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1.0
Introduction  

The Gambia is one of the smallest and least developed countries of the world. The population has grown rapidly over the last two decades and its population density currently estimated at 128 persons/km2 is one of highest in the world.  More than 60 percent of the population reside in the rural areas and about 80 percent of the household incomes are derived from agriculture with groundnut as the main cash crop. 

In the Gambia, as in most developing countries, a major challenge in improving the livelihood of the rural poor is the lack of access to capital for financing income generating, agricultural and off-farm opportunities and other domestic obligations. Rural finance has traditionally been mainly credit by largely informal local institutions, NGOs and government donor projects. Hence, MFIs in the Gambia differ in their scope of operations, their source of funding and the level of technological advancement.  At the basic level are the traditional, informal but cohesive groups known as USUSUs, which resemble rotating savings and credit associations (ROSCAs) and kafos (community groups) in which neighbourhood ties, gender, age, kinship and ethnicity create peer pressure that encourages participation.  The close ties to the community and peer pressure have encouraged high repayment rates within grassroots MFIs and the Kafos. Credit from mainly NGO’s and government donor sponsored projects was intended to lubricate the process of maximising agricultural production and to play a significant role in promoting rural industrialisation and the service sector.

In the early 80’s, the concept of Village Savings and Credit Associations (VISACAs) was introduced with the support of the Canadian International Development Research (CIDR).  These institutions multiplied rapidly thereafter with the primary focus of mobilising local savings to finance productive activities.  Today, NGOs still continue to play pivotal roles in the promotion, growth and development of community based rural finance operations. However, there has been an increasing trend towards microfinance operations becoming self-sustainable commercially viable by limiting such support to infrastructural development and capacity building. Other important MFIs in the Gambia are the Credit Unions and Cooperative Credit Associations.  These Institutions which are supervised by the Department of Cooperative, are relies of the past and the majority of them are non operational.  However, with the intervention of NACCUG as the apex of Credit Unions, most has been reshaped and are now thriving.

In the late 1980s, after the formal sector deregulation and diversification, CBG came up with policies and regulations for the different layers of MFIs to include VISACAs.  Later came the adoption of microfinance as an effective tool to alleviate poverty as enshrined in the Gambia’s PRSP and Vision 2020 incorporated. As CGAP (2003) emphasises, while microfinance originally focused on providing working capital loans to micro-entrepreneurs through the use of collateral substitutes, it has now expanded to include all sorts of financial services, including credit, insurance, savings and money transfer services.

Despite the steady growth over the last decades, microfinance penetration is still quite low in the rural Gambia. The sector is also challenged with weak institutional capacities, high interest rates, loan repayment, viability and sustainability and linking the microfinance with conventional banks. Recently, the coming of commercially based microfinance has changed the landscape of microfinance to the extent that their products and lending techniques have become increasingly similar to those of mainstream financial institutions.

In line with the changing nature of the sector, this called for the recent review of the microfinance policy guidelines aimed at further deepening and building more resilient and sustainable MFIs as an effective complement to the formal banking sector.

The new policy directives have increased the minimum paid-up capital requirement for finance companies and VISACAs from D0.5m and D3,000 to D10m (D5.0m by June 2008 and D10.0m by June December 2009) and D0.3m respectively. This is aimed at having a more competitive sector geared towards meeting the financial requirements of the non-bank sector. Additionally, they are required to observe a capital adequacy ratio of 16 percent and gearing ratio of 10.0. Under the new policy, finance companies can now operate forex businesses if they meet the forex bureaux licensing requirements. It is hoped that the increased capitalization would spur in more viable MFIs that encourage a competitive environment which would enhance linkages of MFIs with the banking sector.
1.1 Country Background

Physical

The Gambia is a very small country situated in West Africa, bordered by Senegal in all areas except at the Atlantic Coast Line at the West. It has a land area of 11,300 square kilometers along the banks of the River Gambia, stretching about 375-400 kilometers inland with an average width of 30 kilometers.

The Gambia is located in the south of the Sahel, an area largely characterized by a semi-arid climate and a prolonged dry season. The climate of the Gambia 

Administrative Settings

The Gambia is divided into two municipalities (the capital city of Banjul and Kanifing Municipal Council), and five rural regions e.g.: Western Region (WR), Lower River Region (LRR), North Bank Region (NBR), Central River Region (CRR) and Upper River Region (URR). The Regions are sub-divided into 35 districts and 1870 villages. 

