microcredit procedure during this phase was seriously deficient with regards to best

practices. For instance, the concepts of solidarity groups, self appraisal by group members,

step-lending and regular meetings were not factored into the procedure. Encouraging the
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formation of homogenous groups in terms of productive activities rather than having

groups where members have diversified businesses could have led to loan default if the

businesses of the group failed since everybody in the group would have been affected.

In respect of small loans, applicants submitted their applications to the participating MDAs

or participating banks. The participating banks were the National Investment Bank (NIB)

and Agricultural Development Bank (ADB). Just like the microcredit, applicants for small

loans needed to meet the eligibility criteria listed below;

a. The borrower shall be of sound mind an aged between 18 and 65 years.

b. The project to be financed should be ongoing and not a start-up.

c. The applicant needed to have sound knowledge of and good expenence In the

management of the project to be financed with the loan.

d. Business may be preferably registered. This did not constitute a requirement but served

as an advantage.

e. A proper title deed to lands for the credit purpose shall be a requirement.

f. There shall be no encumbrance on the existing assets of an applicant's business for

which the loan is required.

g. Evidence of payment of statutory taxes and levies was required where applicable.

h. Possession of a bank account was not a requirement but was an advantage.

Small loan applicants were expected to complete an application form of the participating

institution. Such applications were supposed to be processed and considered on periodic

basis by the banks. I emphasized on the supposed because this never happened. The MDAs

in particular did not have any forms for applicants to complete. This lending procedure was

a total failure according to an official of MASLOS. It did not work and not a single loan

application was processed let alone approved under this phase. The participating MDAs

did not understand the whole MAS LOS concept. This new role was not clearly understood

and to make matters worse they were not given any orientation on their strategic role in the

scheme. Applications were received by these participating institutions for processing.

However, processing of applications was never done perhaps because they did not have the

expertise and capacity to perform that function. Appraising loans is an art that needs to be
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learned but the concept did not seem to acknowledge this reality. According to officials of

MOFA and Department of Women (OW), their involvement in MASLOS was not properly

understood and what was expected of them was also not well appreciated from the onset.

Both MDAs admitted receiving applications and forwarding them to their respective head

office but getting these applications processed and approved for disbursement was very

difficult. An officer at MOF A recalled his ordeal to get back applications he had earlier

sent to the head office in Accra when MASLOS requested to have them back.

The involvement of the banks was more problematic because the exact roles of the banks

were not clear apart from their role as disbursing banks. The National Investment Bank Ltd

(NIB) and Agricultural Development Bank Ltd (ADB) which were the participating banks

in the municipality were already busy with their mainstream clients and did not have time

processing MASLOS loans. It became clear that this procedure was not going to work. The

failure of this phase was therefore partly due to the fact that the MDAs lacked the capacity

and technical expertise to appraise microcredit loans (Duflos and lmdoden, 2004). Also the

scheme did not recognise the fact that it was in competition with the participating banks

and was bound to have problems with the banks. The scheme appears to be poorly

designed (Ledgerwood, 1999) and therefore implementation was met with serious

challenges. The participating banks were perhaps not the right financial institutions to have

been used by the scheme because these are commercial banks which by design, outlook.
and posture are not friendly to the poor. Perhaps using the Rural Banks, Cooperative Credit

Union and the Financial NGOs would have improved coordination and collaboration in the

operations of the scheme. The pressure was on MAS LOS to disburse loans to the people.

MASLOS itself, applicants, politicians and other stakeholders thought something needed

to be done. Hence this procedure was abolished. This paved the way for another era in the

evolution of the lending procedure of MASLOS.

4.2.2 Phase II: First Reforms of the Lending Procedures
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corroborated by the clients of MASLOS. This phase spans part of the New Patriotic Party

(NPP) regime and the first year of the National Democratic Congress (NDC) regime. In

this era, the procedure was restructured in order to address some of the weaknesses of the

previous phase.

i. The Loan Application Process

Applicants were supposed to express intent by writing a letter directly to MAS LOS making

a request for a loan facility. The MDAs were not to receive applications again. For

microcredit, a list of all group members was required with their respective loan amounts

and income generating activity (IGA) indicated accordingly. Every group was expected to

attach its constitution and bye -laws. Just as in the previous phase, a member in a group

could access a loan between GHS 100.00 and GHS 500.00. Every applicant was also

required to submit 2 passport-sized pictures. An applicant was required to open a bank

account with either of the disbursing banks, NIB or ADB when the loan was approved

though an applicant could do that much earlier. For microcredit, the joint liability was

enough for a group to benefit under the scheme. These were some best practices which

were incorporated, i.e. collateral free loans by using joint liability to substitute for physical

collateral.

For small loan applicants, registration of the business was an advantage but not a

requirement. Under the small loans scheme an individual could access between GHS

1,000.00 and GHS 25,000.00. A small loan applicant was required to submit with the

application letter a passport-sized picture and a photocopy of business registration

documents. An account with any of the disbursing banks could be done during the loan

process. No collateral was required for both micro and small loans. The only substitute for

collateral under the small loans was a guarantor or two depending on the loan amount. A

guarantor was subjectively defined as anybody with good financial standing.

The Financial Extension Assistant (FEA) was the focal person in this phase and was

supposed to be the first point of call. He was expected to first visit any group or individual

interested in a loan facility and based on his impressions, guides the applicant to complete
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a preliminary loan eligibility form. If an applicant met the eligibility criteria (same as in

Phase I), the application was recommended to a Programme Officer for detailed appraisal.

Unfortunately, this was not fully complied with according to an FEA because clients were

appraised by Programme Officers without the knowledge of the FEAs. A FEA recalled

instances where loans were appraised without his knowledge and he was only contacted to

sign his name when it was necessary. Perhaps this occurred because the guidelines were

not being followed to the letter. The Programme Officer indicated that some applications

came from the 'top' and had to be appraised. But from the top or otherwise, guidelines

could still have been followed if things were done right. At a group interview, female

beneficiaries of MASLOS indicated that the officials of the scheme had told them that

though the guidelines allowed an individual within a group to take a loan up to

GHS500.00, no individual could access more than GHS 200.00 for the first time. This

compelled them to reduce their request of loan amounts (Group Interview, Wa,

16.05.2011).

The evidence however, showed that some members in other groups got loans of more than

GHS200.00 as first time applicants. Thus, it seems there were inconsistencies in the

application of the internal guidelines. There were no clear guidelines on how much an

applicant could access for the first time and thereafter. The scheme did not take advantage

of progressive lending or dynamic incentives. It is always helpful to set entry points for

schemes and relate subsequent loan amounts to the performance of the previous loans. For

instance, the Credit with Education lending methodology and the Grameen Bank have

clear guidelines on how much loan an applicant could access after liquidating a previous

loan. A client could not take more than 50% of the previous loan amount and it does not

take more than one week to get the next loan after servicing a previous loan. This

information about the next loan is sufficient to motivate a client to service a current loan.

ii. The Appraisal Process

The Programme Officer (PO) was responsible for loan appraisals after the preliminary

assessments were completed by the FEA. The appraisal process involved looking at the

applications and the loan request to make sure all requirements had been met. For example,
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a PO at this stage is interested in answering questions like; Does an applicant pass the

eligibility criteria, are applicants within the accepted age bracket of 18 -65 years, is the

business eligible for support under the scheme, are the groups well constituted, do the

group meet regularly etc. For microcredit, the group leaders comprising the chairperson,

secretary and treasurer were invited and interviewed on behalf of the group. Other

background checks were done to ascertain if the group was capable of repaying a loan.

The PO did an appraisal report and made recommendations to the loans committee. The

same applied to the small loans. The PO does due diligence on small loan applicants and

based on his findings and the cash flow projections of the applicant's business made

recommendations to the loans committee through the Regional Coordinator (RC). A much

detailed interview was done with every small loan applicant and during the interview the

PO prepared a business plan for the applicant. The PO visited the business premises of

applicants for verification of information as part of due diligence/appraisal. Based on the

financials and non-financials (such as character, reliability, honesty and integrity), the

necessary recommendations were made to the loans committee for further action. All small

loans appraised were forwarded to the head office by mail or through State Transport

Corporation (STC).

As part of the appraisal process, clients were required to contribute a percentage of the

total cost of the project as a way of getting their commitment to the project. Though a very.
good idea, this was reduced to just a mere 'paper work'. For instance proposals by the

clients were by word of mouth which was not verified to ensure that the clients actually

had the required funds to ensure the project takes off when given the loan. Against the

background that a client could lie just to make a good case for his/her application to go

through, it would have been helpful if MASLOS had gone beyond the interviews to

confirm or ensure that applicants actually had the required funds or could raise the

additional funds in order to finance the project. An applicant's commitment to the business

is enhanced if s/he has a stake by way of personal financing commitment to the business.

But on the down side, being strict on this could trigger clients to take multiple loans from

other sources in order to make a good case for a loan. This notwithstanding, there could be

a balance as to the best way of getting clients to be committed to their business proposals.
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iii. The Approval Process

A six member Regional Loans Committee (RLC) comprising the RC, a PO, representative

from department of women, representative from MOF A, representative from NIB and

ADB met at the scheme's office in Wa to approve microcredit loans. After approvals by

the RLC, the details of the approved loans were sent to the head office for disbursement.

However, small loans were approved at the head office of MASLOS by a loans committee

centrally located there for that purpose. Approval of loans could take between 6 and 10

months. When the loans committee met and approved loans, the approvals for each region

were sent either by phone, fax or email to the regional offices for the necessary

documentation and disbursement. An official indicated that in most of the cases the loans

committee slashed the recommendations of the RC. Only the officials at the head office

constituted the loans committee. The CEO, head of Finance and Administration, head of

Funds Management, head of Audit and the Legal Officer made up the committee.

Applications from the regions were therefore not defended by the RCs at the committee's

meetings and what was approved was based on the assumptions of members of the

committee at the committee's sittings. An official of the scheme lamented that the

approved figures created problems for officers at the regions because as he put it:

You could do a comprehensive appraisal of a loan and you know that it was a very viable

project and you were very confident that the business would be able to repay the loan. But

the committee at head office will just slash it down without any basis. The PO explained

further that conveying approved figures to clients was one of his greatest problems at

MASLOS because as the officer who does the appraisal clients assume you have a hand in

slashing their loan request. Sometimes you feel you should use your own money to top up

for viable projects that are in danger of not taking off due to under financing. The head

office operated from a detached position and they don't experience the emotions that are

attached to such transactions because they don't appreciate the issues on the ground. A

loan transaction goes beyond just numbers and figures. There is an emotional and

psychological undertone but unfortunately the loans committee did not realize this

dimension of credit administration (Programme Officer, 6.05.2011).
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But slashing of loans without any good reason is not good for both parties because it

renders the loan more trivial and could result in default if the client is unable to invest it

into the business (Zeller, 2001).

The rationale for having representatives from the MDAs/participating banks in the RLC

during phase I could easily be explained because they were supposed to do the appraisals

during phase 1. However, during phase II, loan appraisal was done by MASLOS officials.

It is therefore surprising that the RLC had representations from the MDAs/participating

banks. The composition of the RLC in my opinion should have been officials of MAS LOS.

The involvement of MDAs/participating banks was therefore misplaced. Also, having a

credit committee for small loans in Accra instead of the Wa office during phase II only

created problems between the regional officers who were on the ground and the credit

committee. As we have seen, the function of credit committee here was more or less to

slash the recommendations of the appraising officers which led to the large differences in

the amounts recommended and amounts approved. That function could have been better

handled by a properly constituted regional RLC involving the FEAs, POs and the RC.

iv. The Disbursement Process

Disbursement was centralized and done at the head office and it could take 4 to 12 months

for loans to be disbursed into client's accounts. This involved series of transfers of

information about clients (client's names, loan amounts, account numbers, telephone

numbers, addresses etc). Appendix XIII is a form through which such information was

relayed to the head office. It came out that the delays in disbursements were partly due to

the workload on the schedule officers at the head office. Sorting out clients into banks for

10 regions and over 100 rural banks is a difficult and tedious task. Loans for MASLOS -

Wa were paid into the clients accounts at NIB or ADB as the case may be. Sometimes

these disbursements were done without the prior knowledge of the regional office that

processed the loans. It could take about a month to 3 months for such disbursements to

come to the attention of the regional office only when the banks submitted monthly returns

which were usually difficult to get. This affected loan repayment in many ways. It was

still unclear as to whether some clients had received loans or not at the time of data
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collection because information on some clients could still not be verified. This lack of

coordination between the regional office and the head office could needlessly have been

avoided by decentralizing disbursement to the regions. The mere misspelling of a name

could make disbursement very difficult and because of differences in ethnicity, it appeared

schedule officers at the head office had problems with Northern names. Just misspelling a

name Dankwah instead of Dakurah would affect the disbursement process because if a

client operated an account as Dakurah, it would be impossible to credit such an account

with a cheque or credit advice in the name of Dankwah. These were some of the things

which could have been avoided by simply letting the Regional Officers to perform this

important function.

Also, head office wanted to contact clients through phones before making disbursement

into their accounts. Unfortunately most of the clients did not have contact numbers. Three

clients recalled they had received calls from a caller supposedly from MASLOS head

office asking them some questions and concluded by telling them their loans will be

credited to their accounts the next day or so. Perhaps that was how most of the clients got

to know about their loans. Unfortunately some of this information was not given to the

regional office until several weeks or months later. The RC lamented:

It could be embarrassing to you as a staff that sometimes the first source of your

information on disbursement is from the client. An honest client could walk to you and tell,
you s/he received a call from the head office informing her/him that the loan had been

credited or will be credited into her/his account. Or a client could say "I went to the bank

today and the bank informed me my loan from MASLOS had been credited to my

account". Of course the dishonest clients will just keep quiet about it (Interview of Re,

4.05.2011)

For the microcredit loans, the bulk amount was paid to the banks with the schedule of

groups and amounts given to the bank to effect payment. The banks then credited the

group accounts with the loan as and when the group leaders identified themselves at the

bank. The leadership of the group or the signatories of the group account then withdrew

the loan for onward disbursement to the group members. The advantage of this system is

that officials did not handle physical cash and therefore the possibility of fraudulent
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activities being perpetrated was zero or minimal. However, the absence of MASLOS

officials on the field during disbursement was a drawback. Against the backdrop that most

of the clients were illiterates who could even be intimidated by the banking premises, it

was obvious that disbursement could not have been complete at the level of just crediting

the accounts of the beneficiaries with the loan. It came out during the interviews that the

women still needed intermediaries between them and the banks to complete the

disbursement process. The advantages of disbursing microcredit loans face-to-face at the

group level by a loan officer in most microfinance schemes are many. When loans are

disbursed especially at the meeting grounds, it allows the officer to remind members of the

terms and conditions and what is expected of the client after disbursement. The scheme

missed this golden opportunity because only the leadership of the groups withdrew the

money for onward disbursement to the other members of the group. Under this

disbursement procedure, it is possible that a corrupt group leadership could short-change

the other members of the group by redistributing the loan their own way or even refusing

the other members the loan. This was the case with the group interviewed at Jonga. The

FEA narrated thus:

I was hinted that the assemblyman had hijacked the money of the group and that evening I

didn't waste time. I invited some senior officers and we went to Jonga in the night. I went

to the group secretary and asked if the loan was disbursed to the members and that I

wanted her to take me to the other members in the group for me to verify. She informed me

that the loan had not yet been disbursed. I asked why 5 days after withdrawing the money

she was still keeping the money. It emerged that the money was with her husband who

incidentally was the assemblyman. We requested to have the money back. The money was

not complete because some members were already given and the secretary herself, had

taken hers. We told her to discontinue disbursements and bring the balance to the office the

next day. About 3 days later the money was brought. We then requested the group to

organize a meeting so we could personally supervise the disbursement and that was done

(Interview of FEA, 6.05.2011)

The common disbursement practice of MFIs is to give the loan in cash to the field officer

to go and disburse in the field. This disbursement procedure has its drawback because a

corrupt loan officer can divert the loan into personal uses when monitoring is weak or
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nonexistent. Perhaps this was the reason MASLOS did not adopt this mode of

disbursement. Another option would have been for the FEA to assist the women to do the

disbursement on the field after crediting the group account with the loan. Here the

signatories to the account could withdraw the money and with the support of the FEA the

disbursement could have been done on the field. Having an officer present at the time of

disbursement would give the scheme a reason to believe that the loans actually got to the

intended recipients/beneficiaries. An official of the scheme cited an encounter he had with

a microcredit group in the Wa Municipality in reaction to the inadequacies of this

disbursement process:

We visited a group at Zongo and it was quite messy. The loan figures that we have on our

file against their names could not be reconciled with the actual amounts that the women

claimed they had taken. It is an issue that we are still investigating because a certain man

was mentioned as the one who assisted them to take the money and he disbursed the loan

to them. We think for now that he might have tempered with the loan (Interview of

Programme Officer, Wa, 6.05.2011).

It can be deduced from the above that by simply putting a loan into a group account could

not have been the end of the disbursement process especially when most of the clients were

illiterates. The poor women still needed assistance to withdraw the money and hence the

involvement of this man/intermediary who ended up exploiting them. It was also revealed

that the promissory notes were signed several days in the office before actual' loan

disbursement took place. This was facilitated by the FEA who gave the promissory notes

to the group leaders to get the members to thumbprint against their names as having

received the loan. Clearly, this process is open to abuse because somebody could simply

thumbprint for another person. In short, a promissory note means that the applicant has

signed/thumb printed against his/her name as having received such an amount of loan from

MASLOS on the date indicated. This is usually done during the disbursement in the

presence of all members and not before in the office or elsewhere. Signing of promissory

notes under such circumstances is dangerous for the clients, FEA and MASLOS. To the

clients, it becomes evident that s/he has indeed taken the money witnessed by all group

members. For the FEA who was not present when the form was signed, he would lack the

moral right to enforce the rules because he is not even sure of the true recipients of the loan
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in the first place. For MASLOS, the Zongo episode cited above could be a wake-up call

since instances like that could be numerous.

v. Repayment of Loans

Loans were supposed to be repaid by monthly instalment at the end of each month. All

MASLOS loans had a one month moratorium/grace period. One month after disbursement

beneficiaries were expected to commence repayment. Both microcredit and small loans

were repaid on monthly basis. An instalment was determined by straight line amortization.

The loan principal and interest was divided by 11 to get a monthly instalment payment.

Loans were still to be repaid in 12 months i.e. 1month moratorium and 11 monthly

instalments. What is the purpose of a grace period? My understanding is that a grace period

is to give the client some time to organize the business well before loan repayment

commences. If this is true, then a one month moratorium for all clients does not appear to

address this since it does not recognize the needs and business cycles of clients. A one

month moratorium may be too long a time for a woman who sells cakes and inappropriate

for another :voman who 'hedges' shea nuts. Not every business will take 1 month to

organi~e itself and generate enough cash flow to start servicing a debt. Depending on the

type of business activity, one month moratorium mayor may not be appropriate.