The government of the Gambia has initiated a decentralization policy since 1993, which is still in progress since the passing into law the Local Government Act of 2002. The limits of the resultant Local Government Areas (LGAs) coincide with the regions except CRR which is divided into CRR-North and CRR-South.
Population

The Gambia has a population of about 1,364,507 inhabitants (2003 Census) with a population growth rate estimated at 2.8% per annum, with a further 1.2% or more being added by migration from surrounding countries. With a population density of over 128 persons/km2, it is one of the most densely populated countries in Africa; and the population is expected to double in the next 15 years. About half of the population is living in the urban areas which is influenced by strong internal migratory flows into WD and the Greater Banjul Area (GBA). 

The majority of Gambia’s population (over 60%) live in the rural areas and are virtually dependent on agriculture as a source of income and livelihood. The rural population has been increasing steadily while its percentage of the total population is on the decrease as shown in the table below.

Table 1: The Rural Population of The Gambia
	Census Year
	Rural Population
	% of Total Population

	2003
	674591
	49.6

	1993
	652,745
	63.6

	1983
	476,038
	69.2

	1973
	380,810
	77.1


The increase in rural population has been mainly due to the high birth rates in these areas. The increasing population growth rate in the rural areas does not however indicate an expanding agricultural labour force. Recent socio-economic realities have shown that able-bodied youths are leaving the rural settlements for the urban areas. This could be attributed to the lack of economic incentives and facilities in the rural areas. Most economic opportunities have been concentrated in the few urban settlements.  

Economic 

The Gambia has an open economy with limited natural resources characterized by its small and drought threatened Sahelian scrubland. It implemented its first five-year national development plan covering fiscal years 1975/76 – 79/80 which aimed at combining rapid economic growth and diversification of agriculture with rural development. The plan was slow to be introduced and was revised and extended to 1980/81. The second development plan, covering the years 1981/82 – 85/86, was also implemented aimed at closing the balance of payments gap. But in spite of narrowing its merchandise trade gap, The Gambia’s current account deficit persisted, net foreign assets of the monetary authorities became deeply negative, and arrears on foreign debt ballooned. The country experienced a serious economic crisis characterised by rising inflation (over 8%), balance of payment problems, shortage of consumer goods and a general fall in the output of agricultural crop production and export.
Consequently, the country adopted an Economic Recovery program (ERP) as advised by the World Bank in 1985 with the aim of correcting macroeconomic and structural imbalances of the economy. The arrears were rapidly reduced. Also under ERP, a number of key economic market liberalizations were instituted, including initially flexible exchange rates, later a floating system, decontrol of prices, steps intended to reduce the budget deficit and structural adjustments in its monetary policy under an IMF Structural Adjustment Facility (1986 – 89) and an Enhanced Structural Adjustment Facility (1989 – 91). The ERP attained a measure of success, but at some social cost to the population. While inflation was reduced to single digit levels and recovery in economic growth and per capita GDP growth attained, mass redundancies and serious poverty was looming and devastating. 
The Tourism sector had also contributed a lot to the Gambian economy. It is the fastest growing sector of the economy and contributes 16% to the GDP. 

Poverty Status
The Gambia is among the poorest countries in the World, ranking 155th out of 177 countries in the HDI of the United Nations. Three household surveys conducted in 1989, 1992/93 and 1998 indicate high poverty levels in rural areas and growing urban poverty. Despite rapid urbanization over the last decade, and notwithstanding the difficult circumstances of residents of urban areas, extreme poverty is concentrated in rural areas. Approximately 35% of rural households fall below the food poverty line and 50% below the overall poverty line.

The World Bank Group (Regional Profile, August 2005) reported that the Gambia has a per capita income of approximately US$350 at 2005, which is well below the sub-Saharan African’s average per capita income of US$450. According to the PRSP, The Gambia’s per capita GDP is not projected to rise beyond US$500 by 2019. This implies that there is need for substantial international concessionary assistance to be able to attain a per capita income of more than US$1 a day (a measure of poverty level) for the population. On the whole, poverty in The Gambia is a predominantly rural phenomenon, affecting households involved in agricultural activity; poor households are usually large rural domestic entities, with very high dependency rates. The majority of these households do not have savings accounts, do not receive credit from formal financial institutions and have no insurance policies. They seldom make or receive payments through financial institutions. Access to a well-functioning financial system can economically and socially empower these individuals and allow them to better integrate into the economy.
Nonetheless, countrywide, the mean expenditure observed is equivalent to GMD 4832.00 per capita per annum, approximately US$284.00 per annum. In the rural part of The Gambia, the mean expenditure is GMD 2398.00 p.a (i.e the equivalent of US$141.00) and GMD 3634.00 (US$ 214.00) for urban Gambia. In comparison, aggregate agricultural output in 2003 as estimated from the national agricultural survey corresponds to GMD 1262.00 (approximately US$74.00), substantially less than the mean consumption. This typifies the average Gambian household as a net borrower, requiring access to external financing for even its most basic needs.

As is typical in developing countries, the bulk of household expenditure goes to food and other basic necessities. In The Gambia, 85% of household expenditure goes to food and housing, leaving little space for expenditure on health, education and other human resource development categories (e.g. communications, recreation and personal expenses). Under demographic and economic pressures, the reduction in per capita public expenditure on vital social services such as health, education, access to clean water and sanitation, transport and communications means that the average Gambian household must have recourse to suitable financing to access these services.

Strategy for Poverty Alleviation
One of the tools readily adopted as an effective measure against poverty is micro-finance. Access to financial services is perceived in all PRSPs as a winning strategy against poverty, opening opportunities for the poor to acquire assets and improve returns on those assets. Credit from mainly NGOs e.g. AATG and Government donor sponsored projects was intended to lubricate the process of maximising agricultural production and to play a significant role in promoting rural industrialization (agro-based industries, rural, cottage and artisan-based industries) as well as business and service sector. 
Access to financial services in this context, requires that poor households be able to benefit from safe savings schemes, appropriately designed loans for poor and low-income households and for micro, small and medium-sized enterprises as well as appropriate insurance and payments services. It is only through a tailored access to vital financial services that these households can seize opportunities to increase incomes, acquire capital, manage risks and work their way out of poverty.

The GOTG recognizes the need to bring microfinance services to the poor and has endeavoured both through financial sector reforms and resource allocation to support the process of inclusive finance. Nonetheless, today’s poverty situation is a major challenge to these reforms as well as a wake-up call for better linkages between policies and welfare outcomes.

1.2
Financial Sector Policies 
These strategies are congruent with the economic and financial reforms already taken at the macro-level. In line with financial sector reforms, efforts were geared towards ensuring efficiency in the operations of financial institutions and the promotion of financial sector deepening. The reforms were basically:

i. Liberalisation and Deregulation

· liberalisation of the banking system mainly through the privatization of state-owned commercial banks and the elimination of key banking restrictions, 

· De-regulation of interest rates to allow the forces of demand and supply to govern market outcomes. 

Since these financial reforms, the number of private commercial banks have increased from two in the mid-80s to seven currently. This invariably has opened up greater access to formal financial services albeit the exclusive financing of the bankable minority.  This has also seen the rapid proliferation of NGOs offering credit as a means to provide limited access to finance to the un-banked segment of the population especially the rural sector.
ii. At institutional level, initiatives to support financial sector development included:

· The revision of the Financial Institutions Act (1992) to widen the intermediation base by making provision for NBFIs in the Act. The Act also mandated the Central Bank to take the lead role as the custodian of the financial system in formulating regulatory policies and supervising financial institutions.

· Operating Rules and Guidelines for both Banking and NBFIs to ensure that prescribed standards are maintained by all financial institutions in line with the core functions of regulation:    

i. Protecting public deposits by enabling secure and sustainable internal management, including transparency in management and proper accounting and bookkeeping. 
ii. Ensuring the soundness of the financial system and to govern transactions between financial agents and institutions,

iii. Ensuring competitive conditions. 

· Legal and Regulatory Framework for the classification and regulation and supervision of financial institutions (figure 1).
Figure 1:     Classification of The Gambia’s Financial System   
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                                    Rules and Guidelines (NBFIs)

Category “A” Institutions          Category “B” Institutions 

   Commercial Banks                              Deposit-taking NBFls

   Insurance Companies                                NGO MFIs

   Foreign Exchange Bureaus                       Private Sector-owned MFIs

                                                                   Grassroots Community-owned MFIs

                                                                           Cooperative Credit Unions

In line with poverty reduction, these strategies must also be properly designed and targeted to impact on the identified poor and vulnerable of the population. Consequently, policies that promote access to financial services must enable the following segments of the society.

i. the rural population where poverty is most acute

ii. poor households with high dependency ratios

iii. agricultural workers especially groundnut farmers

iv. women and the vulnerable engaged in small informal income generating activities (own account workers and family helpers) 

2.0
The Rural Financial System (Microfinance)

Availability of adequate and efficient financial services to the rural community is an indispensable requirement in the economic development of The Gambia and accordingly financial institutions shall endeavour to extend financial services in different forms directly or otherwise to the sector.  These policy rules and guidelines are intended to enhance the development of viable and stable rural financial institutions and thereby strengthen their effectiveness and the quality of the financial services required to meet this development objective.  
Table 2:   The Classification of MFIs
	Category