Let me extend the discussions further on the effects of a grace period on loan repayment if
,

it is too short or too long and not tailored to the needs of the client. Let us take for instance

that a client who was given a loan of GHS 5,000.00 for 12 months at 16% interest rate and

a grace period of 1 month and is still required to pay the loan in 12 months. The

implication will be that the clients would repay the loan in 11 monthly instalments within

the same period on a higher monthly instalment of GHS 528.41 instead of GHS 484.38 if

he was not given a grace period. I suggest that for the small loans, the clients should be

made to suggest a grace period based on their businesses instead of rigidly determining

grace periods for every client or the grace period concept should abolish altogether.

The loan repayment duration of 12 months for all loans under the scheme does not appear

to take the loan size, business type and the risk profile of the business environment into
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consideration. Giving 12 months duration for a loan of GHS 400.00 and the same 12

months to another client who has accessed GHS 5,000.00 might not be innovative enough

to enhance loan repayment in the latter case. The magnitude of an instalment when it is big

could lead to default especially when a problem is encountered during the business cycle.

For instance in our example above, one month instalment (GHS 529.55) for the client with

GHS 5,000.00 is bigger than the entire loan plus interest for the client with GHS 200.00. It

would have made sense to give a shorter duration to the microcredit loans which were

between GHS 100.00 and GHS 500.00. This position is captured explicitly by

Ledgerwood. Ledgerwood (1999) notes that a loan for working capital should have loan

terms that matches the business cycle of the borrower. CGAP (2010) asserts that longer

repayment duration reduces the size of the loan instalment and thus the debt servicing

burden on borrowers. It would therefore have been helpful if a longer duration was given

to clients with bigger loan amounts especially the small loan clients. Unfortunately, that

was not the case. Irrespective of the loan amount given to clients, all clients were given a

blanket 12 months to repay the loans with interest and a month grace period.

Another weakness in the repayment arrangement was that it did not indicate which day in

the month repayments were expected. It would have been helpful to indicate a particular

day in the month which normally should be the meeting days of the group. For example, at

BancoSol of Bolivia, loans are repaid in 28 days cycle. This means that if a loan is

disbursed on Monday, the 14th of February, the first monthly instalment (28 days) must

necessarily fall on a Monday which is programmed for the loan duration and a copy of the

schedule made available to the group. With this every beneficiary member is aware of the

exact data that an instalment is due. This enhances loan repayment significantly. However,

MASLOS left the repayment dates wide opened without indicating the exact day or date

the repayment was expected. This negatively affected loan repayment.

It also appears the scheme did not have a well defined repayment system which made

repayment difficult. It was found that three repayment options were available to each

client. A client could pay through his Iher own bank account or at the offices of MASLOS

or through a recovery accounts at Barclays Bank. To expect clients to go to their respective
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banks for the sole purpose of loan repayment is not innovative enough. This mode of

repayment is flawed according to an official of the scheme. Even when moneys were

repaid by clients through their accounts, it was still a problem for MASLOS to access the

money in some instances. The banks especially NIB required an account balance

equivalent to or more than an instalment to be left in the clients accounts latest by the 25th

of each month for payment to be effected. Any payment after the 25th of the month could

not be deducted and had to be left in the account until the zs" of the following month. This

was corroborated by an official at NIB who indicated MASLOS expects the bank to deduct

loans every day as and when clients came to deposit money into their accounts which is

not feasible in a commercial bank like the NIB.

According to an official of the scheme this was a big problem with the small loan clients

most of whom banked at NIB. Some clients paid money into their accounts in respect of

loan repayment but when the bank failed to effect deductions, they later went back and

withdrew the funds. Such clients during recoveries were able to furnish the office with

deposit-slips as having paid while in actual fact the money was withdrawn later on. Thus it

was difficult to track and monitor repayments. However, the repayment stage is a crucial

stage for any credit scheme and should not be made complex and tedious for any reason.

A credit scheme that makes it difficult for clients to repay loans will have a problem with

repayment and as we would see later this affected loan repayment negatively.

An attempt was made to solve this problem when management of the Wa scheme decided

that clients could repay loans at its offices but it did not work because the cash received

from clients were repaid into the clients bank accounts and created problems as explained

above. The reason why the money was paid back into the clients accounts was to ensure

that their loan balances with the banks were reduced accordingly. A client could therefore

withdraw such moneys if s/he gets to the account before the deductions are made by the

bank. MASLOS had to discontinue paying such money into the client's accounts.

However, I think this could have been avoided if the scheme had synchronized its

repayments dates with that of the NIB.
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Bringing banking to the doorsteps of the poor is something that distinguishes microfinance

from the conventional banks. A microfinance scheme should make the necessary

arrangements to go to clients for repayments and not expect clients to come to its offices or

go to another institution, in this case the disbursing banks for repayment. Yaqub (1995)

notes that group based lending thrives partly on weekly visits by field workers. On the

contrary, during phase II of the scheme, clients were expected to bring repayments to the

doorsteps of the scheme at the office. It was also found that the repayment mechanism was

not even clear until after disbursement. The clients were informed during disbursement that

an account number would be given to them through which the loan will be repaid. This

never happened because the head office could not make such an account available on time.

It was much later the clients were informed to repay their loans through their own bank

accounts.

An official of MASLOS indicated that some small loan clients had debts on their bank

accounts. It appeared the managers of the scheme were not aware of this until after

disbursement. The priority was given to the bank's loans since they had access to

lodgements in the accounts (Programme Officer, 6.05.2011). This happened perhaps

because of poor appraisal or may be the issue of multiple debts was not given a serious

thought during the loan processing. If a client had a loan on the same account that s/he was

using to access another loan, simply checking on the bank statement of the applicant would

have revealed the applicant's credit status as far as the applicant uses the same account for

the transaction. It was found that the bank statements of the applicants was not a

requirement which made it possible for applicants to use an account with a debt to access

another loan thereby complicating the repayment process. Requesting the bank statements

of clients during the appraisal process could have helped to avoid such challenges.

However, according to an official of MASLOS (Wa):

We didn't want to burden the clients by insisting on bank statements during the appraisal

stage because the outcome of an application could not be predicted. A large number of

loans were appraised which were never approved. We didn't want the situation where you

would force them to use their meagre resourc.es to open an account and not get the loan. It

could be tedious for those coming from the villages (Programme Officer, 6.05.2011)
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The fourth repayment option that was given to defaulters in the demand notices was

even more rigorous and complicated than the earlier ones. This repayment

procedure (Box 4.1) was more cumbersome than the previous one discussed above

and leaves so many unanswered questions. It is logical to assume that, a defaulting

client perhaps defaulted because s/he does not want to pay the loan in the first

instance (Yunus, 2007). To recover loans from such defaulters the process should

be a bit forceful but convenient at the same time to the defaulter. To propose such a

tedious procedure to defaulters could be one of the reasons why the scheme could

not make any impact in its recovery efforts.

Box 4.1: Loan Repayment Procedure to MASLOS Defaulters

I. You (referring to the defaulter) shall complete the enclosed Loan Repayment Voucher in

triplicate payable to the credit of MASLOC Recovery Account number 0000023 at the Barclays

Bank, Avenue Branch Accra
2. You shall present to the Bank's cashier your completed Loan Repayment Voucher with your
total cash payment for the month.
3. After the cashier checks the cash against the completed Loan Repayment, s/he shall sign and

stamp the three (3) copies of the Loan Repayment Voucher. S/he shall then keep the original copy
(white colour) and return the duplicate (blue colour) and triplicate (pink colour) copies to you (the
defaulter).
4. You (the defaulter) shall keep the triplicate copy (pink colour) and send the duplicate (blue
colour) to MASLOC officials/FEA to be kept in your (the defaulter) file.

Source: MASLOS, Wa

Concluding this section, and drawing on the findings, obviously some repayments were

made through the client's personal accounts, others through the offices of MASLOS- Wa

and others paid directly into the recovery accounts. How would the loan balances with the

banks be reconciled? The banks had no access to the repayments that were made at the

offices of MASLOS- Wa and those paid into the Loan Recovery Accounts. This was a real

problem when it came to reporting on the portfolio status because the banks and MASLOS

-Wa had different repayment records of the same clients. It is possible that a client could

finish repaying a loan at MASLOS- Wa offices whilst still having an outstanding loan
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balance at the bank. This was found to be a general problem with all the participating

banks including the Rural Banks in the region. One defaulter interviewed asserts that he

had made some payment to EOCO and provided a receipt to support the assertion.

Information obtained at MASLOS- Wa revealed that such payments were yet to reflect in

their database. Though payments were indeed made to EOCO, the scheme had not been

furnished with that information to enable the client's records to be updated though attempts

have been made to that effect. Some 20 defaulters were handed over to EOCO for

assistance and by that act those defaulters could not repay through MASLOS- Wa anymore

but had to do that through EOCO. I think the communication between EOCO and

MASLOS- Wa has to be worked on if this arrangement is to make the needed impact.

vi. Monitoring

Monitoring is the process of collecting timely and up to date information about clients to

ensure that the loans are repaid according to the loan agreement. It involves making sure

the loans are used for the intended purpose, to ensure the client is servicing the loan

according to the repayment schedule and any deviations on the part of the client are spotted

immediately and the necessary remedial actions taken to prevent further deterioration.

There was no formal system of monitoring especially with the microcredit groups. The

FEAs who were responsible for monitoring were not resourced to carry out the monitoring

function.

An official of MASLOS- Wa was asked how the loans were monitored and this was what

he said:

Ordinary motorbikes that we requested to enable us do this work became a problem. We

requested for these bikes so that the office could deduct the cost of the bikes from our

monthly allowances over a period but the office refused. We were told to go to our various

district assemblies for such assistance. What has the assembly got to do with our loans? So

as a result of our inability to move around, it was virtually impossible to track loan usage

and the performance of clients. The banks did not even recognize us. There were several

instances I personally went to the bank (the same with my other colleagues) for monthly

returns and was turned down. I have not personally been able to get returns from any bank

whilst I was with MASLOS. It was like we did not matter in the scheme of things

(Interview of FEA, 6.05.2011).
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The findings revealed that MASLOS- Wa had one vehicle which is for the whole region. It

was very difficult to do monitoring with only one vehicle for the entire region consisting of

nine districts. However, the monitoring function is indispensable in loan administration.

My personal experiences in credit administration show that an institution that cannot

monitor its loans should not disburse in the first place even if the appraisal and repayment

mechanisms are well organized. It will be suicidal to give loans under conditions when all

these mechanisms are weak (appraisal is poorly done, loan procedure is cumbersome to

follow, repaying loans is tedious for the client etc). The reliance on the banks to furnish

MASLOS- Wa with repayment records of client was another hurdle that could not be

crossed and thus made it impossible for effective monitoring and supervision.

In this phase, it appeared the reforms evolved spontaneously due to the challenges

encountered in phase 1. An official of MASLOS- Wa indicated that this phase was not well-

thought out because they were ad hoc measures taken to address the challenges and

weaknesses of phase 1. Despite this, some efforts were made at incorporating best practices

such as concentration on women, smaller groups, joint liability etc. Though this phase

chalked some level of success with respect to the volume of loans that were disbursed, the

difficulties in accessing loans and the inability to monitor and recover loans meant that

there was the need for a more efficient and effective lending procedure. This led to the

introduction of further reforms in the lending procedure of MASLOS.

4.2.3 Phase III: Second Reforms of the Lending Procedure

The second reforms phase spans from June 20 10 - Up to Date. This procedure started

when a new management took over MASLOS after the 2008 general elections that brought

the NDC government into power. As stated elsewhere, the NPP government under H.E

President John Agyekum Kufuor established MASLOC and appointed a Chief Executive

Officer (CEO) to manage the centre. The NDC government however appointed a new CEO

as part of a restructuring exercise after taking over office. The new management of the

scheme thought that the processes and procedure of phase II were ineffective and were

prone to political patronage and needed some reforms and in some cases total abolition.

-
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Loan applications were put on hold for the whole of 2009 until operations resumed in the

Wa Municipality in November 2010. Before then, the attention was on the recovery of

loans that were disbursed under the previous administration partly because funds for

lending had dried up. MASLOS found itself enmeshed with problems such as the

perception of over-politicization, a high default rate and lack of funds for disbursement. As

the sole financier of the scheme, government needed to probe into the management of the

scheme, before committing any additional funds, thus disbursement had to be put on hold.

The operations of MAS LOS were examined by the new government to uncover why the

scheme had recorded high loan defaults. In an attempt to address this issue and benefitting

from the advantages of hindsight, the guidelines and procedures were reviewed. As part of

the review, the loan terms and conditions, interest rates and fees were reviewed as well.

The FEAs and some staff were laid off, and others transferred to other regions.

i. Loan Terms and Conditions

Loan duration for the microcredit was reduced from 12 months to 6 months. Loan

repayment schedule was also reduced from monthly to bi-weekly. For the microcredit, the

loan sizes were maintained at GHS 100.00 to GHS 500.00, but reduced from GHS

25,000.00 to GHS 10,000.00 for the small loans. At BancoSol, first time borrowers are

given loans for 4 months duration payable in weekly instalment (Gonzalez-Vega, 1997).

This move is a positive step toward best practices because this will be beneficial to both

the clients and MASLOS. Given short term loans to first time borrowers will enable the

scheme to assess them and weed out bad borrowers before it is too late. Importantly, loan

amount should be related to the duration. I suggest that as a rule, the bigger the loan

amount, the longer the repayment duration. This makes a scheme flexible and flexibility in

microfinance is a prerequisite for good repayment rate (Yunus, 2007). It should however

be noted that reducing a loan duration from 12 months to 6 months has implication on the

cost of the loan to the borrower especially in the case of MASLOS which charges a flat

2.5% processing fee on its loans.

=
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ii. Review of Interest on Loans and Fees

Interest on loans was increased from 10% per annum (p.a) to 24% p.a. (2% per month) for

microcredit. The interest rate on small loans in phase II was pegged at the prime rate plus

2.5% (i.e. prime rate at the time the loan was approved plus 2.5%). This was reviewed to

24% (2% per month). Sustainable MFIs charge between 2-5% per month (Havers, 1996;

and Robinson, 2001). This move by MASLOS is perhaps a step forward toward charging

sustainable interest rates. But the question is; should the poor be 'made to pay full costs

through high interest in their attempt to escape from poverty by borrowing (Bateman,

2010)? Does government have the moral right to charge market interest rates? It was quite

interesting when officials of the scheme were questioned about the interest rate on loans.

Officials were a bit hesitant in answering the question on interest.

:

MFIs should be transparent to clients as far as the cost of loans/interest rate is concerned.

Though the issue of interest rate is beyond the scope of this thesis, it will be helpful to

make the following observations. According to Rosenberg (2002) if a client pays a flat

interest ofsay 2% and 3% per month as is presently the case with the scheme, it will

translate into an effective interest annual rate (EIR) of about 26.8% and 42.6%

respectively (Using the formula: EJR = (l + i)" -1). MASLOS is therefore charging a much

higher EIR if we factor in the 2.5% processing fee being charged. Note also that the loan

duration has also been reduced to 6 months, implying that the 2.5% processing fee is in

reality 5% per every 12 months if a client is given a loan twice in a year. The cost of loans

to MASLOS borrowers is higher than it appears. Ledgerwood (1999:145-146) states when

an MFI charges a fee for processing a loan, the effective interest rate increases when the

loan term is shortened. "This is because fees are calculated on the initial loan amount

regardless of the length of the loan term. If the loan term is shortened, the same amount of

money needs to be paid in a shorter amount of time, thus increasing the effective rate" This

is particularly important for the scheme because it did not only increase the processing fees

from 0.5% to 2.5%, and the nominal interest from 10-24% but also shortened the loan term

from 12 months to 6 months. The implication is that clients are now paying a much higher

effective interest than before and this could make MAS LOS loans unaffordable or costly

and adversely affect the poor (Bateman, 20 10).
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lii. The Loan Application Process

Let me start by stating that the small loans scheme had not commenced at the time of data

collection. Thus the phase III discussed in this section covered the microcredit scheme.

Any group interested in accessing credit is expected to formally put in an application for

that purpose. At this stage not much documentation is needed. Officials make

arrangements to meet with the group for sensitization and education after which full

documentation is required. A complete application should have;

a. An application letter with names and loan amounts for each member.

b. A constitution and bye-laws of the group

c. Passport picture of each member in the group who needs a loan facility.

d. Photocopy of any nationallD card

iv. Sensitization of Clients

The new guidelines placed a high premium on sensitization of clients as an entry point to

the loan process. The rationale for sensitization was premised on the notion that the lack of

it in phases I and II was partly the reason why the scheme was over-politicized.

Sensitization is seen to be very important with government micro finance schemes because

of the erroneous impressions of the people about government administered credit schemes

in Least Developed Countries (LDCs). This according to an official of the scheme was

conspicuously missing in the previous phases. Before a group applies for a loan, the group

is required to go through a 4-week sensitization programme.

The programme is designed such that each week we educate the groups on some aspects of

the microcredit loan scheme (Interview of Credit Officer, Wa, 13.05.201 J).

Enumerated below are the programme of activities which new groups are expected to go

through during the 4-week training and sensitization session.

Week 1:

• MASLOS aims (mission and vision) and objectives

• MASLOS loan policies

• Definition of a group and membership
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• Roles and responsibilities of group members

• Roles and responsibilities of group leaders

• Explanation of group solidarity and group guarantee principle

Week 2:

• Receive feedback concerning previous meeting/clarifications if any

• Discuss repayment schedules

• Group rules and regulations (constitution -every group must possess a constitution

and the Credit Officer must assist them develop one if the group does not have it).

Week 3:

• Recap from the second meeting and encourage questions/feedback from group

• Education on basic record keeping and business management/customer service

• Formation of solidarity groups-between 5 and 7 members ( the Credit Officer

should not form these sub groups, but can facilitate the process)

Week 4:

• Review of previous discussions

• Individual Assessment of group members and their businesses by filling a

preliminary Eligibility Assessment Form'(see Appendix XI).

It is expected that the credit officer should continue to meet the group until s/he is satisfied

that;

1. The group has understood MASLOS's policies and their obligations, and are ready

to receive assistance from MASLOS.

2. Have understood and are willing to abide by the group guarantee principle

By the new guidelines every member of a group is required to attend all 4 meetings to be

eligible for a loan under the scheme though this is not strictly enforced. All groups are

expected to go through this sensitization process before. an application can be considered.

This is one of the new innovations that could turn the operations of the scheme around. It
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was however revealed that though this 4-week sensitization is a critical pillar in the new

procedure, due to cost and pressure on credit officers to meet loan targets, this was not

done strictly according to the guidelines. For example groups were formed and within a

day or two loan assessment forms were completed without subjecting the group to any

serious education and sensitization as outlined. At best, the 4-week sensitization

programme is condensed into a day's event defeating the purpose of the 4-week

sensitization programme. Nonetheless, it is an improvement on the previous procedure.

One of the success factors of the Grameen Bank was the use of SGs and intensive training

given to borrowers before loan disbursement. If the scheme is able to adhere strictly to the

tenets espoused in the 4-week education and sensitization, it will go a long way to enhance

its sustainability. The Grameen style of group formation is different from the MAS LOS

approach. In Grameen Classical System, groups known as solidarity groups (SGs) are

relatively small ranging between 5-7 members. Eight of these SGs make up a village-level-

group called a 'centre'.

At MASLOS, groups range between 5 and 25. The members are then expected to form

small groups of between 5 and 7 which are called the SGs according to their proximity to

each other in the community or based on how much they trust each other or on the basis of

their IGA. Unfortunately, the scheme was not strict on the SG concept. It is possible to,
have in a group, a mother and her daughter, daughter in-laws etc. The risk here is that

when any calamity struck the family it affects all the family members and thus their ability

to repay loans. One unfortunate revelation was the formation of SGs by credit officers

themselves. Putting of members into SGs by officials were found to be a common practice

and this defeat the function of SGs which is to let trusted members to voluntarily come

together and in the event of default by one member the others would be obliged to bring

pressure to bear on the defaulter. For me putting members into SGs by officials is worst

than not having SGs at all because members who otherwise would not want to be together

could be forced into SG groups and if high risk clients are mixed with low risk clients, it

could compel the low risk clients to default because of the knowledge they have about such

clients which the credit officers are not aware of. Allowing members to voluntarily form
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SGs provides the platform for sorting out of members because they live together in the

community and know themselves very well.

It is logical to assume that in a group of 25 women comprising of low and high risk

potential borrowers, low risk borrowers would naturally identify with each other whilst

high risk clients would also come together if the members are allowed to form themselves

into smaller SGs for purposes of loan repayment. One reason why low and high risk would

mix in SGs is when credit officers interfere in the process or when clients do not live in the

same community perhaps long enough to know each other.

v. The Appraisal Process

The appraisal process during this phase is more rigorous, detailed and more cumbersome

than the previous phases. Here every applicant in a group is required to complete a

standard appraisal form administered by the credit officer. The form captures

personal/demographic information of the clients (name of applicant, residence, date of

birth, marital status etc). The financial data of applicants, analysis of purchases and sale,

business and family expenses, assets and liabilities are obtained by guiding the applicant to

complete a Preliminary Eligibility Assessment Form. The credit officer does the appraisal

and makes the necessary recommendations to a credit committee (CC) for approval. This

procedure has the advantage of engaging with the members of the group on individual

basis. Here, it is possible to detect to some extent the honesty and credibility of an

applicant. A credit officer states:

Usually during the interview process you are able to know those who are entrepreneurial

and those who are not. You could tell if somebody is honest or not because of the

inconsistencies in responses to basic issues about the person's line of business (Interview

of Credit Officer, 13.05.2011).

It also gives the applicant the opportunity to defend the request and justify the loan amount

requested. On the other hand, it has made the procedure even more cumbersome for

applicants and staff. A group of 25 members mean that a credit officer will complete 25

assessment forms and this according to a credit officer is very cumbersome. It is with great

difficulty and extra energy to fully appraise 2 groups in a day which has the tendency of
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reducing the number of beneficiaries (outreach) the scheme could reach out to. The

purpose of group guarantee ensures that the members appraise themselves and collectively

submit their request. The current process may lead to applicants getting loans more than

what the group would have jointly guaranteed for their members. The viability of an

applicant's business is important but that alone is not enough to ensure loan repayment.

The issue of trust, honesty and credibility are equally important but these are not traits a

credit officer can detect easily. MFls have therefore used group guarantee to overcome the

problems of moral hazards and weed out dishonest applicants through the sorting out

process in group formation (Ghatak, 1999).

At Grameen, the group approves the loan request of each member and assumes moral

responsibility for the loan. It is important to appreciate the fact that group guarantee

substitutes for physical collateral in microfinance. Having credit officers appraising loans

and making recommendations based on the financials alone will only reduce the efficiency

of joint liability because the groups do not have a say as to how much is approved for a

member. Enforcement of loan agreement and bringing pressure to bear on members in case

default occurs becomes a problem because the group did not make an input in the first

place as to how much they would want to risk for a member. It happens many times when I

was a Project Coordinator of Freedom from Hunger Project at Nandom Rural Bank, when

members disagreed with loan request of other members during self appraisals at group

meetings. During such meetings, the field officer only facilitated the appraisal process by

asking each group member in the presence of everybody how much they wanted. As

members of the community/group who know themselves very well, a group member could

propose her request and the other members would say no, this amount is too much for you.

Under this system where the input of the members was enlisted, joint liability was enforced

to the letter when a member defaulted. The MASLOS system where microcredit loans are

reduced to mere financials and crunching of numbers, members will be unwilling to

pressurize defaulters and when peers are aware that such peer pressure mechanism is weak,

it could trigger default.
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vi. The Approval Process

A three-member Credit Committee met to approve loans appraised by the credit officers.

This committee though is centrally located in the head office sometimes meet the Credit

Officers (COs) of the Northern regions in either Tamale to consider and approve

microcredit loans. The procedure has further taken operations to the head office. Recall

that in the previous procedure microcredit loans were approved by a Loans Committee at

the regional level. This role has been taken over by the head office which as we would see

later has helped to increase the disbursement lag of loans. This process has an advantage

over the previous one on the grounds that the composition of the CC is made of officials of

the scheme unlike the previous one which had majority of members who were not officials

of the scheme but from outside. Another advantage of this approval process is that the

credit officers who do the appraisals are given the opportunity (though not always) to

present their appraisals and defend them at the committee's sittings. This may reduce the

tendency of credit committee slashing the recommendations of credit officers without any

basis.

For me the whole idea of having a credit committee approving microcredit loans for the

whole country is defeatist. It becomes a big issue when the committee is located in Accra

and expects credit officers from all over the districts in Ghana to send loans for approval.

This will make it expensive and will increase the operational cost of the scheme and affect
I

the poor borrowers. In the opinion of the author it is defeatist because it increases the

turnaround time or disbursement lag of loan processing and thus loans become untimely

because it took about 3 to 4 months to process a loan. At Grameen under GCS, it takes a

maximum of 7 days for first time applicants and a day for repeat borrowers to access loans.

As a way of addressing this problem, the Regional Manager could be allowed to approve

loans and forward the approvals to the head office for ratification. The RCBs do this very

well. Loan ceilings are given to the managers and this makes things faster and on daily

basis loans are approved to meet the needs of clients. In cases where a request is beyond

the mandate of the manager, the loans committee is then used to approve loans up to its

limits. Loans beyond the limits of the loans committee/board are then sent to BoG for

ratification.
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vii. Loan Disbursement

Before disbursement, the group pays a processing fee of 2.5% of the loan. Two options are

given to the group to make this payment. The group could pay upfront or MASLOS may

deduct the processing fee from the loan before disbursement. Irrespective of whichever

option a client chooses to pay this fee, the net effect is that the actual credit disbursed to

clients is short of 2.5% of the loan amount. The implication is that a client who was given

a loan of GHS 500.00 would in reality receive GHS 487.50 (i.e. GHS 500.00 minus 2.5%

of GHS 500.00). This would not only affect the client's ability to invest the loan but also

increases the total cost of borrowing. As indicated earlier the processing fees also add to

the cost of the loans.

Loan disbursement was done by issuing a cheque to the group via the credit officer. The

cheque is given to the group and the group is assisted by MAS LOS officials to pay the

cheque into its bank account. Upon maturity of the cheque, usually about 3 working days,

the leaders of the group are assisted by the Credit Officer to withdraw the money.

MASLOS through the Credit Officer supervises the disbursement of loans at the group

level. The Credit Officer ensures that each applicant gets what has been approved for her.

The group is made to sign a loan agreement form promising to abide by the rules and

regulations governing the loan facility. Additionally, a promissory note is signed by each

borrower.

This is an improvement over the previous disbursement process. First, the loans are

disbursed with the involvement of the Credit Officer, unlike previously where loans were

paid into client's accounts without the involvement of the FEAs. The Credit Officer

supervises disbursement at the group level unlike previously when only the signatories

withdrew the money for disbursement. The signing of promissory note by members is

justified under this process because the Credit Officer is physically present and ensures

that applicants got their loans accordingly. However, this process is not without problems.

A corrupt Credit Officer may still suppress cash for disbursement especially if on the day

of disbursement a member is not present. It was revealed that when a member is not

present the Credit Officer withholds the money and sends it back to the head office after
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some number of days if the client doesn't come for the loan. Here, the works of Credit

Officers need to be backstopped especially after every disbursement to ensure that all

clients receive their loans and where undisbursed funds are retained it is properly

accounted for.

This mode of disbursement resembles that of the Grameen bank. The presence of officials

at the time of disbursement is an improvement over the previous disbursement process. It

was however revealed that the disbursement of loans could take up to 4 months after

approval. It was found that even after approvals, Credit Officers still had to follow long

bureaucracies just to get officers at the head office to do documentations and write the

cheques for disbursement. In terms of timeliness of loans, there wasn't much difference

between this phase and the previous phase

viii. Loan Repayment

Under this phase, MASLOS instituted a bi-weekly repayment schedule outlined in its

guidelines, bout in practice repayments were done monthly. The repayment schedule and

the mode of repayment was however straight forward and was properly communicated to

the group before and during disbursement. Repayment unlike the previous procedure was

done on the field instead of clients making payments through the bank or at the offices of

MASLOS. The Credit Officer meets with the group for loan repayment within a 28 days

cycle. These days are indicated on the repayment schedule and a copy is given to the

leadership of the group. This is significant and need to be highlighted. It is helpful to both

MASLOS and the clients to indicate the exact days that loan repayments are expected so

that clients would have that in their monthly plans. This was one of the weaknesses in the

repayment mechanism under phase II. It appeared that the choice for monthly repayment

instead of the bi-weekly schedule was a 'gentleman agreement' which is mutually

beneficial and convenient to both scheme and the clients.
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A Credit Officer state:

Most of our clients prefer to repay their loans monthly. For us as an institution it reduces

the cost associated with recovery by half. If you have to travel out 6 times instead of 12

times in a loan cycle to achieve the same results, it makes sense to do it 6 times instead

(Interview of Credit Officer, 13.05.2011).

Another significant improvement on repayment process in phase III was that repayments

by members were entered into a passbook of each client by the Credit Officer or the group

treasure if s/he is literate. These passbooks are sold to them at GHS 1.00 each. Previously

the members were not given passbooks and it was very difficult to reconcile who had paid

and how much without meeting the treasurer of the group. Unfortunately, it was a problem

because most of the treasurers were illiterates and were not able to keep proper records to

track repayments. Repayments in absentia are effective with the passbooks especially if a

member is unable to attend a group meeting for repayment. However, not having the

ability to determine if one's payment is actually repaid to MASLOS is enough reason for a

client to refuse payments. A passbook may solve this problem of mistrust among members.

A client wh-o may be absent for a meeting might still give her repayment out to another

persori to do so on her behalf since she can check in the passbook to confirm if the entries

were made. This would enhance repayment especially for those who travel most of the

time and are not able to attend group meetings because of the assurance that the money

will get to MASLOS.

It is important to note that most microfinance loans go to women in the trading sector. The

Wa market which is the commercial hub of trading activities in the region has a 6 day

cycle. The implication is that at least some group meetings will fall on a market day within

the 28 day repayment cycle. It is almost impossible to meet a group in the municipality on

a market day. Also funeral and other social engagements would make absenteeism at group

meetings an unavoidable occurrence. This makes the issuing of passbooks a refreshing

development for the scheme. MASLOS now has a loan ledger card for each group and all

monies collected are paid to the accounts department to be lodged into a recovery account

at Barclays. The loan balance is then reduced accordingly on the ledger card. In both

Grameen and BancoSol, loan repayments are made in public before all members of the

--
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group in the presence of the loan officer. Unlike Grameen and BancoSol where microcredit

loans are repaid in weekly instalment, MASLOS loans are repaid monthly.

ix. Monitoring

Under this phase, loans are properly monitored compared to the previous phases. The visits

of clients at their meeting grounds every 28 days cycle for loan repayment as required

under this phase makes it possible for client's repayments to be monitored and any

deviations are easily noted and dealt with promptly. This has enhanced loan repayment.

MAS LOS now generates it own repayment information and does not depend on any bank

as was the case previously. With prompt and accurate information it is possible to follow-

up on delinquent loans for recoveries (Ledgerwood, 1999). The passbooks could also be

used as a monitoring tool to help monitor clients who are making on-time payments, those

that make late payments and defaulters. This helps to access client's performance during a

loan cycle and could be a basis to increase the loan size of client or decline a client loan

request in subsequent loan cycles.

Computerization is another major innovation brought into the operations of the scheme.

The new management had procured a computer software (SycaSane) and installation was

ongoing at the time of data collection. Other facilities like scanners and internet services

were being provided to the regional offices to speed the loan process. Loan disbursement

lag is expected to be reduced significantly through the computerization programme. This is

a laudable idea but it needs to be mentioned that computerization in itself may not lead to

good performance and give value for money. It is only when the systems, processes and

internal structures of the scheme are streamlined to follow best practices that the desired

results would be achieved with computerization.
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4.3 The Nature of Loan Default

--
The overdue loan portfolio under analysis was disbursed under the phase II guidelines. The

analysis and discussions that follow are based on data collected on loans disbursed during

that phase to establish the nature and causes of default. This section looked at the extent of

loan default by calculating the rate of default or Default Rate (DR) of loans in the Wa

Municipality. Secondly, an aging analysis was done to determine the age of the defaulted

loans. Thirdly, the number of outstanding instalments in the overdue portfolio was

determined. Fourthly, defaulters were grouped by gender for comparative purposes to

establish any differentials in the default rate by gender. Finally, based on the age of the

overdue loans, the number of outstanding instalments and rate of default, defaulters have

been categorized into low or high defaulters. Loans that were overdue and outstanding with

1-3 instalments were put in the low default category whilst those with 4-11 instalments

were put in the high default category. This section relied extensively on the secondary data

obtained from MASLOS.

It would be helpful to recall our definition of default here as we present and discuss the

findings on the nature of default. For the purposes of this thesis, default is defined as any

loan outstanding for at least 30 days after the due date. The rate of default or default rate

(DR) was computed by subtracting the repayment rate from 100%. The wisdom here, is that

default rate is a complement of repayment rate, implying that if an MFI records 98%

repayment rate, 2% have not been paid as at the time they fell due (Rosenberg, 1999). For

example the default rate for a portfolio with a repayment rate of X% was computed using

the formula; Default rate = 100 - Repayment rate

4.3.1 Extent of Loan Default

Generally, it was revealed that MASLOS loans in the municipality (MASLOS -Wa) have

performed poorly in terms of repayment. It was further revealed that the microcredit loans

performed poorer than the small loans in repayment performance. At the time of data

collection the microcredit loan had recorded a repayment rate of 7% against 30% for small
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loans. This translates into default rates of 93% and 70% for microcredit and small loans

respectively. This corroborates findings that default rates of 40-95% are common with

government credit schemes in LDCs (Braverman and Guasch, 1986; Braverman and

Huppi, 1991; in, CGAP, 2004). Of the 99 small loan clients in the municipality, only 8 %

(8 out of 99) had repaid fully as at 3151 of March 20 II. About 78% (78 out of 99) had made

some payment; whilst about 14% (14 out of 99) did not make any payment as at 31s1 of

March 20 II. As stated above the microcredit loans performed poorer than the small loans

which defy the general belief that group loans perform better than individual loans. Of the

20 microcredit groups comprising 262 beneficiaries, only 6 groups had made some

payments and the remaining 14 groups had not made any payment at the time of data

collection. The reason for this abysmal performance of the microcredit could be attributed

to failure to follow best practices in microfinance (Adongo and Stork, 2005). The emphasis

was also on the small loans because the bulk of the portfolio was disbursed to small loan

clients. For instance it was much easier to contact the small loans clients than the

microcredit credit clients. A Programme Officer or FEA could walk to the business

premises of a small loan client but it was almost impossible to meet with the microcredit

clients perhaps because of the manner in which the groups were formed.

On the basis of gender regarding the small loans (Table 4.1), it was revealed that women

paid better than men, consistent with the findings of Ephraim, 1994 and Hunte, 1996. In

the small loan portfolio for instance repayment rate for female was 44% (default rate of

56%) against only 25% (default rate of 75%) for male. One reason that could be assigned

to this is that female applicant applied for amounts that they actually needed. There was a

large difference in the loan amount requested between the male and the female clients.

The default rate for male in the microcredit portfolio was 100% against 93% for female. It

was found that the microcredit scheme was patronized by women and the scheme did not

feel comfortable dealing with men groups because of the propensity of men to default on

microcredit loan payment. The men were compelled to form groups with women. The fear

of the officials was confirmed when none of the men who benefitted from the scheme

made any repayments.
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On the disbursement of loans by gender, it was revealed that only 34% of the small loans

(Table 4.1) were disbursed to women, whilst about 95% of the microcredit loans (Table

4.2) went to women. This confirms the findings of Fruman (1997) that individual lending

schemes tend to be geared towards men. One basic difference between individual and

microcredit lending schemes lies in the size of loans. Individual schemes tend to give

bigger loans than the microcredit schemes and it appears men prefer bigger loans than

women which could explain the attraction of such schemes to men. Also, because of the

marginalization/vulnerability of women, most of them tend to do petty trading that requires

small amounts which they can easily access through microcredit schemes. Table 4.1 and

4.2 below shows loan default by gender in the Wa Municipality.

Table 4.1: Small Loan Defaulters by Gender in the Wa Municipality

Gender No. No. of Amount Amount Repayment Default

Beneficiaries Defaulters Disbursed Outstanding Rate (%) Rate

GHS GHS (%)

Male 66 62 150,500.00 129,670.43 25 75

Female 33 29 57,200.00 36,351.95 44 56

99 91 207,700.00 166,022.38

Source: Derived from MASLOC Records, Wa (March, 2011)

Table 4.2: Microcredit Defaulters by Gender in the Wa Municipality

Gender No. No. of Amount Amount Repayment Default

Beneficiaries Defaulters Disbursed Outstanding Rate (%) Rate

(%)

Male 8 8 2,300.00 2,530.00 0.00 100

Female 254 254 47,700.00 48,884.00 7.34 92.66

262 262 50,000.00 51,414.00

Source: Derived from MASLOS Records, Wa (March, 2011)
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4.3.2 The Age of Outstanding Loan Portfolio

Rosenberg (1999) states that a default rate would not reveal the seriousness of the problem

and may even camouflage it. Simply stating a default rate of say 60% for example may not

be a big issue to an institution that has collateral security which may be foreclosed. A

default rate of 60% will however be a big problem to an MFI that has an uncollateralized

loan portfolio. Also, default rate would not tell you how long the defaulted loans have

been outstanding. It makes a great deal of difference if an MFI reported a default of say

20% that is just 30 days old against another MFI with the same default rate which is

outstanding for 360 days. Guided by these dynamics, the overdue portfolio was therefore

analyzed by means of an aging analysis to ascertain the age of the overdue portfolio for

both the microcredit and small loans.