	Types

	Category A:


	Fiduciary Financial Institutions

	Category B:


	Savings and Credit Companies /Cooperatives

	Category C :



	Savings and Credit Associations (SACAs)/Credit Unions


With the anticipated policy review in 2007, only three categories of MFIs would be provided for in the legal and regulatory framework of Non-Bank Financial Institutions (NBFIs) in The Gambia.  The hitherto 5 categories would be phased out except the Fiduciary Financial Institutions (FFI), Finance Companies (FCs) and the VISACAs.  Fiduciary Financial Institutions, also referred to as Trust Institutions may manage or hold funds for the benefit of microfinance institutions or act as a link between such institutions on one part and a donor or a bank on the other. The minimum paid-up capital contributed by the trust partners shall not be less than D1.0 million. Although a FFI shall charge market interest rate on loans, unless authorized by the Central Bank to do so, they shall not mobilize savings directly from the general public. Presently no institution have been licensed as a FFI, however plans are under way to transform the SDF into a fully fledged FFI.
The former are the highest category with large capital base of over D5.0 million with varied financial services offered, while the latter constitute the lowest category promoted by NGOs but owned, managed and controlled by rural or grass-roots community or cooperative.  The VISACAs have proven to be the best opportunity to expand formal financial services in rural areas, and have been expanding with various degrees of success to form a comprehensive rural financial system.  The focus of the supervisory effort is on the health and stability of the entire finance system and for the protection of the consumer.  Therefore, effective supervision is paramount to the financial stability of a country’s economy.  The Central Bank had prepared six volumes (1-6), each addressing a category of NBFI while volume 1 is the macro policy direction of the microfinance market.  
Table 3:  Emergence of NBFIs (2001-2006)

	Type of NBFI
	Number of Institutions
	Location 

	Savings and Credit Associations (SACAs)
	 2001 (25 VISACAs) 

 2006 (62 VISACAs)
	All rural

	Credit Unions 
	 2006 (67 Credit Unions)
	Mostly rural and few in urban for salaried members

	Savings and Credit Companies/Finance Companies
	 2001 (1 SCCs  i.e. GAWFA)

 2006 ( 5 SCCs, GAWFA, NACCUG, GAM-Savings, BAYBA, Reliance Financial Services Company)
	Mostly operating at urban head office with few rural branches by operated by GAWFA alone.

	NGOs with small MF components that are un-regulated
	2001-(n/a)

2006 (many including: CCF, GAFNA, GAMSEM, AATG, CRS, NAWFA, NYSS, AGE, WISDOM, FANDEMA, etc)
	Multiple intervention sites, both rural and urban

	Donor funded Government Projects/Programmes with MF components
	2001- (6- EDF, IFAD, ADB, UNDP, SDF, WB)

2006- (2- IFAD, AfDB)
	Mainly rural interventions with few urban at the non-practitioner level e.g. MF Support Institutions. 


Rural MFIs in the Gambia provide financial services to both farm and off-farm individuals, households and micro-enterprises in both rural and urban areas.  The rural financial market has it characteristics which make the supply of financial services more costly.  These include the management of large number of small loans which involve substantial costs associated with issuing and monitoring the loans, sparsely population communities spread over large areas, and poor roads which lead to substantial travel time and costs.  Financial services affect performance of micro-enterprises and living conditions of households.  It is however, difficult to asses their effects since they depend on many factors including type of services offered, repayment periods, and flexibility in reimbursement and to whom the loan was given in the household.  Unlike the real sector, rural financial markets in the Gambia are inherently imperfect in the sense that there is no certainty about the completion of a credit transaction.  Financial innovations must therefore contribute to reduce transaction costs and risks in order to reinforce the process of sustainable economic development.  The ultimate tests of any MFI is not whether it sustains itself but whether it manages to promote the economic development of the region, a sector or a commodity chain.  

In the Gambia, experience has shown that in order for savings services to be successful, they have to respond to the level and patterns of savings by the poor.  The poor households are likely to set aside some small amounts of savings to cover emergencies and other unexpected expenditures.  For such savings, liquidity and safety of deposits are of principal concern to the household.  Hence the important factors for designing successful savings products for such clients are, flexibility in deposits and withdrawals and assurance of safe, prompt and reliable services.  It is however important to realise that for larger amounts of savings, in case of agricultural households which tend to be seasonal, such amounts are invested with an eye on both liquidity and returns.  Such investment may be kept in the form of food stuff, livestock, and jewellery amongst other valuables. MFIs therefore need to provide competitive returns in order to attract such savings.