The results of the aging analysis revealed that the outstanding microcredit portfolio was

overdue by an average of 22 months (660 days), whilst the small loans portfolio was about

24 months.(nO days) overdue. The difference in the age of the defaulted loans between the

microcredit and small loans is because the small loans were disbursed earlier. The average

of the two portfolios gave an average of 23 months. The age of the defaulted loans adds

further weight to the true nature of the default situation. This is a clear indication that

something was seriously wrong with the management of the scheme. By implication, the

entire portfolio of MASLOS- Wa could be classified as a Non-Performing Asset (NPA).

The BoG NBFI business rules states that any loan which is overdue for 12 months or more

is considered a loss asset (BoG, 2000). The findings as indicated above showed that the

portfolio was overdue for 23 months and is qualified to be considered a loss asset.

4.3.3 Number of Outstanding lnstalments in the Portfolio

To obtain further insights into the seriousness of the default situation, the portfolio was

further analyzed to ascertain the number of unpaid instalments that make up the

outstanding overdue portfolio. This was done against the background that two defaulters

could have different default risks to the MFI. For example Mr. A and B could be given a
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loan of GHS 100 each scheduled for 6 months with a monthly instalment of GHS 19.00.

Both of them could default with different risk profiles to the MFI if Mr. A defaults in

paying 3 instalments (GHS 57) whilst Mr. B also defaults in paying just an instalment

(GHS 19). It was therefore considered useful to do this analysis.

It was found that (Table 4.3) about 59% of the portfolio had 10 and 11 instalments still

outstanding. The results also show that about 35% of the overdue portfolio had between 7

and 9 instalments outstanding. This suggests that more than half of the clients paid just one

instalment or nothing at all which gave further insights into the default situation. We can

deduce from this analysis that 94% of the overdue portfolio had between 7 and 11

instalment outstanding and by all indication points to the poor nature of the quality of the

portfolio. This was necessary because the size of an overdue loan is very important and

gives a true nature of the default problem. As explained above, though both Mr. A and B

are defaulters, Mr. A's risk profile as a defaulter is higher than Mr. B. If an MFI decides to

write-off the two loans, the effect of Mr. A's loan to the MFls would be greater than that of

Mr. B.

We now know that the scheme has about 80% default rate with 94% of the overdue

portfolio having between 7 and 9 instalments outstanding for about 23 months. This gives

a clearer picture of the situation on the ground.

Table 4.3: Number of Unpaid Instalments as a Percentage (%) of Outstanding

Portfolio

No. Instalments No. Defaulters Amount owed % of portfolio

(GHS)

1-3 7 2,141.91 0.98

4-6 10 12,340.50 5.67

7-9 92 75,170.71 34.57

10-11 244 127,783.26 58.78

353 217,436.38

Source: Derived from MASLOS Records, Wa (March, 2011)e
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-:

An official of the scheme captured the nature of the default situation clearly when he said:

It is quite serious. You won't believe that none of the microcredit groups in the

municipality have finished payment 24 months after the due date. The seriousness of the

matter is that 14 out of the 20 microcredit groups have not paid a cedi for 36 months (3

years), i.e. 12 months loan duration and 24 months afterwards (Interview of Programme

Officer, 6.05.2011).

This situation points to weaknesses in the entire loan cycle, particularly recovery. It will be

an institutional lapse to grant a scheduled loan facility and not receive a single instalment

payment during the loan duration. It also points to a poor recovery effort given that 24

months after the due date, MASLOS was not able to recover any money from some

defaulters. Sanctions were not applied apart from threats to prosecute defaulters, which

also appeared to have lost its potency after a series of threats were made but not backed by

any action. No additional interest was charged on the loans for the 24 additional months

after the due date. According to Yunus (2007) defaulters who fail to pay by the due date

should be made to pay additional interest on the loan for the period. This is only a fair

decision but the absence of that makes default rewarding to the clients since the loan could

be ploughed back into the business without any additional cost. By this MASLOS made

default rewarding to the clients which reached a high level when the possibility for repeat

loans became uncertain.

4.4 Causes of Loan Default

This section looked at the causes of loan default of MASLOS- Wa loans. It entails a

presentation and discussions of the findings of the causes of loan default.

4.4.1 Lack of Sensitization and Education

It was revealed that sensitization and education of loan applicants was not done before the

loans were disbursed. Thus MASLOS- Wa missed the opportunity of using education to

erase the misconceptions that government loans are free and that sanctions are not applied

in the event of default. The impression that government loans are free is an established fact
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and the unwillingness of beneficiaries to repay such loans is pervasive. Conscious efforts

were not made at addressing this issue by MASLOS in its lending operations and as a

result it compounded the default problem. The impression was still pervasive among

clients. A client said this during a group interview:

Officer, I know personally that MASLOS did not discriminate when they were giving us
the loans but the fact is that most of the people who came for the loans were brought by
politicians and MASLOS officials were aware of this. The politicians have poisoned the
minds of most of us and made people to think the money was a gift. If you were the one

would you pay such money if after collecting it with the understanding that it is a gift,
somebody comes to you one day asking you to repay it. I personally don't blame the clients
because the loans were given in an election year and one cannot tell what some
beneficiaries were told by their party people. I think MASLOS should find that out if it is
interested in collecting back the money (Group Interview, Disabled Resource Centre,

18.05.2011).

This position was widely endorsed at the meeting by all the members. At the same

meeting, another woman advised:

My brother they have to "remove politics from MASLOS" if they actually want to collect
their money back. Most of the people who collected the money think the money is a "thank
you" for their support to the then government. My brother it will be difficult to get back
these loans (Group Interview, Disabled Resource Centre, 18.05.2011).

Proper sensitization and education of the general public and especially clients during the

loan process, and especially prior to disbursement would have made an impact on the

attitude of clients towards MASLOS loans. Sensitization of assemblymen and party

functionaries will have also helped to reduce their involvement in the loan processes. I

admit that it may have been difficult for management to refuse the request of politicians

especially during an election year when politicians are up in arms doing practically

anything humanly possible to get votes. But it should have been possible to at least

sensitize these potential clients who were brought by these politicians for assistance. It

should not be difficult to educate them on the guidelines of MASLOS which every client is

expected to abide by in order to qualify. Importantly, the scheme could have highlighted
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on the fact that it is a 'loans scheme' and not a 'gift or grant scheme'. Clearly, everybody

knows that a loan is payable. This would have eliminated this perception that the loans

were gifts. It is unpardonable for anybody to think MASLOS loans were gifts to them.

4.4.2 Administrative Lapses in the Management of the Scheme

The scheme especially small loan scheme by design compelled applicants to apply for

loans bigger than they actually needed and thus the large loan differential. The small loan

scheme pegged the minimum loan amount at GHS 1,000.00 and the maximum at GHS

25,000.00, whilst the microcredit pegged the minimum at GHS 100.00 and maximum loan

at GHS 500.00. The implication is that a person who needed a loan of between GHS 600

and GHS 900.00 would be compelled to apply for either GHS 500.00 under the

microcredit or GHS 1,000.00 under the small loans scheme. This was the situation on the

ground because according to clients when phase II started the emphasis was on the small

loans and it was easier to access the small loans than the microcredit. This compelled

applicants to opt for the small loans rather than the microcredit. This meant that some

clients who would have applied for GHS 500.00 under the microcredit would be compelled

to apply for GHS 1,000.00 under the small loan scheme.

However, most clients had their requests slashed and therefore received loan amounts less

than they applied for which resulted in the high percentage loan differentials of 59% and

25% for small loans and microcredit respectively. Loan differential is the difference

between loan amount applied for and amount actually approved expressed as a percentage

of loan requested. The loan differentials above suggests that on the average small loan

applicants got about 59% less than they applied for whilst the microcredit applicants got

about 25% less than they applied for. This supports the assertion that government lending

schemes are often rationed because of the excess demand for loans (CGAP, 2004). The

loan differentials of selected defaulters and non defaulters were computed to observe if the

difference is significant compared to the average for all clients.
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Table 4.4: Description of Sampled Defaulting Loans
Client Amount Amount Differential Amount Amount Amount Repayment Default

.. Applied Disbursed Payable repaid Outstanding Rate Rate

A 15,000.00 4,000.00 11,000.00 4,640.00 2,644.00 1,996.00 56.98 43.02

B 1,000.00 1,000.00 - 1,100.00 900.00 200.00 81.82 18.18

C 5,000.00 1,500.00 3,500.00 1,702.50 80.00 1,622.50 4.70 95.30

D 16,000.00 4,000.00 12,000.00 4,640.00 800.00 3,840.00 17.24 82.76

37,000.00 10,500.00 26,500.00 12,082.50 4,424.00 7,658.50 59.82
Source: Field Data, May 2011

From Table 4.4, the average loan differential for the four defaulters expressed as a

percentage of loan amount requested by the clients was 72%. This is higher than the

average of 59% for the municipality. To enable us make conclusions on whether this had

impacted on repayment rate, a similar data was obtained from non-defaulters for

comparative purposes as in Table 4.5.

The analysis in Table 4.5 pertains to clients who had fully paid their loans. The average

loan differential for these four non-defaulters was 50% compared with 72% for defaulters.

It could be observed that the loan differential as a percentage of loan amount requested was

72%, whilst the default rate for the four clients was 59.82%. On the other hand, w~en the

loan differential was expressed as a percentage of the loan requested it was 50%, but

default rate was zero. This suggests a direct relationship between loan differential and

default rate. Defaulters had a higher loan differential than non-defaulters.
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Table 4.5: Description of Selected Non-defaulting Loans
Client Amount Amount Differential Amount Amount Amount Repayment Default

Applied Disbursed Payable repaid Outstanding Rate Rate

E 2,000.00 2,000.00 - 2,270.00 2,270.00 - 100.00 -

F 4,000.00 1,500.00 2,500.00 1,702.50 1,702.50 - 100.00 -

G 6,000.00 2,000.00 4,000.00 2,270.00 2,270.00 - 100.00 -

H 2,000.00 1,500.00 500.00 1,702.50 1,702.50 - 100.00 -

14,000.00 7,000.00 7,000.00 7,945.00 7,945.00 - 0.00
Source: Field Data, May 2011

The qualitative data from the interviews of defaulters suggests that the slashing of their

request led to insufficiency in loan amounts. Insufficient loans have been cited as a major

cause for their inability to repay the loans. Insufficient loans to a client may affect the

client in a number of ways. First, it encourages clients to take multiple loans as could be

deduced from what a defaulter said. A small loan defaulter gave a vivid explanation of the

causes of his default:

I applied for GHS 15,000.00 based on my business plan which MASLOS had asked me to

prepare. I paid GHS 50.00 to get this business plan prepared by Latuo and Associates. I sell

wood and I thought I could add value to the business by going into wood processing. To do

this I needed one plane and ripping machine each valued at GHS 4,500.00 and GHS

3, 000.00 respectively. I also thought I could get additional working capital and of course

get some work tables and equipments to add to the old stock. I had high hopes of getting

the loan and even made preparations for the machines in Kumasi. After waiting for 8

months, [ was given a loan of GHS 4,000.00 which could only buy a ripping machine

because the prices of the machine had gone up. A sawmill cannot operate with only a

ripping machine. You need these two machines to operate a Sawmill. I was forced to look

elsewhere and fortunately NIB and CU assisted me to get the other machine and

equipments. Honestly I had to settle the NIB loan first and this affected my ability to

service my loan at MASLOS. I am now paying the MASLOS loan. [ believe if the loan

was adequate I would not have gone in for these loans at high interest rates. MASLOS

gave me the loan at 16% p.a, so why would I have incurred additional debts at higher

interest rates (Interview of Small Loan defaulter, Konta, 21.05.2011).
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Secondly, funds are easily diverted for different uses partly because approved funds are

inadequate to finance the intended project. The issues we can derive from this story are that

the MASLOS loan was inadequate and fell short of loan amount requested by applicants

and this compelled the borrower to look for additional funds from other institutions. The

client preferred to service the NIB/CU loans before the MASLOS loan although he

received the MASLOS loan first. He probably preferred to repay the commercial loans

before that of MASLOS because they have better and efficient recovery arrangements. It

could be that the client valued his relationship with NIB than MASLOS. It also points to

weaknesses in MASLOS loan recovery mechanisms which gave room for the client to

postpone payment and do it when he wants to do so. Perhaps this client and others know

that sanctions for non-payment either do not exist or are simply not applied.

A woman said this during a group interview:

My son, GHS200.00 is inadequate to do the businesses that all of us in this group are

engaged in. We are all artisans and GHS 200.00 as a loan is nothing to be honest with you

and is laughable. I don't need less that GHS 1,000.00 to go to Kumasi and back. The

purpose of our going to MASLOS was actually defeated. We thought we could access

something substantial so we could get a lot of materials for our businesses. As you can see,

we are all disabled and travelling to Kumasi frequently is not something we enjoy. A

reasonable amount would have been able to save us the agony of these frequent travels. I
I

still remember when the chairperson informed us that GHS 200.00 was approved for each

of us, we wanted to reject the loan but upon further reflection we agreed to take the loan so

we could build a good relationship with MASLOS. In fact our major reason for taking the

loan was to build a rapport with MASLOS for future transactions but obviously we have

not achieved that otherwise you would not have been asking us these question today. Most

of us bought shea nuts with the loan but the market failed us (Group Interview, Disabled

Resource Centre, 18.05.20 II).

Havers (1996) warned that any MFI that wants to be sustainable should give appropriate

loan sizes to its clients according to the needs of the clients. Let me state here that giving

appropriate loan sizes to clients is not necessarily granting the request of clients. It means
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matching the loan size to the business needs of the clients. To buttress this point, I will

refer to the case of the trader who wanted to go into wood processing. In his business plan

he required a plane machine and a ripping machine. These complement each other and

therefore advancing a loan to the client to purchase only one of the machines without

recourse to how the client would make up for the other machine created conditions that

encouraged default.

An official of the scheme was of the opinion that most of the small loan clients applied for

unrealistic amounts simply because the scheme allowed for a maximum of GHS 25,000.00.

This could be explained in two ways. First, applicants' usually think that with government

loan scheme one has to apply for a big amount because there is always a high probability

of having your request reduced drastically. It appeared the loan differential for small loans

(59%) was so large because applicants applied in excess of what they actually wanted and

MASLOS had to reduce the requests. The official was convinced that applicants were

unrealistic in their request and that mentality made MASLOS to reduce the request of

applicants. considerably. However, in doing this some clients became victims because their

loan amounts fell short of the requirement for financing businesses. Perhaps the officials of

MASLOS were not very far from right. Findings from the study confirmed this mentality

that some applicants were unrealistic in their requests. Two of the small loans defaulters

who applied for GHS 15,000.00 and GHS 16,000.00 indicated that they did not need that
,

much money they requested. Rather they were gambling with the hope that they would get

about half of their requests.

One of the purposes for credit appraisals is to give the opportunity for clients to justify

their requests. The appraisal by the Programme Officers should therefore ensure that the

client justified the loan requested and if the appraisal was properly done and the cash needs

of the businesses determined, it was unnecessary for any further reductions by the credit

committee. However, the recommendations by the Programme Officers were slashed by

~he credit committee without any basis. What informed the decision by the credit

committee to slash loans recommended by the Programme Officers/Regional Coordinator?

Could it be that the committee thought the loans were not properly appraised?
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According to a Programme Officer of the scheme, since the appraisals that were sent to the

committee for approvals were not queried it can be concluded that the purpose of this

slashing could not have been as a result of poor appraisal except that the committee was

rationing the loans (Programme Office, 6.05.2011).

The default situation worsened when MASLOS refused to pay the FEAs their salaries and

subsequently terminated their contracts of engagement. By the design of the scheme the

FEAs were responsible for loan recovery. Their work was to be backstopped by the

Programme Officers. It came out from the onset that clients were unwilling to repay their

loans in the first instance. The absence of FEAs on the ground to recover loans gave clients

a field day. This compounded the problem because it was very difficult to locate clients

especially the groups for recoveries without the FEAs. As stated elsewhere in this thesis,

the FEAs were the focal persons of MASLOS in the communities. Laying them off meant

it was going to be difficult to locate clients. An official said the process of laying them off

was not done with a human face and therefore almost all the FEAs did not hand over

properly before exiting. Enlisting their cooperation during loan recovery has been a

daunting task for MASLOS. The Programme Officers who earlier had the responsibility of

backstopping the FEAs had to step in and do the loan recoveries. Since Programme

Officers did not know the clients personally and their locations, they had to rely on the

files of clients to get to them but this did not make the desired impact.

On why the FEAs were laid off the RC indicated:

The scheme recognised the pivotal role of FEAs in loan delivery but it was not possible to

pay their allowances because of the number of FEAs across the country. The Upper West

region alone had about 12 FEAs. The wage bill for FEAs was quite high and the-scheme

could not sustain payment of their allowances especially when loans were not getting

repaid (Interview of RC, 4.05.20 II).
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". 4.4.3 Long Disbursement Lag (Dislag)

Another cause of loan default was the long "disbursement lag" especially with the small

loans which constituted about 81% of the loan portfolio disbursed in the municipality. The

study revealed that the disbursement lag was high ranging between 5 months to 12 months.

As noted, loans were disbursed at the head office of MASLOS. This disbursement

procedure had inherent setbacks. One of the setbacks was that it increased the

disbursement lag and all clients interviewed complained that the delays in the

disbursement affected them and their businesses and was one of the reasons why they

could not repay their loans as scheduled. During a group interview in Wa with the

Association of Women with Disabilities (A WWD), all members (seven women) indicated

that their inability to repay the loan was partly due to the fact that the loans were not

disbursed on time. Bateman (2010:25) advised that "MFls interested in poverty reduction

should know that poverty is not simply a lack of income; it is also a lack of income at the

time it is needed". Bateman concludes that MFI should make it possible for poor

individuals to borrow loans when they most require them.

Long disbursement lag could affect the borrower's business negatively and may lead to

loan default. First, it increases the cost associated with the loan transaction because the

longer it takes to disburse a loan, the greater the numbers of follow-ups clients will ~ave to

make to the office to get up to date information on their application. Follow-ups have cost

implications especially for groups or clients coming from long distances. Secondly, a long

disbursement lag also has the tendency of reducing the purchasing power of the loan due to

the time value of money. Thirdly, funds may be diverted for other uses because managers

of businesses apply for loans based on-their cash flow projections at certain periods of the

business cycle. Long delays might even put the business into serious crisis before the loan

is disbursed. Finally, long disbursement lag is an indication of institutional inefficiencies

on the part of the lender. An institution with long disbursement lag should work very hard

at reducing it to make loan delivery timely.
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The reason for the loan "dislag" was partly because of the overconcentration of activities

including disbursement at the head office. It would have been helpful if this function was

ceded to the regional office by transferring the total amount of disbursement for the region

to a regional account for onward disbursement. This would have contributed towards

reducing the "dislag" significantly and improving the repayment rate since loans would be

timely delivered to clients.