Providing safe, reliable and flexible savings services on small scales of operations implies high transaction costs.  Hence, fresh institutional approaches are required if such services are to cover costs fully.  The Central Bank over the years has prescribed the following considerations for MFIs to uphold by the creation or improvement of customer confidence, and secondly provision of cost effective services.  The former could be achieved by improved general transparency of MFI operations, inclusion of local representation, proper internal controls, pooling of risks of individual MFIs through second-tier organisations (creation of VISACA Apexes) and shareholders participation in governance and management functions.  While the latter could also be realised by putting in place an efficient management system and effective internal and external control mechanisms, that establish strong linkage systems between other MFIs and formal banking sector, plus compatible incentives systems for employees.  The Central Bank continues to improve monetary policy and tighten prudential regulation which has helped minimise risks associated with savings services provision for the poor, thus protecting clients against faulty or fraudulent banking practices.
2.1
Savings and credit Associations (VISACAs) and Credit Unions
These are the most common types of MFIs and the Bank has renewed the operational certificates of 50 VISACAs for the current year. Based on their portfolio levels and management status, 29 of these received full registration certificates while 21 received provisional certificates.

At end December 2006, a total of 40,856 clients were recorded for the entire VISACA network while total savings and loans levelled at D14.9m and D21.3m respectively.  However, most of the SACAs are overwhelmed with high loan delinquency, inactive management committee members, lack of well trained cashiers, insider abuse among others. The high loan defaults are associated with the low productivity and the poor marketing of the main cash crop – groundnuts over the past years.

Table 4:
Performance of VISACAs and Credit Unions 
	
	Clients
	Loans
	Deposits

	Dec  2006
	66676
	93.3
	116.9

	Dec  2005
	63764
	80.7
	91.1

	Dec  2004
	56608
	63.4
	75.8


Figure 2: Deposits and Loans of VISACAs and Credit Unions
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2.2
Finance Companies

Currently, there are 5(five) licensed finance companies operating in the Gambia; namely GAWFA, NACCUG, GAMSAVINGS, BAYBA and Reliance Financial Services.
Table  5:
Summary of  Total Savings, Loans, Asets and membership of Finance Companies
	Parameter
	Dec-05

	Dec-06
	Mar-07

	Savings
	20.3m
	33.7m
	50m

	Loans
	23.1m
	30.5m
	34.8m

	Assets
	59.7m
	69.7m
	100.72m

	Membership
	9724
	21862
	24962


Figure 3:  Total Assets of Finance Companies
Figure 4: Total Savings and Loans of Finance Companies


Gambia Women Finance Association (GAWFA) 

GAWFA was licensed in 1998 as the first finance company and now have branches in Farafenni and Basse. As at March 31st 2007, the company’s total assets stood at D40.2m while total deposits and loans stood at D10.9m and D5.1m respectively. GAWFA has recorded slow growth especially in savings mobilisation and credit extension despite its nationwide operation and twenty (20) years of operation. This has been largely due to its status as an NGO instead of a pure commercial financial entity. The lack of funding to finance operations and install an effective MIS system has been a bottleneck to its efficient operations. Over the years, insider abuses have been on the increase in GAWFA calling for an efficient internal control system in place.

NACCUG
As the umbrella organisation of credit unions, NACCUG has registered a total of 67 credit unions country wide. NACCUG’s total assets as at March 31st  2007  recorded D10.7m while total loans to member credit unions from the Central Finance Facility (CFF) stood at D1.8m and the deposits of credit unions totalled D3.6m.  

The membership of the 67 affiliated credit unions totalled 26,401 while their savings amounted to D104.2m and loans D84.3m. The credit unions have investments into the CCF, T/Bills and Shares in NACCUG amounting to D5.0m. 

GAMSAVINGS 

At end December 2006, the company registered a total of 12,417 savers, depositing a total of D6.1m while the total loans outstanding stood at D1.6m. Total assets of the company currently stand at D6.8m.  

The company had a loss of D0.36m at end March 2007 bringing their accumulated losses to a total of D7.2m at the end of the period. This has been a great concern to the Bank. Request for the recapitalisation plan has been made to ensure that the company turn around its current poor state. 

BAYBA Savings and Credit Company

This company was granted operational licence in July 2005 and by the end of the year, total assets levelled at D4.5m and thereafter grew rapidly to D19.7m by end March 2007.  Total deposits grew to D19.2m by end March 2007 while total loans read D3.1m. AT end March 2007, the company’s capital of D0.5m has been impaired requiring immediate efforts to restore it back. The company’s urgent priority lies in efficient treasury management and cost control if it is to remain viable.  