4.4.4 Unclear Mode of Repayment

The mode of repayment of the loans was unclear until several months after the loans were

disbursed. It was found that four repayment options were available and all four required

clients to initiate repayments by either going to the bank or going to the offices of

MASLOS- Wa. A group treasurer of one of the groups interviewed recalled that they were

informed at the time of disbursement that an account number would be given to them later

through which the loan would be repaid. This was when the group itself made efforts to

find out how they could repay the loan. After about 7 months into the loan cycle, no such

account was provided. It was later when the loan was almost due that the clients were

requested to repay their loans through their own group accounts at the bank.

Later, the idea of paying at the offices of MASLOS- Wa was communicated to the clients

when the earlier repayment arrangement of paying through the bank failed. A third

repayment option was later tried when the second option did not seem to be working. Here,

clients were asked to repay the loans through a recovery accounts at Barclays.

It appears these were all ad hoc measures made after disbursement and obviously none of

them worked effectively. Even, a fourth repayment option was tried which required loans

to be repaid at EOCO by some selected defaulters. One common denominator of all these

repayment options was their reliance on clients to initiate repayments by going to the

designated office to make repayments instead of MASLOS- Wa going to clients for

repayments. For the scheme to expect loan clients to go to a designated place every month

to repay a loan is not innovative enough for a credit scheme that is interested in loan

recovery. Against the background that it took clients months of follow-ups to the office of
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MASLOS- Wa before the loan was finally disbursed, it was perhaps not a smart option to

expect clients to continue the struggle just to make repayment. The reverse would have

been appropriate, which is that the scheme should have been pursuing clients to collect

back the loan because the tables are now turned in favour of the clients who are now

holding the money.

One advantage of microfinance over the traditional commercial banks is that in

microfinance, services are provided at the doorsteps of the clients. However, the repayment

arrangement of MASLOS- Wa which expects loans to be repaid as outlined above was

found to be demanding by most of the clients. This arrangement did not encourage group

meetings and thus repayment. There was no motivation whatsoever for the groups to meet

on regular basis. The group members knew that by the repayment arrangement no officer

was expected at their meetings and it clearly showed during the interviews that both groups

interviewed never held a single meeting since the loans were disbursed. One group

interviewed at Jonga which is about 8 kms from Wa indicated that it is very difficult to go

to Wa because from Jonga, one has to walk about 16 kms (return journey) or ride a bicycle.

The long-hours of waiting in the banking halls, the hustling to fill pay-in slips and the

drudgery of walking 16 kms to the bank is discouraging. They also intimated that they

need a whole day off just to make repayment which to them is a disincentive.

A client may wait long hours at the bank to take a loan but definitely not to repay a loan.

This group at Jonga was one of the 6 groups which made attempts to pay their loans and

they had paid 3 instalments by going to the bank. The repayment situation for such a group

would have been better if repayment was made easier for them perhaps by the FEA riding

to the village for loan repayments which could be done in 15 to 20 minutes.

A disabled woman during a group interview disclosed:

One thing MASLOS has forgotten or did not give a serious thought is the fact that .we are a

disabled and physically challenged association. We have peculiar problems compared with
our counterpart who are not physically challenged. How do you expect that we should
have the same terms and repayment arrangements like everyone else? Also, those who are
not physically challenged are able to get good husbands who assist them to take care of the
house and therefore they are able to save money to take care of other things. By virtue of
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our disability we are not able to get husbands and the lucky ones amongst us are just able

to get men who are not supportive in any way. This brings a lot of financial pressure on us.

Maa'Tan- Tudu seems to understand our plight. We have taken loans from them and they

always come here for the money (Group Interview, Disabled Resource Centre,

18.05.2011).

This group had paid about 3 instalments through their own initiative and could have done

better if the mode of payment was disabled-friendly.

In conclusion, I will say that the scheme had a bad repayment arrangement which created

repayment challenges for clients and thus the poor repayment of loans recorded by the

scheme. The default was partly self-inflicted because the repayment arrangement was not

suitable to the clients. Perhaps it was suitable to MAS LOS. The scheme would need to

come out with a better repayment arrangement which should factor in the possibility of

officers going to the clients for loan repayments instead.

4.4.5 Suspension of Loan Appraisal and Disbursement

It was found that loan appraisals were suspended and notices to that effect were posted at

the office of MASLOS- Wa, and through radio announcements. The suspension spanned

between November 2008 and October 2010. Interestingly, a good number of approved
,

loans awaiting disbursement could not be disbursed though such clients had paid loss

mitigating fees to MASLOS. The signals were clear to clients who had accessed loans that

the chance of getting a second cycle loan from MASLOS was uncertain. One important

motivator for loan repayment is the possibility of getting another loan after repaying the

first one and this is feature of sustainable microfinance schemes (Havers, 1996).

It appeared as though the scheme did not provide the opportunity for clients to access

repeat loans. It therefore dawned on clients who started repaying their loans that they

might not be able to access repeat loans. This naturally reduced their enthusiasm and the

motivation to repay loans. As Freedlander (2004) states, human beings pursue their own

goals based on their thoughts, beliefs, desires and act rationally. This belief by clients that
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they could not get second cycle loans impacted negatively on their repayment behaviours.

If a client had only MASLOS loan as her/his working capital, it would make economic and

financial sense to default and plough back the proceeds into her/his business rather than to

repay it to MASLOS and begin scouting for loans elsewhere. Strategic default could have

triggered the high level of loan default in the municipality which was catalyzed by the

suspension of appraisals and disbursement. There is ample evidence that second cycle

loans would not be given. This is consistent with the assertion of that when clients are sure

of continued access to future loans, repayment is enhanced and if client have the

perception that the MFI will not survive to give loans it may lead to loan default.

I will conclude this section with a number of interesting questions. Why were activities

suspended for about 24 months? Why didn't MASLOS consider those approvals in phase

II when activities resumes in phase III? This would be an area for further research.

4.4.6 Politicization of the Scheme

1------'

•
;

The findings show that politics or politicization of the scheme was another cause of loan

default. It was found that the scheme had been politicized. The scheme was used by

various political interest groups to pursue their political interest. The study identified

assemblymen and party functionaries as those who were deeply involved in the act!vities

of the scheme in the municipality. Some respondents indicated their belief that MASLOS

does not belong to any political party but that the supporters especially the so-called foot

soldiers of political parties were made to think that the scheme was an arm of the party in

government. It was established that assemblymen were the main culprits in this act and

were using the scheme as a tool to fulfil their campaign promises and those of their masters

or political-god-fathers. They virtually did everything to enable their party supporter's

access the loans. Let me state that assemblymen assisting constituents to get loans is not a

bad idea on the face of it, but the problem is the motive behind their involvement and its

effect on loan repayment. Some assemblymen were reported to have used their own

resources to pay for passport-sized pictures and photocopies of relevant documents

required in the loan documentation. A client said this during a group interview:
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These groups that the assemblymen brought were politically brainwashed on the activities

of MASLOS. In fact most of these women think the loan is a "thank you" by the party for

their support of the party. "My brother do you expect such monies to be repaid? (Group

Interview, Disabled Resource Centre 18.05.2011).

During a group interview at Jonga 8km from Wa, the interferences of assemblymen in the

scheme came up. The group told their story like this:

Members of this group are charcoal burners and this is our major pre-occupation. One day

our assemblyman asked to talk to us and it was during our interaction with him that he told

us about MASLOS and said he could assist us to get a loan if we were interested. We

decided to give it a try. We applied alongside other groups but I think we were lucky to

have been given the loan. The assemblyman actually did well. He did most of the follow-

ups until one day he came to inform us the loan was approved. We also took it up from

there and after a number of visits to the office we were finally given the loan through NIB.

(Group Interview, Jonga, 27.05.20 II).

This group 'had their money hijacked by the assemblyman when the loan was withdrawn

from the bank. He did this by making his wife a leader to the group. It is obvious that these

political interferences would not stop until MASLOS is made an autonomous body.

Currently under the Office of the President, it will be difficult to de-politicize the scheme.

The mentality that is associated with government loans appeared to have infiltrated into the

scheme. Moving forward, its main source of funds which is from the government should

be diversified. An official of the scheme bemoaned the over -politicization of the scheme

but noted that it was not created in a day and cannot be solved in a day. He noted that de-

politicization is a process and not an event.

De-politicization of the scheme has started. The MASLOS bill is currently being drafted.

Management is looking round for other sources of funds to supplement government

sources. We are also looking at self-sustainability and have adjusted interest rates to near

market rates. Gradually I think we are getting there (Interview of RC, 4.05.2011).

This position does not present any hope for MASLOS as far as de-politicization is

concerned. The issue of a draft bill has been on the drawing board since the NPP
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administration but it appeared there was no political will to pass it into law. Also, adjusting

interest rate does not amount to de-politicization and could even defeat the objective of the

scheme as a pro-poor programme. MASLOS does not also appear to position itself for

donor funding with the high rate of loan default (Hirsch et.a!' 2005).

A small loan defaulter said that loans went to people who did not deserve them. According

to the defaulter some of the beneficiaries of the loans did not have any source of livelihood

and wondered how such loans were invested. He also indicated that some of the people

who went for the money were rich people and actually went for the money because they

thought it was free money. It is an open secret that some people bought motorbikes with

loans (Interview of Defaulter, 21.05.2011).

I applied for a loan of GHS 5,000.00 to expand my business but I was given GHS

1,500.00. I could not use the money for the intended purpose and unfortunately I could not

get additional money from anywhere. I complained to the man (political party executive)

who helped me to access the loan from MASLOS. Well he is a politician and you know it

was an election year and he needed my help too. Since the money was not adequate and

could not be used for the intended project, I had to join in his campaign trail hoping that

when the party wins he would help me to payoff the loan but unfortunately the party lost

the elections. When I was served a demand notice to settle my indebtedness I be~ame

worried and wanted to sell an uncompleted building I started some years ago. However,

thanks to God, the pressure has died down. I am now monitoring events to see the next line

of action (Interview of Defaulter, Jengbeyir, 21.05.2011).

Another defaulter interviewed said this:

The major cause of loan default here could be attributed to political undercurrents.

Importantly, the fact that he was assisted by a party executive to access the loan is

worrying to the extent that we do not know the mindset of this party executive and how

many of such people he might have assisted to get loans. The applicant therefore defaulted

because he had a political godfather to lean on.

Another small loan client interviewed who finished repaying his loan had indicated that the

level of politicization was just too much. He repaid his loan because of the perception of
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the new administration about people who got loans from MASLOS. He indicated that the

utterances and actions of some staff pointed to a political vendetta

Honestly the scheme is good except that it has been politicized to the extent that known

party foot soldiers have been given key positions in the scheme. Clearly if you have party

executives holding key positions in a scheme like MASLOS, it will only be natural to

expect that political consideration will be a basis to decide who gets a loan or not (Non

defaulter Interviewed, Fongo, 20.05.2011).

A loan defaulter indicated that the scheme was not specific as to whether the money were

loans or not which is the reason why some misconceptions still exist that the money was

not to be repaid. The manner in which the microcredit loans for instance were handled

contributed immensely to this misconception. But an official of the scheme disagreed:

It is unfortunate for anybody to say or think the loans were for free and that the past

administration disbursed the loans to party supporters and sympathizers. Anybody who

took our money knew that s/he took a loan and not a gift or grant. I admit that we had

problems, but for anybody to say people thought the money was for free is only being

economical with the truth. All the requests made to the office were for loans and not grants

or gifts. Why didn't they apply for grants instead of loans? They are fully aware of where

free party moneys are disbursed to them, perhaps at their party offices. Defaulters will

always have some complains but I don't expect this position that they did not know they

took loans. We are not pursuing any political agenda but just trying to take back loans that

were disbursed. We have given some of the names of defaulters to the Economic and

Organized Crime Office (EOCO) to assist us. This was a directive from the top. We have

done our best and have even restructured some of the loans by extending the period to

make it easier for some of them to pay but the cooperation is just lacking. Some people are

just trying to discredit us (Interview of Programme Officer, 6.05.2011)

Quite worrying is the tendency for the current NDC administration to repeat the same

mistakes that the NPP administration is being accused of regarding the disbursement of

loans to sympathizers and party supporters. It is very possible based on the evidence

provided with regards to the involvement of politicians that the story is not likely to be

different with respect to who gets MASLOS loans. Political criteria may override any other

consideration if care is not taken.
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The issue of political interferences in the scheme appears to be pervasive. Fant (2010)

found similar results when he studied the MASLOS scheme in SavelugulNanton district.

An official of the scheme had this to say:

"Certain pronouncements by a political party leader regarding MASLOS operations and

political interference are some of the major challenges it has to grapple with. Most people

who come for loans as a result, tend to think that the loans are handouts to party foot

soldiers because of what the politicians tell them and therefore, do not payback. This has

led to a high default rate of more than 90 percent". (Fant 2010:51).

The CEO of MASLOC conceded that the scheme was challenged with low loan recovery

and blamed the cause on the 'over politicization' of the scheme (Microfinance Africa,

2010). It appears the timing of loan disbursements in the municipality and perhaps

elsewhere made politicians to take advantage of the situation to over politicize the scheme.

The data revealed that out of the GHS 257,700.00 total loans that were disbursed in the

municipality, GHS 217,700.00 representing 84% of the disbursement was done in 2008.

This year happened to be an election year in Ghana and politicians were doing all they

could to win political power. It will therefore not be far from right to suggest that

politicians have used the scheme to maximize their votes in the elections. The question is

will it be the last?

The centre is located in the Office of the President and government appoints top level

management staff, which may trickle down to recruitments at the various regional and

district offices. If political activist become loan/credit officers it would compromise their

neutrality and could be the explanation to why assemblymen have virtually become agents

of MASLOS at the grass roots.

4.4.7 Market Failures: Downward Fluctuation in Shea nut Price in 2009

The distortion or fluctuation in shea nut price was another reason some clients defaulted.

During the two group interviews, it was revealed that about 73% (10 out of 15) of the

women indicated that they had bought shea nuts with the loan. This meant that a chunk of
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the loan could have gone into the shea nut trade. Further checks at MASLOS- Wa revealed

that the microcredit loans were disbursed between May and August of 2008 which

coincided with the shea nut harvesting season, an indication that clients might have

invested the loans in that trade. The shea nut season could be regarded as the cocoa season

of the people of Northern Ghana. A good number of people in the Upper West Region are

engaged in the shea nut business. Usually they buy the nuts from women in the villages

who pick the nuts from the wild during the harvest season. This is between July and

September. The traders who bought the nuts for trading purposes hedged them in

anticipation of higher prices between February and May. Kassadjan and Olam were the

two companies that bought the nuts from the municipality through their agents. It was

revealed that these companies had problems selling the purchases of the previous shea nut

season. As a result, they could not make any significant purchases for the year 2009.

In 2007, a bag of shea nut was selling at GHS 16.00 during the harvest season. During the

market peaks, a bag was sold at GHS 40.00 making the shea nut trade one of the lucrative

businesses in the region. This attracted a good number of MASLOS clients to the shea nut

trade. Unfortunately however, purchases in 2008 were locked up at the ports and

warehouses because there was a problem getting buyers for them on the international

market. These two Produce Buying Companies (PBCs) could not make any significant

purchases the ensuing year because of their inability to sell the wares. Therefore, in 2G08, a

bag of shea nut was selling at GHS 22.00 during the harvest season, but unfortunately,

market prices during the usual market peak plummeted to about GHS 12.00 due to the glut.

Traders who hedged the nuts, including MASLOS client made a loss and therefore

defaulted in repayment.

This was what a small loan defaulter said during an interview:

Officer I regretted taking this loan from MASLOS because I am now worse off with debts

to worry about than before. I bought shea nut with the entire loan including part of my own

working capital. I do petty trading as well and I started paying the loan from the proceeds

of my fruits and vegetables and hoped I could finally liquidate the loan with the proceeds

of the shea nuts. Unfortunately the shea nut market disappointed us that year. I bought

about 60 bags of shea nuts that year and hedged them in anticipation of price increases but
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unfortunately prices rather fell. I invested about GHS 1,300.00 into the business that year.

We bought a bag of shea nuts that year at GHS22.00 and had to sell them at about GHS
15.00 per bag. I could not even recoup the capital that was invested into the business
(Interview of Small loan defaulter, Kambali, 31.05.2011).

4.5. The Sustainability of MASLOS: The Wa Scheme

This study sought to investigate the sustainability of the Microfinance and Small Loans

Scheme (MASLOS) in Wa Municipality against the background that the scheme had

recorded a high rate of loan default. A sustained high default rate for a period has the

tendency of adversely affecting sustainability and should therefore be taken seriously in the

management of any credit scheme. Fortunately, achieving low default is possible if strict

credit discipline is made an integral part of the operations of any credit scheme. One school

of thought suggests that for a microcredit scheme to achieve sustainability, it must adhere

to the principles and best industry practices. According to Adongo and Stork (2005), any

MFI interested in achieving sustainability should adhere to the key principles as espoused

by CGAP (Consultative Group to Assist the Poorest) which were enumerated in Chapter

two (2). In Chapter two (2), I discussed four (4) key principles of microfinance and noted

that those principles were important for the sustainability of MASLOS. In this section, I

draw on these principles for discussions on the sustainability of MASLOS in the Wa

Municipality.

4.5.1 Comprehensive Financial Services is required for poor people

One of the key principles of micro-finance is that poor people require a comprehensive or

diversity of financial services in order that micro-finance can be sustainable and have the

desired impact on poverty reduction. In addition to credit, poor people also· require

savings, money transfer and insurance services as part of an integrated package of micro-

finance services. For microfinance to be effective and sustainable it has to reach out and

address the diversity of financial needs of a large number of clients on a sustained basis.

Addressing the needs of the poor is the easiest way of retaining existing clients and
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reaching out to potential or new clients. This is considered a requirement for sustainability

of a credit scheme.

Contrary to the principle of comprehensive microfinance services, MASLOS offers only

credit to its clients. It does not offer even the most basic complementary service to credit,

that is, savings, argued to be important for sustainable microfinance services for the poor.

One might argue that a single scheme will not be able to provide all these services

especially in the case of MASLOS which is just about seven (7) years old. This stance may

be valid but it is important to note that all the microfinance schemes in the study area

started with at least a savings-credit combination because of the important role savings

play in the successful administration of credit. Savings which is usually associated with

credit could have been easily implemented by the scheme with high rate of success. The

role of savings in enhancing proper credit discipline and loan repayment has been

underscored by many researchers (Robinson, 1995; Buss, 1999; Churchill and

Frankiewicz, 2000; Basu et. aI, 2004).

In Ghana, Mbai and Akwasi-Kuma (1997) noted the positive effects of savings in reducing

loan default citing ENOWID (Enhancing Opportunities for Women in Development) as a

classical example of a successful government microcredit scheme. In the Wa Municipality,

some NGOs and Savings and Loans companies (S&L) have combined savings with loans,
in the provision of microfinance and have achieved remarkable results. Notable examples

include Sinapi Aba Loan Trust (SAT) and First National Savings and Loans Limited.

MASLOS could do same because it has even a better organizational capacity and the

structures for implementing such a combined scheme than most other NGOs and S&L

implementing a savings and loans scheme. The absence of savings opportunities for clients

of MASLOS made it difficult for the scheme to overcome challenges such as tracking

client's cash flows, loan default and deposit mobilization and this has adverse effects on

sustainability of MASLOS.

This principle is important for sustainability for a number of reasons. First, poor people

need credit to start or expand their businesses. When such businesses start booming, it
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should be easy for them to have access to savings to enable them save excess liquidity

which helps them manage finances better and they easily adapt to difficult times. Given the

opportunities to both saving and credit facilities, savers normally outnumber borrowers, a

clear indication that the poor desire saving facilities more than credit (Churchill and

Frankiewicz, 2000).

A critical analysis of the credit and savings situation of the poor points to the fact that the

two services must complement each other if the needs of the poor are to be met and for the

MFI's own objectives to be realized. For example let's consider a very simple scenario

w~ere clients are empowered through loans to increase their income without providing the

opportunity for them to save excess liquidity. Such an arrangement might lead to an

increase in the income levels alright but the excess income realized from the investments

could be utilized in unproductive ways because of the lack of savings facilities. Savings is

known to improve governance of MFls because an institution which deals with other

people's money is more serious and professional in its approach to business than when it

receives such moneys from central government or donors. Savings is commonly referred to

as the 'forgotten half of microfinance', and without it microfinance cannot be a complete

model for poverty reduction. Also insurance and money transfer services are simple

financial products seen to be very critical for sustainability. Insurance services in

microfinance are very simple allowing a client to set aside a small percentage of every loan

s/he takes into a fund. The client is allowed to withdraw such funds to meet very important

and urgent cash needs after a predetermined period of time. Such funds could also

accumulate for a long period which the client takes home after leaving the scheme.

In conclusion, I suggest that the inability of MASLOS to integrate savings into the credit

scheme could be one of the reasons accounting for high default in loan repayment in the

Wa Municipality. The scheme is unable to benefit from the many advantages associated

with combining credit and savings in the provision of micro-finance services as

enumerated. Thus, MASLOS just like other government schemes is treading on an

unsustainable path if the principle of comprehensive micro-finance services is taken into

account.
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4.5.2 Microfinance Can Pay for its Operational Costs

Another key principle of microfinance is that microfinance can be operated free from

government subsidies and donor support. To achieve operational sustainability, loans

should be well priced by charging realistic interest rates. By this principle microfinance

schemes are expected to charge market rates of interest to be sustainable. According to

Robinson (2001) sustainable interest rates ranges between 2% and ,5% per month which

translates into between 24% and 60% p.a Experts are of the view that charging of realistic

interests on loans will enable MFls to cover their operational costs and make them

sustainable.

The justification for realistic rates is that micro-finance loans are indeed "micro" in nature

and their clientele are found in dispersed rural communities which tend to make the

average operational cost of loan per client very high compared to commercial banks. These

inherent costs associated with micro loans make them really expensive. But as the clientele

expands, basic economics teaches us that economies of scale will lead to lower operational

cost per client which will benefit both the lender and the borrower. It is therefore helpful if

a credit scheme is able to reach out to a large number of the poor in order to bring down

the average operational cost of a credit scheme. It is argued that reaching out to a large

number of the poor especially the poorest of the poor is a daunting challenge but it is a

prerequisite for sustainability.

Another justification by proponents of realistic interest rates is that the poor desires

continued access to microfinance services and should be ready to pay for the cost

associated with extending the services to them. It is also important to point out that this

principle considers micro-finance as a business and not a welfare activity. Unfortunately, it

appears government approaches micro-finance from the welfarist perspective and therefore

makes it difficult for government credit schemes to operate as business entities as required

by this principle. The CGAP which is at the forefront of the institutionist school of thought

supports the commercialization of micro-finance and justifies the charging of high interest

on loans in as much as it leads to profitability and sustainability. Bateman (20 I0), however
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questions the moral justification of micro-finance institutions charging the poor high rate

of interest if micro-finance is actually meant to help the poor out of poverty. Bateman's

position is that the poor cannot escape poverty by paying high interest rates to the rich, a

classical case of local neo-liberalism according to Bateman. This puts governments in a

tight situation because much as governments are interested in the welfare of the citizenry

by trying to reduce poverty levels through initiating various micro-finance schemes to help

in this direction, such schemes are unable to charge high interest in -the name of full cost

recovery to be sustainable.

The findings on MASLOS reveal that some marginal attempts have been made towards

charging market rates of interest. From a rate of 10% in phase I and II, interest rate was

adjusted to 24% in phase III. As mentioned earlier, the new administration during phase III

thought it necessary to adjust interest rate which was an attempt at full cost recovery. The

current interest rate of 24% p.a is still far below the prevailing rates of between 40% and

70% that some industry players charge on their loans in the Wa Municipality. It is

reasonable to say that MFIs in the industry with many years of experience and large client

base may charge 24% p.a due to economies of scale. For a relatively new micro-finance

scheme like MASLOS it would be expected that a much higher interest rate is charged at

this stage in its life cycle because it has a relatively smaller clientele base and thus a

relatively high cost of operation per client. I tried elsewhere in this Chapter to explain the,
relationship between cost of operations per client and the number of clients and concluded

that the larger the clientele the lower the cost of operations per client. Since the operational

cost of a credit scheme is an important and vital variable in computing interest rate, we

argued that a lower cost of operation would lead to lower interest rate.

This principle may not be considered important for the sustainability of MASLOS in the

short term because government is currently subsidizing the scheme. In so far as subsidies

would be forthcoming the issue of full cost recovery may not be an issue and it may not be

necessary to adjust interest upwards. On the other hand, the generosity of government to

continue subsidizing MAS LOS would not continue indefinitely and therefore its

sustainability may still be in the balance in the long-term. Recall that the operations of
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MASLOS -Wa Municipality were suspended in 2009 and most part of2010 because of the

failure by government to release funds for the scheme. This should be a wake-up call for

the managers of the scheme.

A question we may attempt to answer in this discussion which was posed in Chapter two

(2) is: Can a government loan scheme like MASLOS in a developing country like Ghana

charge high interest on its loans? Drawing on the politics of micro-finance would assist us

answer this important question. Some governments in developing countries use micro-

finance as a political tool to channel resources to the masses to win political capital. This is

one reason why political criteria rather than financial analysis become the determinant of

who gets government loans. It is therefore unlikely that MASLOS as a government scheme

would charge high rates of interest considered realistic for sustainability. MASLOS lacks

the political courage to charge such high rates of interest on its loans. This will have dire

consequences for the fortunes of any government especially now that MASLOS operates

right under the Office of the President of the Republic.

On the other hand, the private sector MFls have the freedom to charge any rate they deem

fit which makes microfinance an attractive business for the private sector. This has given

to rise to the proliferation of MFls in every part of the country. But should microfinance

which is meant to help the poor be made a money making venture enriching the owners of,
MFIs at the expense of the poor. Examples abounds that many MFls are concentrating on

declaring huge end of year profits, giving fat pay cheques to employees and owners, whilst

the debt burden of their poor clients are skyrocketing as a result of ultra-high interest rates

on loans. Owners of some MFls argue that the poor clients are not complaining about high

rates but are interested in access and therefore it should not be an issue. To support their

argument, they indicate that high interest rates have not led to a decrease in the demand for

loans by the poor, which suggests that the poor is not interested in interest but whether they

can get the money. Economists however argue that the demand for micro- loans by the

poor is inelastic and therefore a large increase in the percentage points of interest would

not lead to a significant reduction in the demand for loans. MFls have capitalized on this
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·= economic reality to charge ultra-high rates of interest thereby pushing the poor deeper into

poverty.

In conclusion, I will say that if commercialization or the charging of high interest rate on

loans is a determinant of sustainability, then MASLOS is out of the path of sustainability at

present.

4.5.3 Microcredit is not always the Answer.

The third key principle of microfinance is that microcredit works best when other support

services are provided in addition to credit. Microfinance has been hailed as an effective

tool in reducing poverty. We need to understand that poverty is a complex concept and

goes beyond just income poverty. Microcredit might address income poverty and not the

other aspects of poverty such as women's social empowerment. The non-financial services

are equally important if poverty is to be reduced in a holistic manner. Most of the latter day

microfinance schemes have however concentrated on the minimalist or credit-only

approach neglecting the provision of non-financial services. MFIs should be interested in

providing non- financial services that are equally desired by the poor. The poor need other

support services such as marketing services, grants, business development training,

financial literacy, group dynamics, and capacity building, education on health issues and

education on human rights and governance issues. The poorest of the poor in the

hinterlands who are far removed from market centers do not need just financial services.

MFls may not be able to do all these because most of them have profit motives and

therefore are interested in the financial aspect of credit and perhaps savings. However, if

MFls were able to expose their clients to these other services it would have an overall

positive impact on the operations of the MFI, the community and the nation at large. To do

this effectively, MFIs could establish linkages with other local institutions to carry out

some of these tasks. For example they could provide the opportunity for the strengthening

of local institutions which could empower the poor and destitute who may not need
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financial services. Snow (2005) argues that building of such linkages between MFls and

the local institutions would help in achieving sustainability.

On the contrary, aside the sensitization module introduced during Phase III which is

supposed to be mandatory for any group to qualify for MASLOS services, the scheme does

not provide non-financial services to clients. There are no linkages between MASLOS and

other local institutions. Though by its guidelines, the scheme was supposed to promote

linkage banking between MFIs and MDAs, promote co-ordination, and collaboration

between key stakeholders. This is not the case in practice. It is possible for MAS LOS to

have working relationships with local NGOs and other decentralized institutions to assist

in carrying out the non-financial services like capacity building. Screening and animation

of groups, sensitization and training are other services that could have been done by other

local NGOs in the various districts on behalf of the scheme. For example, MASLOS could

collaborate with NHIS (National Health Insurance scheme) in the various districts to make

sure their clients are all registered under the NHIS and have unfettered access to health

care. This would benefit MASLOS because having unregistered NHIS clients as loan

beneficiaries could compound their debt burden and affect loan repayment should they fall

sick during a loan cycle. MASLOS could also collaborate with the various health facilities

in the various districts and communities to educate their clients on health education at their

meetings (issues such as maternal health, exclusive breast feeding, HIV and AIDS

prevention, hepatitis, cervical and breast cancer screening).

I

In conclusion, I think the scheme is not integrative yet and therefore is not on the path of

sustainability on the basis of this principle.

4.5.4 The job of government is to enable financial services, not to provide them directly.

The fourth key principle which is considered important for the sustainability of an MFI has

to do with its ownership or governance structure; i.e. whether it is a government entity or

private sector entity. Very few government schemes have succeeded in the field. The

dominant reason for the failures by governments has to do with political interferences.
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This principle argues that government can almost never do a good job of lending. Many

practitioners and researchers have strongly advised that government should be an

enabler/regulator but not a provider (Morduch, 2000; Hubka and Zaidi, 2005; Ledgerwood

and White, 2006; CGAP, 2006; Rosenberg, 2006; Yunus, 2007). The job of government

should be stabilizing the macroeconomic environment for businesses to thrive. In Chapter

Two (2), I recommended that the way forward for government is to follow the key

principles which defined its role in microfinance as an enabler and regulator. I also

recommended that in the worst -case scenario, government could be a wholesaler but

certain key conditions must be fulfilled. I further recommended that government should

not retail microfinance loans under any circumstance. The basis for all these

recommendations were derived from the causes of failed government schemes in the

developing world including Ghana. It is therefore important that if MASLOS is to be

sustainable, the scheme must learn from the mistakes of past government schemes in

Ghana and elsewhere.

Unfortunately, MASLOS has not complied with this principle by its set up. MASLOS is

not only a government entity but also operates directly under the Office of the President of

the Republic of Ghana which suggests that the sustainability of MASLOS is not

guaranteed. The 'institutionists' argue that the future of microfinance is bleak if it

continues to depend on government. Government entities lack the political will to

implement loan schemes in accordance with best practices and such schemes have no

motivation to follow- up on defaulters and are prone to political interferences.

My conclusion is that the setup of the scheme is not grounded on this principle and

therefore faces an unstable future relative to this principle.

4.6. Best Practices of Microfinance

Adongo and Stork (2005) assert that sustainability of a loan scheme also depends on its

ability to follow best industry practices. New and emerging MFIs have the advantage of

adopting practices, methodologies, methods and strategies which have been tried and
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tested and have survived the test of time. In Chapter two, I discussed the practices of two

of the leading MFIs in the world i.e. Grameen Bank in Bangladesh and BancoSol of

Bolivia. In this section I will discuss the extent to which MASLOS has incorporated or

adopted some of the practices of these institutions and how that would affect the

sustainability of the scheme.

Some modest attempts have been made by MASLOS to adopt some of the best practices of

the industry. However the overall impression is that much still need to be done in this

regard. It is particularly important to understand the rationale for each practice and doing it

very well. For instance microcredit is skewed in favour of women because they have

proved to have low default risk than men. I expect that if loans were given to women it

would reflect in high repayment rate because that is one reason for the concentration of

microcredit to women. On the contrary, though almost all (95%) the microcredit of

MASLOS were disbursed to women in groups, the scheme still recorded a high default rate

of 70% which suggest that something was not done right. Secondly, the solidarity groups

(SGs) concept has emerged as a best practice and has been adopted by MASLOS in the

formation of groups. This is also expected to lead to low default rate. As noted elsewhere

in this thesis, the formation of these SGs ought to have been done by the group members

themselves without interference by Credit Officers. This was not strictly adhered to

because it emerged that SGs were being formed by officials of MASLOS instead of

allowing members to sort themselves into these smaller groups. This practice defeats the

rationale of SGs which is to allow trusted members within the larger group to form these

smaller groups which forms the building blocks in the formation of groups. Weak SGs lead

to a weaker group and disbursing loans to a weak group is a recipe for disaster. The high

default rate could therefore be associated with the fact that the SGs were either not used or

poorly formed leading to weaker credit groups.

Thirdly, best practices require that an MFI should provide opportunities to clients to make

voluntary savings. We discussed the role of savings-credit combination and default

management in Chapter Two (2) and concluded based on the evidence that savings

enhances loan repayment. However, as already discussed, MASLOS does not provide

facilities for savings or deposits and this could have contributed to the high rate of loan
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default. If MASLOS had created opportunities for members to save it could allow for a

more regular interaction, give the scheme access to cheap funds, decrease its vulnerability

because it has its clients money and thus enhanced loan repayment.

Another best practice commonly referred to as dynamic incentives or step-lending requires

MFIs to start small when dealing with loan-clients and increase loan size based on clients'

performance. This has been upheld especially with the microcredit scheme. The

microcredit scheme started with small loans of GHS 100.00 minimum and loans size in

subsequent cycles is dependent on the performance of a client. However, the dynamic

incentives were not followed with the small loans.

Finally, flexibility in product design and implementation had also been noted as a best

practice. Flexibility is an imperative if client's needs are to be met by a microfinance

scheme. By flexibility here I mean with regards to loan terms and conditions for

repayment. The type of business the client does needs to be taken into consideration in

determining loan amount, terms and conditions. For instance loans sizes and terms of

payment were rigidly determined without considering the loan usage, business cycles and

clients input. For example I encountered two clients during my interviews where one client

was given a loan of GHS 100.00 for 12 months and the other client was given a loan of

GHS 7,000.00 also for 12 months. It became a problem for the client with GHS 7,000.00

because the debt burden per month of GHS 750.93 was too high. This could have been

reduced just by increasing the repayment schedule to say 18 months or 24 months ceCAP,

2010). Ledgerwood C 1999) asserts that loan terms and amount should meet the debt-

servicing capacity of the borrower. During phase I and II, every MASLOS loan had

predetermined 12 months duration, a one month moratorium and payable on monthly

installment irrespective of business type and loan amount. In phase III, loan duration was

reduced to 6 months for all loans without a moratorium. I think microfinance clients are so

varied in so many characteristics that it is not possible to meet their needs with the same

loan terms and condition for all of them. Loan terms and conditions should therefore be

flexible to meet the needs of this heterogeneous clientele of MFls

On the basis of these discussions of the scheme vis- a- vis its adherence to the key

principles and best practices of microfinance, this study has established some basis to
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conclude on the sustainability of the scheme in the Wa Municipality. For those of us

interested in seeing MASLOS perform as a sustainable loans scheme, it is discomforting

from the foregoing discussions to have to conclude that the scheme's inability to adhere to

key principles and follow best practices of microfinance, the current over-reliance on

government funding and political interferences coupled with the high default rate makes

MASLOS an unsustainable loans scheme.

Based on this I would suggest some efforts be made towards building the capacity of major

stakeholders and raising their awareness on the benefits of a well-established MASLOS.

The top level management of MASLOC, key personnel at the Ministry of Finance and

Economic Planning (MoFEP), parliamentarians, officials of Bank of Ghana (BoG),

politicians and the academia should be given adequate insights on what a well established

MASLOS can do for the microfinance sub sector in particular and the economy as a whole.

This was done in Uganda with remarkable results. These officials could be funded to

attend training programmes in Bangladesh and other microfinance training centres such as

Boulder, Colorado and Frankfurt. This will whip up the interest of the major stakeholders

and enlistment of their support in the passage of the MASLOC bill into law, and their

sustained interest in the scheme thereafter.

4.7 Conclusion

This chapter entails a discussion of the empirical findings of the study. The discussion

show that lending procedure of MASLOS- Wa evolved through three distinct phases during

which attempts were made to incorporate best practices of microfinance to address

problems affecting the scheme. The chapter also examined the nature and extent of the

default problem confronting the scheme. Most of the loans were overdue by an average of

23 months with a default rate of 80%. Seven causes of default were identified as including

lack of sensitization and education, management problems and politicization of the

scheme.
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The sustainability of the scheme was also discussed based on the empirical findings on the

adherence to the principles and best practices of microfinance. It was concluded that the

scheme did not follow basic principles and practices and thus was unable to recover the

loans disbursed during phase II leading to the high default rate of 80%. The scheme was

not properly implemented. In the next chapter, I will conclude discussions on the findings

and offer some policy recommendations for improving the operation of MASLOS in the

Wa Municipality.
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CHAPTER FIVE

5.0 CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

In this concluding chapter, I bring discussions on the findings to a closure. The chapter is

organized in three parts. The first part entails a summary of the findings. The second part

deals with conclusions of the study and the final part entails a discussion of some policy

recommendations for improving the performance of the scheme and thus its sustainability.