Reliance Financial Services

Reliance is the latest Finance Company to be licensed in December 2006. Their total assets grew very rapidly to level at D59.4m as well as the total deposits and loans which levelled to D18.8m and D4.1m respectively by end March 2007.  The deployment of kiosks at the main commercial centres has been a success, mobilising considerable amount of savings within a short period. With its expansion drive, it is believed that microfinance services will reach out to many in the country to change lives. 

Table 6: Performance (Membership, Loans and Deposits) of Microfinance Sector (Dec 2004 – June 2007)
	Parameters
	Dec-05
	Dec-06

	Deposits
	95.3m
	135.7m

	Loans
	82.1m
	102.5m

	Membership
	73488
	88538


Figure 5: Aggregate Deposits and Loans of the Microfinance Sector                (2005 and 2006)

3.0
Challenges Faced by Microfinance Institutions  

Considering the potential role expected of microfinance in poverty reduction, the sector requires increased attention in all aspects, including the internal operations of microfinance institutions and external policy and regulatory environment in which they operate.  The task of building microfinance institutional capacity and financial strength remains the key challenges to expanding the scale of microfinance operations to meet the gap between the supply and demand for such services.  

The experience of microfinance operators particularly the finance companies has shown that there is need for a range of institutions (Commercial Banks, NGOs Cooperatives and Grassroots Organisations) to ensure the provision of sustainable financial services especially the low income entrepreneurs.  The key to achieving this objective is however not the legal status or structure of the institutions, but their performance against agreed measures of scale for efficiency, portfolio quality, financial sustainability and integration into the domestic financial system.

The principles embodied in the vision and policies of microfinance by the Central Bank of The Gambia are:- 

· Building access, not subsidies in microfinance;

· Creating sustainable and responsive institutions, not short-lived projects;

· Focusing on savings mobilisation and credit delivery;

· Utilisation of second-tier institutions to build shared performance standards for financing and provision of technical services for capacity building.

Other challenges include the persistent prevalence of grassroots institutions with weak financial and human resource base and the inability to attract and retain well-trained management personnel.  There is also a greater room for improvement in the institutional strengthening of SACA’s for example training grassroots managers to keep proper records.  This has been the major cause of MFIs slow growth and non-conformity with the set standards.  The capacity of MFIs especially those at the lower level to absorb and efficiently utilise refinance funds have been a constraint despite adequate flow of funds to the sub-sector.  The enhancement of their capacity is therefore crucial to fully utilise such funds. 

3.1
Risk Factors Faced by MFIs in The Gambia

There are four principal areas to risk that are specific to microfinance institutions in the Gambia, though these may differ among institutions.  The risks relate to ownership and governance typical of VISACAs, management, specific to some FCs, portfolio and new industry risk.  

Ownership and governance risk is associated with inadequate oversight in management and administration of MFIs which occurs when directors and owners of an MFI do not have the capacity to provide adequate management oversight.  Some MFIs in the Gambia tend to put emphasis on achieving social objectives rather than financial performance, and sufficient financial depth. 

Such MFIs may be able to raise the required capital from their founding shareholders but many lack financial depth and the flexibility to raise additional capital.  These MFIs therefore have difficulty in raising additional capital when deterioration of portfolio quality occurs and other unforeseen difficulties that place pressure on minimum capital.

Management risk resulting from decentralised operational system by MFIs providing field services directly at borrowers or savers location are subjected to fraudulent practices where internal controls are not adequate.  Some MFIs have lost more than D6.0 million from credit officers, and in some cases senior executives of MFIs.  The lack of brisk and timely services with MFIs creates shortages in projected loan volumes or funds which when relent promptly makes earnings suffer.  Untimely and inaccurate management information has also affected management performance in some growing MFIs in the country.  

Portfolio risks are mainly resulting from unsecured lending delinquency and sector or geographic flows.  MFIs have been faced with risk where many clients come from one geographic area or market segment that is vulnerable to common distortions with the growing MF industry. 

Some new institutions face the risk of not being able to attract capable management talent, leaving them to vulnerable inexperienced managers who find it difficult to manage growth and create new products, service and methodologies.  In such new markets for young institutions trial and error leads to costly risks.

4.0
Innovations in Rural Finance  
Innovations in rural finance refer to changes in the technology, the type of financial services offered, the strategic behaviour of institutions, the institutional arrangements, and the structure of incentives that result in improved viability.  These innovations should contribute towards the reduction of the risks of service provision as well as the per unit transaction costs associated with financial intermediation inorder to impact on small agricultural enterprises.  