5.2 Summary of Findings

1. The Evolution of MAS LOS Lending Procedures

The findings show that the lending procedure of MASLOS evolved through three distinct

phases since February 2007 when implementation of the scheme started in the

municipality. In Phase I, referred to as the Inception phase, operational guidelines appeared

to be haphazard and things were not well understood by both staff and the general public.

One major problem was that the responsibility for loan appraisals and approvals was given

to the participating MDAs. Unfortunately the MDAs were not given any

training/sensitization on their role in the scheme and the whole procedure became

frustrating to all stakeholders. It was therefore not surprising that not a single loan was

approved during this phase. These frustrations brought to the fore the need for reforms in

the lending procedures and thus the birth of phase II.

Phase II, the first reforms in the lending procedure of MASLOS spanned between

September 2007 and December 2009. During this phase, MASLOS took over the task of

loan appraisals and approvals from the MDAs. The programme officers and FEAs

performed this role of appraisals. A Regional Loans Committeet kl.C) was formed and

tasked to approve microcredit loans before forwarding them to the head office for

disbursement. The small loans were however sent to the head office for approval.;
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Disbursement during this phase was centralised in the head office which created problems

for the scheme in Wa. The mode of repayment was also not clearly defined and this

contributed to the repayment problems the scheme faced. It was also difficult to monitor

clients because MASLOS could not generate the needed information for monitoring

client's performance during this phase. It appeared the reforms during this phase were

spontaneous because there was pressure on management to address the numerous

complaints from stakeholders. However, Phase II was an improvement over the previous

phase to the extent that the scheme was able to approve and disburse a good number of

loans during this phase. Attempts to solve some of the challenges in phase II led to further

reforms in the lending procedure and thus phase III.

Phase II spans June 20 I0 up to date and has witnessed a number of major changes in the

lending procedure of the scheme. The loan terms and conditions were changed in

accordance with best practices. For instance loan repayment duration for the microcredit

was reduced to 6 months from the previous 12 months. Also, the interest rate saw an

upward rev!ew to 24% p.a from a previous 10% in phase II. Education and sensitization of

clients was another major reform introduced during this phase. This was missing in the

earlier phases. Loan administration was also streamlined. Appraisal is done on the field at

the group meetings which was not the case in the previous phases. Another significant

addition improvement here is the manner in which disbursement is done. Loans are,
disbursed at the group level with the Credit Officer witnessing to ensure that every

borrower gets his/her loan as indicated on the disbursement form. This is an improvement

because previously loans were credited into the group's bank accounts without recourse to

whether individual members at the group level actually got their approved amount. As

revealed by the findings, this mode of disbursement was exploited to the advantage of

some corrupt group leaders. Another area which is important to mention is the reforms in

loan repayment procedure. Now Credit Officers go to the clients at the community for loan

repayment instead of previously when clients were expected to either go to the offices of

MAS LOS or to the bank to make loan repayment.
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Clearly, conscious attempts have been made to improve the lending procedures of

MASLOS in the Municipality over the years in line with best practices of microfinance

and this is commendable. However a lot still remains to be done.

II. Nature and Extent of Loan Default

The findings show that loan default rate was very high, 93% and 70% for microcredit and

small loans respectively. The microcredit loans performed poorer than the small loans. For

instance none of the 20 microcredit groups had finished repayment at the time of data

collection. Also, 14 of the 20 groups did not make any payment since the loan was

disbursed. This is a serious challenge because about 36 months had passed since

disbursement and for a client to fail or refuse to make any payment for a period of 3 years

leaves much to be desired. The poor performance of the microcredit loans is inconsistent

with the widely held belief that group loans perform better than individual loans (Morduch,

1999). On the average, women paid loans better than men as revealed by the study

The small loans did better than the microcredit loans. The findings show that about 14% of

the clients were yet to make any payment. The small loan portfolio was overdue by about

24 months and microcredit by 22 months as at March 2011.

Consolidating the data for microcredit and small loans gave the average performance of the

loan portfolio of MASLOS. The average default rate is about 80% for the scheme in Wa

Municipality. The portfolio was overdue by an average of about 23 months (690 days)'with

about 94% of the overdue loans having between 7 and II monthly instalments.

Ill. Causes of Loan Default

The findings of the study reveal seven (7) causes that led to the high rate of loan default of

MASLOS loans in the Wa Municipality. Below are the causes and how they led to loan

default.

• Lack of Sensitization and Education.

The lack of sensitization and education during the lending processes contributed to

misconceptions regarding the image of the scheme as a political tool being used by
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government to dole out cash to party supporters. Some party supporters who took the

money were not willing to repay the loans.

• Administrative Lapses.

Management's refusal to pay the salaries/allowances of FEAs who were responsible for

loan recovery contributed to loan default. For instance all the FEAs refused to embark on

loan recovery after their allowances were withheld. The subsequent termination of the

contracts of FEAs further compounded the loan recovery problems. The task of loan

recovery was ceded to the Programme Officers who unfortunately did not know the

beneficiaries and therefore could not track beneficiaries for loan repayment.

The design of the scheme by default led to applicants not getting the amounts they actually

needed for their businesses. The loan amounts approved by the credit committee did not

match the recommendations of the Programme Officers who did the loan appraisals. This

slashing of the requests by the credit committee led to insufficient loan amounts. Also, the

overconcentration of activities at the head office instead of allowing basic activities such as

loan approval and disbursement to be done at the Regional Office led to management

problems and the disagreements in loan amounts between Credit Committee and the

Programme Officers/Regional Coordinator at the Regional Office. All these contributed to

the high loan default.

• Suspension of the Appraisals and Disbursement of Loans

Operations of the scheme were suspended in 2009 and most part of 2010. The suspension

of operations was an indication that repeat loans were not possible. Since one of the main

motivations of most microcredit clients to repay a loan is to get access to repeat loans, this

suspension gave clients an incentive to 'default strategically' and plough the loan back into

their businesses rather than repay the loan.

• Long Disbursement Lag (dislag)

It took between 5 -12 months for clients to receive loans after applying for the loan. This is

unacceptably high for any microcredit scheme interested in meeting the needs of its clients.

Grameen Bank has a maximum of 7 days and 1 day for first time and repeat borrowers

respectively. The long period of waiting led to loan diversion and thus to loan default.
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• Unclear Mode of Loan Repayment

The repayment of loans was made difficult for clients. About three different options were

communicated to clients at various stages during the loan cycle. All the three options were

inappropriate according to the clients. These repayment options are not innovative enough

to encourage loan repayment. It was found that all the repayment options relied on the

client to rather go to the offices of MAS LOS or the disbursing bank to make repayments.

This was not convenient to the clients, especially clients in the villages/hinterlands who

had to walk several kilometres to Wajust to repay a loan.

• Politicization of the Scheme.

The scheme was overly politicized because the activities of the scheme peaked in 2008

which unfortunately was an election year. This explains why party foot soldiers paraded

for the loans because politicians were going round telling their supporters that government

had made money available to them through MASLOS.

• Downward Fluctuation in Shea nuts Price in 2009.

The shea nut trade failed during the 2009 market season. Unfortunately a good number of

MASLOS clients invested the loans into shea nuts because the shea nut business was a

lucrative activity in the municipality. It is reasoned that management did not closely

monitor the markets of their loan clients to have devised ways of helping them overcome

problems such as this. If this was done, it would have been possible to reschedule and

refinance such clients to cushion them against the losses that were experienced during the

season. These could be 'genuine defaulters' or unwilling defaulters.

IV. Sustainability of the Wa Scheme (MASLOS)

The fourth objective of the study was to establish if MASLOS is a sustainable model of

government microcredit scheme in the Wa Municipality. This was done within the context

of the scheme's adherence to the principles of microfinance and the extent to which best

practices of microfinance have been incorporated into the operations of the scheme. The

findings show that only one of the four principles considered in this study was being

followed by MASLOS (Wa). With respect to best practices, some attempts have been

made to incorporate some best practices in the various phases of the lending procedure.

The use of groups especially solidarity groups, collateral free loans, group guarantees and
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emphasis on females by the scheme were some of the practices the scheme had adopted. A

lot still needs to be done

On the basis of the above findings regarding the principles and best practices of

microfinance, this study has established some basis to conclude on the sustainability of the

scheme. The scheme's inability to adhere to the key principles and best practices of

microfinance, the current over-reliance on government funding and political interferences

coupled with the high default rate makes MASLOS an unsustainable model of government

microfinance scheme in the Wa Municipality.

5.3 Conclusions

Drawing on the findings, a number of conclusions can be made from the study:

1. Lending procedures of MAS LOS evolved through three distinct phases.

It was noted that some improvements had taken place on the procedures from one phase to

the next. By this, the scheme was able to confront some of the challenges of the previous

phase as it transitioned into the next phase. In the table below (Table 5.1), I present a brief

summary of the procedures/processes of each phase as an attempt at comparing and

contrasting the various phases over the period. A cursory glance the table below show the

improvements made from one phase to the next phase. It shows clearly how the

responsibility of performing some functions changed between the MDAs, the participating

banks and MASLOC. It clearly shows that only in phase Iff was some form of monitoring

done. Also during phase III, loan duration was reduced to 6 months, the concept of grace

period or moratorium was abolished, interest rate was reviewed upwards to 24 % p.a, and

processing fee was also reviewed to 2.5%. Interestingly, politicization of the scheme was

the only common denominator in all the three phases during the evolutionary process.
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Table 5.1: Summary of Key Features in the Various Phases

Proced urelProcess Phase I Phase II Phase III

Sensitization and None None Yes

education of

applicants

Responsibility for MDAs MASLOS MASLOS

loan appraisal

Responsibility for DonebyMDAs Done by RLC in Wa MASLOS head office

loan approvals office

Mode of disbursement Unclear Through bank On the field by Credit

ofloans to clients Officer

Mode of repayment of At the bank At the banklMASLOS On the field by Credit

loans office Officer

Monitoring of loans None None Yes

Moratorium for loans One month One month None

Repayment duration 12 months 12 months 6 months ,

Interest rate on loans 10 %p.a 10 % p.a 24 %p.a

Processing fee 0.5% of the loan 0.5% of loan 2.5% of loan

Passbooks to clients None None Yes

Loan turnaround time NIA 6 -8 months 3-6 months

Politicization Yes Yes Yes

Source: Derived from the findings of the study
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II. The Wa Scheme of MAS LOS had a high loan default rate.

The scheme was confronted with a high default rate. The default rate of 93 % and 70 % for

microcredit and small loans scheme were recorded. The average for the scheme was 80 %

in the Wa Municipality. The loans were overdue for an average of 23 months with about

94% of the overdue portfolio having 7-llinstalments still outstanding.

III. Causes of default

The high rate of loan default (80%) of MASLOS has been discussed. One of the main

reasons given for the high default rate is the over- politicization of the scheme. Some other

causes mentioned are lack of sensitization and education, administrative lapses, unclear

mode of disbursement, and market failure in the shea nut industry. The challenge is how to

remove the political clout that is surrounding the scheme and reducing the high default

rate.

iv. Sustainability of the Wa scheme

For those .interested in seeing MASLOS perform as a sustainable model of government

microfinance scheme in the municipality, it is discomforting to note that the scheme is not

sustainable as it stands now. The requirements for sustainability as outlined by the

conceptual framework have not been met by the scheme. Most of the principles and best

practices of microfinance have not been adhered to by MASLOS. This affected the

schemes' ability to recover the loans and thus a high rate ofloan default.

5.4. Policy Recommendations

In this final section and based on the findings of the study, I propose some policy

recommendations which I believe if followed through would go a long way to improve the

operations of MASLOS in the Wa Municipality and turn its fortunes round.

• MASLOS should be decoupled from the Presidency

The findings revealed that MASLOS operates in the Office of the President of the

Republic of Ghana. It is recommended that MASLOS should be decoupled from the
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Presidency. To do this, government should as a matter of priority wean the scheme of its

direct control. The draft bill which seeks to give MASLOC a legal and autonomous status

has been on the drawing board for a while and should be fast tracked and passed into law.

This will inject sanity and professionalism into the operations of the centre and invariably

the scheme. It appears policy makers/legislators are underestimating the role of

microfinance In our poverty alleviation efforts. By making MASLOC an autonomous

body, the challenge of politicization and government interferences would be drastically

reduced. It would enable staff of the scheme to conduct business in 'a professional manner.

Staff would be empowered to resist political interferences without fear of losing their jobs,

• MASLOS should adhere to the Principles and Best Practices of Microfinance

It was also revealed that the scheme did not adhere to most of the principles and practices

of microfinance as discussed. MASLOS should adhere to principles and best practices of

microfinance. To make MASLOS a sustainable model of Government microfinance

scheme, greater emphasis must be placed on its adherence to the principles and practices of

microfinance. The following issues should be given immediate attention. First, MASLOS

should charge realistic interest rate on loans to enable it cover its operating expenses. This

is the ultimate goal of every MFI. Secondly, MASLOS should integrate savings into the

scheme. Integrating savings into the scheme would tremendously enhance the operations

of MASLOS and should be pursued immediately. Savings serve as a source of cheap funds

for on-lending. The over reliance of MASOLS on government for funding made its 'funds

to dry up and operations were suspended for about a year which worsened the default

situation. As a source of cheap funds, savings have the capacity of reducing interest rates

compared to other MFIs which borrower. on commercial basis for on-lending.

• Giving the Regional Manager the Mandate to Approve Loans

Another revelation was that all loans irrespective of amount were sent to the head office

for approval which contributed to the long disbursement lag confronting the scheme. The

scheme's operations should be decentralized by giving the Regional Office/Manager the

mandate to approve loans. The scheme should as a matter of urgency make efforts at

meeting the needs of clients. The long disbursement lag could be reduced by allowing the
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regional office to perform some of the roles that the head office is currently performing.

For example it should be possible to give loan ceilings to the Regional Manager instead of

demanding that every application be forwarded to the head office for approval. This would

speed up the process of loan administration.

• Rescheduling and Refinancing of some Defaulted Loans

The scheme should consider rescheduling and/or refinancing of some defaulted loans.

Some of the clients especially (those identified as "unwilling defaulters") who were

affected by the fluctuations is shea nut price in the year 2009 could have their loans

rescheduled and/or refinanced to help them repay the loans. This should however be done

with caution in order not to create more problems for the scheme. All efforts should be

made to recover the defaulted loans to send the message to all that MASLOS loans are not

gifts. If this is neglected, MASLOS risk losing its credibility and this may affect the

behaviour of new clients of the scheme when they access loans.

• Provision of an Additional Vehicle for Monitoring and Recovery

The scheme should be provided with an additional vehicle for monitoring and recovery.

One pick up for the entire region is woefully inadequate to ensure monitoring and

recovery. To achieve high repayment rates, MASLOS should be able to visit clients for

their repayment as scheduled. This is not possible under the current logistical constraint.

This is a major hurdle for the scheme.

• External Supervision and Regulation

The scheme should be put under external supervision and regulation by the Bank of Ghana

or other regulatory bodies. Though it is presently difficult to place MASLOC in the Non-

Bank Financial Institutions category, I think that putting it under the eagle eye of the Bank

of Ghana which is the regulator of financial institutions would help in bringing sanity and

dynamism into the operations of the centre and invariably the scheme. The political

landscape in Ghana is not conducive for a government microfinance scheme such as

MASLOS to self regulate.
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• Charging Additional Interest on Delinquent and Overdue Loans

It is also recommend that MAS LOS should endeavour to charge additional interest on

delinquent and overdue loans. By not applying additional cost to overdue amounts, it

makes delinquency and default rewarding to the clients. It would greatly help if additional

charges are made on any loan that is overdue as it could discourage the tendency of clients

to postpone repayments.

• Further Research on MASLOS activities

Finally, I recommend that further research could be carried out on the activities MASLOS.

Some of these areas indicated below could be investigated to shed more light on the

activities of MASLOS as we continue our search for a sustainable model for government

microfinance activities in Ghana.

1. The cost of MAS LOS loans to clients: This should be done by determining the

effective interest rate of MAS LOS. This could give us some insights on how

the cost of loan affects loan repayment.

11. . The extent to which clients perception of MASLOS ability or inability to give

them repeat loans affects loan repayment behaviours.

Ill. Why there is a high demand for MASLOS loans in the Wa Municipality; is it

because of affordability or gift mentality?
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APPENDICES

Appendix I

Interview Guide for Defaulting Clients

A. Client Characteristics
1. Name of Client.
2. Sex
3. Age (Years)
4. Marital Status
5. What is your Educational Level?
6. Number of Children
7. Location of client (urban or rural)?
8. Political persuasion of client?

B. Lending Procedure
I. What processes did you follow before accessing the loan from MASLOS?
2. What problems did you encounter in the process?
3. What was good about the process?

c. Nature of Loan Default
1. When was the loan granted to you?
2. When was the loan due?
3. Were you able to pay monthly?
4. How many instalments have you repaid as at December 201 O?
5. What is your loan balance outstanding as at December 20 lO?

D. Causes of Loan Default
1. How much loan did you request from MASLOS?
2. How much was approved and subsequently disbursed to you? ,
3. How long did it take MASLOS to disburse to you the loan after informing you that

your application has been approved?
4. Were you satisfied with the loan amount approved to you?
5. If No, why?
6. How much is the loan interest and how favourable is it?
7. What other charges (fees/commissions) are you required to pay to MASLOS?
8. What was the loan duration you proposed in your application letter?
9, MASLOS loans are repaid monthly; do you have any problems with the monthly

payments?
10. Are you currently indebted to any financial institution?
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11. What is your main line of business (Income Generating Activity- IGA)?
12. How much of the loan have you invested in this IGA?
13. What is the main reason why you have not been able to settle your loan with

MASLOS?
14. What plans do you have in respect of the outstanding loan balance?
11 Do you have any problems with the operations of MASLOS?
12 What do you think could be done to improve on the operations of MASLOS?
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Appendix II
;

Guide for Group Interviews

A. Group Characteristics
1. Group Name
2. Location of the group
3. When was the group formed?
4. Why was the group formed?
5. Is the group affiliated to any political party?
6. Is the group registered with any recognized body in Ghana? (Municipal Assembly,

Department of Cooperative, Department of Social welfare).
7. What is the group size/number of members in the group?
8. What is the ratio of male to female?
9. What business (es) do members of the group engaged in?
10. How often to you meet as 8 group and where do you meet?
11. Do you have solidarity groups in the group?
12. Do you have a group fund?
13. Are all members of the group resident in this community?
14. Wryo are the leaders of the group?
15. How effective is the group's leadership?
16. Generally speaking, would you say that most people in your group can be trusted?

B. Lending procedure
4. What processes did you follow before accessing the loan from MASLOS?
5. What was good about the process?
6. What problems did you encounter in the process?

C. Nature of Loan Default
6. When was the loan granted to the group?
7. When was the group loan due?
8. How many members have paid as at the due date?
9. How many members of the group have now finished repaying their loans after the

due date?
10. How many members still have between 1-2 instalments outstanding?
11. How many members have 3-11 instalments outstanding?
12. How many members have not made a single instalment payment as of now?
13. How much is the group loan outstanding as at now?
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D. Causes of Loan Default
15. How much did the group apply for (Loan amount or principal)?
16. How much was approved and subsequently disbursed to the group?
17. Were you satisfied with the loan amount approved for the group? ( probe)
18. How long did it take MASLOS to disburse the loan after approval and how did it

affect you or your businesses?
19. How much is the loan interest and how favourable is it?
20. What other charges (fees/commissions) did the group pay to MASLOS?
21. What loan duration and terms of repayment was proposed by the group and why?
22. MAS LOS loans are repaid monthly; do you have any problems with the monthly

payments?
23. How many visits were paid to the group by MASLOS after loan disbursement?
24. Has your group taken a loan before?
25. Is the group currently indebted to any financial institution or NGO?
26. What is the main reason why defaulting members have not been able to settle their

loans?
27. What plans does the group have in respect of the overdue loan balance?
13 Do you have any problems with the operations of MASLOS?
14 What do you think could be done to improve on the operations of MASLOS?

172

www.udsspace.uds.edu.gh 

 

 



Appendix III

Interview Guide: MASLOS Officials

A. Profile of MASLOS

Please kindly provide me the profile of MASLOS. When MASLOS was established,
why it was established, aims, objectives, mandate, mission etc

B. Lending Procedure
1. Could you please outline in detail the standard procedure an applicant has to go

through in .order to access a loan facility from MASLOS? (Both Small Loan and
Microcredit).

2. As an institution who are your target clientele and why?
3. If I may ask, who within the target group are eligible to apply for loans under the

microcredit/small loans scheme?
4. I know you are overwhelmed with large volumes of application letters. Could you

please explain the factors that inform the selection of an application letter from the
lot for appraisal?

5. On the average how long does it take MASLOS to process a loan application from
receipt of application letter to disbursement?

6. How are your loans disbursed?
7. How ate your loans repaid?

C. Nature of Loan Default
1. How will you describe the nature of loan default of your scheme? How did it all

start and the situation as at today. •
2. Looking at the portfolio especially in the Wa Municipality, do you have cases

where clients have not made any instalment payment until the loan expired?

D. Causes of Loan Default
I. What are the causes of loan default in your organization?
2. What are you doing as an organization to minimize the incidence of loan default?
3. What are your recovery strategies to retrieve the outstanding loans?
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Appendix IV

Secondary Data Guide: MASLOS

A. Lending Procedure

CHECKLIST OF DOCUMENTS TO ELICIT

1. BROCHURES

2. OPERATIONAL MANUAL

3. LOAN APPLICATION FORMS (BOTH SMALL AND MIROCREDIT)

4. APPRAISAL REPORT FORMS

5. LOAN AGREEMENTS

6. DISBURSEMENT FORMS

7. DEMAND NOTICES

B. Nature of Loan Default

1. LOAN PORTFOLIO AND QUALITY

How much (cumulative portfolio from 2007-2010) was disbursed in the Wa Municipality?

SMALL LOANS

Amount in GHS .

Number of Loans .

Male . Female .

Amount disbursed to male . Amount disbursed to female .

MICROCREDIT

Amount in GHS .

Number of Loans .

Male .

Amount disbursed to male .

Female .

Amount disbursed to female .
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1 _

What is the portfolio outstanding as at year ending 2010? .

How many loans are outstanding after the due date? .

What is the value of loans outstanding after the due date? .

SMALL LOANS: NATURE OF PORFOUO OVERDUE

Number of . No. of Defaulters Total Amount Outstanding
Instalment

1-3
4-6
7-9

10-12
Total

MICROCREDIT: NATURE OF OVERDUE PORTFOUO

Number of No. of Defaulters Total Amount Outstanding
Instalment

1-3
4-6
7-9

10-12
Total
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AGEING ANALYSIS OF PORTFOLIO OVERDUE BY SECTORS: SMALL LOANS

Overdue Loans Up to 3 Overdue 3-6 Overdue 6-18 Overdue 16
months months months months plus

Agro marketing
• No. of defaulters
• Overdue amount

Crop production
• No of defaulters
• Overdue amount

Poultry/Livestock
• No of defaulters
• Overdue amount

Trading
• No .of defaulters
• Overdue amount

Others
• No of defaulters
• Overdue amount

Total

,
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AGEING ANALYSIS OF PORTFOLIO OVERDUE BY SECTORS: MICROCREDIT

Overdue Loans Up t03 Overdue 3-6 Overdue 6-18 Overdue 16
months months months months plus

Agro marketing
• No. of defaulters
• Overdue amount

Crop production
• No of defaulters
• Overdue amount

Poultry/Livestock
• No of defaulters
• Overdue amount

Trading
• No of defaulters
• Overdue amount

Others
• No of defaulters
• Overdue amount

Total

c. Cost of MASLOS loans

What is your Interest Rate for Small Loans ?

What is the Interest Rate for Microcredit? .

Other charges?

• Passbooks .
• Processing fees .
• Commitment fees .
• Group fund contributions by members .
• Loss mitigating fees .
• Others (specify) .
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Appendix V

The Poverty Lending Approach and the Financial Systems Approach

The Financial Systems Approach emphasizes large-scale outreach to the economically

active poor. The approach focuses on institutional -self sufficiency. Proponents of the

Financial System Approach argue that given the large gap between the demand and supply

worldwide, the Financial Systems Approach is the only possible means of meeting the

demand for microfinance services. The BRI, BancoSol and ASA are at the forefront of the

Financial System Approach.

According to Robinson, microfinance is marked by two major debates between two

leading views, ·the Financial Systems Approach and the Poverty Lending Approach.

The Poverty Lending Approach concentrates on reducing poverty through credit,

complemented by services such as skills training and the teaching of literacy and

numeracy, health, nutrition, family planning etc. Under the Poverty Lending Approach,

donor and government-funded credit is provided to poor borrowers at below-market

interest rates. The focus here is to reach the poor, especially the extremely poor, the

poorest of the poor. Mobilization of savings is normally not a part of the Poverty Lending

Approach. Robinson argues that the tools of the Poverty Lending Approach are poorly

suited for building microfinance on the global scale. Examples of MFls practicing the

Poverty Lending Approach are the Grameen Bank and some of its replicators.

Source: Robinson, 2001
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Appendix VI

Consultative Group to Assist the Poor (CGAP)

The CGAP was established by the World Bank and mandated to coordinate international

donor policy towards microfinance. It is the product of an agreement reached by donor

agencies at the 1993 Conference on Hunger. CGAP was launched in June 1995 by 9 donor

agencies; its membership has increased to 26. Its objectives are to strengthen donor

coordination in microfinance, to disseminate microfinance best practices to policymakers

and practitioners, to mainstream World Bank activity in this area, to create an enabling

environment for MFls, to support MFls that deliver credit or saving services to the very

poor on a financially sustainable basis, and to help established providers of microfinance to

assist others to start such services. CGAP's goal is to expand the level of resources

reaching the poorest of the economically active poor.

The group's secretariat administers a core fund, supported by a World Bank contribution

of USD 30 million, from which it disburses grants to microfinance institutions that meet

eligibility criteria. A consultative group composed of member donors who make a

contribution of USD 2 million pool of their funds with the World Bank and establish

policies criteria, operating procedures, and guidelines for the secretariat. This group also

reviews the secretariat's performance. A policy advisory group of practitioners from

leading MFls around the world advises the consultative group and the secretariat on

strategies for providing support to the poor.

CGAP consists of five main bodies:

I. The Consultative Group

2. The Executive Committee

3. The Policy Advisory Group

4. The Investment Committee

5. The CGAP Secretariat
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Appendix VII

Grameen Sixteen Decisions

I. We shall follow and advance the four principles of the Grameen Bank- discipline,
unity, courage, and hard work- in all walks of our life.

2. Prosperity we shall bring to our families.
3. We shall not live in a dilapidated house. We shall repair our houses and work

toward constructing new houses at the earliest opportunity.
4. We shall grow vegetables all the year round. We shall eat plenty of them and sell

the surplus
5. During the plantation season, we shall plant as many seedlings as possible
6. We shall plan to keep our families small. We shall minimize our expenditures. We

shall look after our health.
7. We shall educate our children and ensure that they can earn to pay for their

education
8. We shall always keep our children and the environment clean
9. We shall build and use pit latrines
10. We shall drink water from the tube wells. If they are not available, we shall boil

water or use alum to purify it
11. We shall not take any dowry at our son's weddings; neither shall we give any

dowry at our daughter's weddings. We shall keep the centre free from the curse of
dowry. We shall not practice child marriage

12. We shall not commit any injustice, and will oppose anyone who tries to do so.
13. We shall collectively undertake larger investments for higher incomes
14. We shall always be ready to help each other. If anyone is in difficulty, we shall all

help him or her
IS. If we come to know of any breach of discipline in any centre, we shall all go there

and help restore discipline
16. We shall introduce physical exercises in all our centres. We shall take part in all

social activities collectively.

Source: Yunus, 2007
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Appendix VIII

Calmeadow

Calmeadow is a registered Canadian NGO, with operations based in San Jose, Costa Rica.

Since 1985 Calmeadow has supported innovative ideas in microfinance; ideas that promote

greater levels of efficiency and outreach through the commercial provision of financial

services to low-income borrowers and micro entrepreneurs. From humble beginnings as a

family charity, Calmeadow's work has produced far reaching impacts on the global

microfinance industry and the foundation has advocated and participated in several of the

landmark microfinance events in recent years. Given the tremendous growth of the

microfinance industry in terms of practitioners, funders, and industry organizations, the

role of Calmeadow has changed some. However, Calmeadow continues to focus on the

bottlenecks and frontiers of this rapidly changing sector with the goal of promoting

appropriate and efficient financial services for low-income individuals and their businesses

provided by commercial financial institutions.

Mission and Vision

Calmeadow seeks to enable the self-employed poor in developing countries to strengthen

their enterprises and achieve improved standards of living for themselves and their

families.

Calmeadow works to ensure ready access to sustainable and affordable financial services

for the self-employed poor around the globe, and to mobilize and manage capital for direct

investment in developing microfinance institutions in Latin America and Africa.

Source: www.calmeadow.com
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Appendix IX

The Nobel Peace Prize Committee on Yunus and the Grameen Bank

The 2006 Nobel Peace Prize was awarded to Muhammad Yunus and Grameen Bank for

their efforts "to create economic and social development from below". Of the 2006

laureates, the committee said:

"Muhammad Yunus has shown himself to be a leader who has managed to translate

visions into practical action for the benefit of millions of people, not only in Bangladesh,

but also in many other countries. Loans to poor people without any financial security had

appeared to be an impossible idea. From modest beginnings three decades ago, Yunus has,

first and foremost through Grameen Bank, developed microcredit into an ever more

important instrument in the struggle against poverty. Grameen Bank has been a source of

ideas and models for the many institutions in the field of microcredit that have sprung up

around the world.

"Yunus's long-term vrsion is to eliminate poverty in the world. That vision cannot be

realized by means of microcredit alone. But Muhammad Yunus and Grameen Bank have

shown that, in the continuing efforts to achieve it, microcredit must playa major party"

Source: Nobel Peace Prize for 2006, October 13, 2006.

http://nobelprize.org/nobelyrizes/peace/laureates/2006/press. htm
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Appendix X

Grameen Micro credit Highway

The basic loan product in Grameen Bank II has been described by Prof. Yunus as the Grameen

Micro-credit Highway. As long as the borrower keeps her schedule, she moves forward

uninterrupted, with ease and comfort on the micro credit highway. She can pick up speed according

to the rules of the highway. If she drives well she can shift to higher and higher gears. In other

words, on the Grameen highway, a borrower can routinely upgrade her loan size at each cycle 0 the

loan. This is done on the basis of predetermined rules. She knows ahead of time how much of an

enhancement in loan size is coming and can plan her activities accordingly. But if a borrower faces

engine trouble (business slowdown or failure, sickness, family problems, accidents, thefts, natural

disaster, etc) and cannot keep up with the highway speed, she has to quit the highway and take an

exit. This detour is called a flexible loan or 'flexi-Ioan.' it allows her to reduce the instalment size

that she can afford to pay by extending the loan period. Taking a detour, however, does not in any

way imply that she has changed the objective of her journey. Her immediate goal is to overcome

her problems and take as short a detour as possible. A borrower may be lucky and succeed in

getting back to the highway quickly or she may have sustained problems and the best she can do is

to move from one detour to the next (i.e. moving from one flexi-Ioan to the next, working out an

easier repayment schedule than the previous one), delaying re-entry onto the highway.

One big disincentive for a borrower to take the flexi-Ioan detour is that the moment she exits from

the basic loan highway, her loan ceiling ( i.e. maximum amount that she can take as a loan, built up

on the basis of her performance over the years) gets wiped out. When she re-enters the highway

after completing her detour, her loan ceiling will have to be reconstructed. This will be somewhere

between her entry-level loan ceiling and the loan ceiling she enjoyed immediately before taking the

detour.

If a borrower fails to repay the basic loan and is unwilling to go into the flexi-Ioan, she becomes a

willing defaulter. An unwilling defaulter is the one who takes a flexi-Ioan but fails over and over

again in her attempt to repay it.

Source: Yunus, 2007: 238-239
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MICROFINANCE AND SMALL LOANS CENTRE
APPLICATION FOR MICROCREDIT

PRELIMINARY ELIGIBILITY ASSESSMENT FORM
THIS FORM IS NOT FOR SALE

Please, complete where applicable. Any false declaration render applicant automatically disqualified.

Name of applicant "Nickname" .

~Type of entity D Individual D Sole Proprietorship

Residence DOwned D Rented D Family D Government D Other Residential Address .

Type of ID Dvoters ID D Drivers License D Passport D NHIS 0 N I DOther ID Number. .

ID issued on ../. ./. at Telephone Number. Mobile Number .

Date of Birth ./. ./. Age Place of Birth Home Town .

Marital Status DSingle D Married D Accompanied D Widowed D Separated D Divorced

Name of Partner Partners occupation Next of kin .

Postal Address Business Address of applicant... .

Type of project/Business Location of business/project .

District location of business Amount applied .

Purpose of loan .

Proposed repayment period Is business/project on-going or new? DOn-going 0New

Is business/project registered? DYes 0 No

State whether project land/premises is freehold, leased, rented, other. .

Is there encumbrance over project iand/premises or the existing business assets? D Yes o No

If "YES", state the nature of encumbrance ~ .

State type of training, knowledge, and skills which applicant has in managing the business/project for which loan is

required: .

State length of experience in the type of business/project .

Bankers Branch .

Any Susu/Credit Union Members? 0 YesDNo a. Name: b. Daiiy Contribution: GHC

Signature/Thumbprint of applicant Date .

Name of Credit Officer Location of Credit Officer .

Signature of Credit Officer......................................................... District of Credit Officer .

Date Received by Regional Manager Signature of Regional Manager .
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FINANCIAL DATA OF .

BUSINESS DESCRI?TlON (Location) SEASONALITY & FREQUENCY OF SALES

M T W T F I Sat. Sun.

I
~

DAILY SALES

Good: Average: Bad:

- Total Monthly Sales:

ANALYSIS OF PURCHASE & SALES EMPLOYEES WORKPLACE

Where do you buy: No. Paid Relatives Owned

How often do you buy: Male Rented

How many sales outlets: Female Others

FIXED ASSETS - List BALANCE SHEET AS AT _...•....•.••....••.....••..••.•....

Qty Item GhC Assets GhC Liabilities GhC

Cash Short term liabilities

Bank Accounts payable

Accounts Rec'ble Long term liabilities

Goods in process Other liabilities

Finished goods B. Total Liabilities

Fixed Assets - 1 C. Initial Capital

Fixed Assets - 2 Surplus (A-8-<:)

Tetal A. Total Assets Equity (A-B)

INCOME STATEMENT/CASH FLOW DATA PER MONTH MONTHLY FAMILY EXPENSES

ITEM - Ghc ITEM GHC

Total Monthly Sales (a) -7 Health

less Monthly Purchases (b) ~ Education

Gross Profit (c)
~

Rent

less Business Expenses Ghc Food

Rent Clothing .
Labour Transport

II .. RemittanceEecmc.tv

Transport Others e.g. tithes, donations e.t.c.

Telephone Total Family Expenses

Water CREDIT HISTORY

Tax/Rates Type of Creditor Date Amount Rate Status

Others Financial Institution

Total expenses (d) ~ Relative/Friend

Monthly profit (e) = [c-d] ~ Suppliers

NB/ NET SURPLUS = (MONTHLY PROFIT + OTHER INCOME) - FAMILY EXPENSES

I
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SERIAL NO. :81/ 0042661/07 REG. CODE: . MASLOC 02

MICROFINANCE AND SMALL LOANS CENTRE

APPLICATION FOR SMAll LOANS
PRELIMINARY ELIGIBILITY ASSESSMENT FORM

THIS FORM IS NOT FOR SALE

Please, complete where applicable. Any false declaration will render applicant automatically disqualified.

a. Name of applicant. .

b. State type of entity (individual, sale proprietorship, partnership, foundation, limited liability company)

c. Residential address of individual applicant/representative of entity .

Telephone number Postal address .

d. Business address of individual applicant/entity .

e. Age of individual applicant/representative of entity .

f. Location of business/project (town/village) District .

g. How much does applicant owe other institutions and for how long? .

Amount .Institution Period .

h. Amount required .

j, Purpose of loan .

j. Period of repayment proposed : .

k. Is business /project on-going or new? On-going [J New [

I. Is business /project registered? Yes [ No [

m. State whether project land is freehold, leased, rented, other. .

n. Is there encumbrance over project land or the existing business assets' Yes [ ] No [

o. If "Yes", state the nature of encumbrance .

p. State type of training, knowledge and skills which applicant has in managing the business/project for

which loan is required .

o. State length of experience in the type of business/project .

................................................................................................................................................................

r. Is business required to pay statutory taxes and levies? Yes [ ] No [

s. If "Yes", produce evidence of most recent tax payment (e.g. Tax clearance certificate or withholding

tax receipts) .

t. Please, provide particulars of bankers .

u.

Signature/Thumbprint of individual applicant/representative of entity. .

Date .
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Date Received by FEA............................................ Name of FEA :...•....'.,:,: .

Date Received by Coordinator "..................... Location of FEA .

Comments /Recommendations

Please, provide comments on applicant's eligibility.

Programme Officer:

Name _ ~ Signature Date .

Regional Coordinator:

Name Signature Date .

2

www.udsspace.uds.edu.gh 

 

 



APPENDIX XIII
MICROFINANCE AND SMALL LOANS CENTRE - UPPER WEST REGION

PARTICULARS OF SMALL LOANS APPROVED FOR DISBURSEMENT

ACCOUNT

NO NAME AMOUNT (GHS) TELEPHONE NO. BANK NUMBER

-

,

188
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GLORY TO ALLAH WITH ALL PRAISES

GLORY TO ALLAH, THE MAJESTIC, THE

EXALTED
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