Apart from the availability of technologies and the relative factor prices, three factors play a crucial role in influencing rural finance innovations:

· The riskiness of financial transactions 

· The economic, political and judicial environment

· Donor actions and conditionalities that simultaneously force the pursuit of outreach and sustainability.

For the vast majority of MFIs, five categories of innovations have been identified in the area of rural/agricultural finance namely:

Table 7:   Categories of Innovations in Rural Finance 

	Category of Technology

	Features

	Technological (Improved technologies)

	· Solidarity group lending

· Village banking (VISACAs)

· Repayment incentive schemes such as peer group monitoring 

· Incentives for borrower to repay through rebates and progressive lending.


	Product (Services)


	· Product mixes combining savings and credit farm and non-farm credit



	Strategic Plans
(Strategies)

	· Risk information Systems among MFIs 

· Strategic planning for market development

e.g. GAMFINET

	Institutional arrangements 
 (Legal and Institutional arrangements)

	· NGO transformation into formal FIs
· Downscaling strategy of commercial banks
· New financial legislation adapted to circumstances of MFIs such as NGOs, Cus and TSPs

· Apexes and Wholesale Microfinance Institutions

	Donor Incentives
(Mechanises from donors)


	· Design features to improve MFIs outreach and viability 
· Refinancing 
· Training and Capacity building




Innovative approaches could also be narrowed to focus on services offered.  These include completely new products which match the characteristics of intended users, for instance small-scale agricultural producers and marketers, improvement or refinements in the procedures used to deliver the services, or to design contracts and to achieve their enforcement. Innovative ways could also look at systems where new institutions tailored to deal with unmet needs are created or allowed to emerge.

Processes i.e. the supply of new financial products – an important distinction is that governments must concentrate on the first type of innovation because of the likelihood that the private sector will under-produce these innovations.  Systematic innovation may arise but this may take time, the process may be lengthy and tedious, hence, there is a role for government to foster it.

Technological innovations (TI) refer to improved technologies used in delivering financial services, which is how the institution delivers its products.  Research into TI should include new ideas, methods and plans better than those that existed in the following:-

· Existing banking technology 

· Collective lending

· Screening tools 

· Alternatives to traditional collateral 

· Mobile banking

· Monitoring and evaluation systems and 

· Training programs.

Product Innovation refers to financial services offered to individuals or groups.  These may include new financial services tailored for specific needs, more flexible reimbursement schemes and a wider product mix.  Research in product innovation especially to agricultural enterprises must take into consideration the fact that new methods must produce results according to the demand of customers.  Thus, it is only when products match clients’ preferences that a market niche for MFIs is established and pricing at full cost, a requirement for financial sustainability becomes feasible.  Supply-side considerations are important too, for there needs to be a conducive policy environment that nurtures and provides incentives for MFIs to innovate and improve.  Thus, regulatory conditions as well as organisation and management structure of deposit taking institutions become important determinants of the pace and quality of product innovations.

Strategic innovations refer to new development strategies used by institutions.  Here innovations may include strategic planning for market development, strategic planning for financial sustainability, and information system on clients.

Institutional innovations involve legal status, change creation of new institutions and alliances, and governance rules changes.  Innovations at the level of financial sector may involve financial regulation of institutions and financial market development.

Donor incentive innovations refers to those mechanisms that are available to donors to improve performance of MFIs.  These mechanisms includes all features that do not distort market signals in the financial market, but do help the institution to improve its performance in terms of outreach and viability.  These include, setting an MFI rating system, tying assistance to an incentive and conditionality package and support to training. 

Micro-Insurance

Risk-pooling to provide compensation to individuals and groups that are adversely affected by a specified risk or event.

The primary purpose of the mutual fund is loan redemption in case of death of member-borrowers.  It also covers disability and pension benefits.

The unique feature is that client-members own and manage the mutual benefit associations (MBAs).

However, important lessons can be drawn from the experience of MFIs with innovations namely:

· Government’s critical role in ensuring the proper functioning of markets

· Innovations flourish where the market environment is competitive 

· Effective regulation and Supervision of Institutions for the protection of depositors.

· Government support of institutional innovations as opposed to product and process innovation.

· Institutional innovations need public support in experimentation and development in service provision.

4.1
Apexes as Wholesale Microfinance Institutions 
According to the Consultative Group to Assist the Poorest (CGAP)
 An Apex Institution is a second-tier or wholesale organization that channels funding (grants, loans and guarantees) to multiple microfinance institutions (MFIs) in single country or region.  Funding may be provided with or without supporting technical services. 
This new methodology has ten linked components:

· Accounting and reporting transparency 

· Financial discipline and prudential standards

· Operating efficiency 

· Financial restructuring 

· Physical image enhancement

· Savings mobilisation 

· Product diversification 

· Aggressive market penetration and expansion of new niches

· Monitoring systems. 

The first five components are used to “put the house in order” so that members/clients will have trust and confidence in the MFI.  Savings mobilisation is mainly a function of attractive interest rates and trust.  Successful savings mobilisation requires the creation of trust and provision of adequate returns to savings.  Aggressive market penetration and the expansion of new market niches becomes possible by providing a broad and diverse selection of competitively priced products and services that reach out to different segments of the population.

Savings and Credit with education programme is an integrated financial and education delivery system.  Here, non-formal education on the formation of savings and credit associations, institutional strengthening, savings mobilisation and marketing focus, credit administration, safety and soundness and short-term technical assistance.

Cooperative branding strategy is another innovative way of small-scale agricultural finance practised in Asia, America and some parts of Africa.  It has given a big boost to the objective of maintaining the soundness of the financial coordination of the cooperative, thereby generating trust and confidence in operations.  Two things however stand out in this approach 

(i) Emphasis of savings mobilisation and

(ii) Strict credit discipline and adherence to performance standards.
5.0
Expanding Outreach in Rural Areas 
Yaron, Benjamin and Piprek (1997) defined Outreach as a measure that assesses the extend to which an MFI has succeeded in reaching its target clientele and the degree to which the MFI has met that clientele’s demand for financial services. Outreach simply means providing financial services to a large number of micro, small and medium entrepreneurs, the productive but resource poor including women. In other words, outreach means accessibility to financial services by a critical mass of individuals formerly lacking access to these services.

Hence, Outreach remains one of the most pertinent goals of microfinance. This is because the majority of the economically active population (EAP) who constitute the poor have little or no access at all to savings-deposit, credit and insurance services and facilities. 

On the basis of the noble role MFIs play in fighting poverty compared with those in other countries, MFIs in Africa at large have very limited outreach. The empirical evidence is that less than 15% of the population in developing countries has access to traditional/mainstream financial services. The MFIs therefore serve a limited number of people and yet one of the principles of micro finance is serving a large number of clients which is necessary for both financial viability and developmental impact. Studies have shown that the poor are bankable, they can save, invest and repay loans. Therefore to enhance production and for employment creation and income generation, the poor need access to a range of micro-finance services, in particular, savings-deposit activities, credit and insurance. 

Many reasons such as inappropriate lending and savings technologies, management capacity, cultural structures and set-up or an enabling legal and regulatory framework account for the low outreach.  MFIs must come up with a solution to this predicament for micro finance to develop.

The ultimate test of any microfinance institution is not whether it sustains itself, but whether it manages to promote the economic development of its target market - be it a region, a sector or a commodity chain.

Options available for expanded outreach
In other to improve the poors’ access to financial services, the target group must be identified, and the poverty line defined. Therefore, any option to expand outreach must be based on the following:-

· target market

· the market size

· their level of poverty

· sensitization and training for awareness creation and skills improvement

· Innovation/appropriate technologies

· Networking/merging/apexes

· Linkage banking between viable MFIs and mainstream banks

· Some MFIs have chosen to provide social services in addition to financial intermediation

· Refinancing

The main issues relevant to outreach in Micro finance 

The main issues relevant to outreach in micro finance can be categorized as: i) policy; ii) institutional; and iii) environmental:

Policy issues

1. national policy framework

2. targeting – clientele 

Institutional Issues

Institutional viability and reputation is key to successfully using micro finance as a poverty reduction tool. The following issues are noteworthy:

1. strong and viable institutions 

2. large number of strong FSPs at the grass-root level 

3. financially independent institutions, owned and operated at the grass-root level by the owners themselves.

Environmental Issues

1. legal and regulatory 

2. market environmental

3. macroeconomic

There is therefore the need to know whether the above issues are conducive.

Targeting – 
The target market for MFIs generally takes into consideration a combination of two factors which needs to be carefully studied from the onset:

Characteristic of the population group, including the level of poverty

· Level of literacy

· Gender

· Poverty level

· Geographic focus and 

· Ethnicity, caste, and religion

The type of micro enterprises being financed. 

· as part of the identification of the target market, an MFI needs to consider whether it will focus on entrepreneurs already operating a micro-enterprise or on entrepreneurs (or potential entrepreneurs) who need financial services to start a business and possibly some form of business training.

· The level of business development is another consideration when identifying the types of micro enterprises to which an MFI wish to provide financial services.

These are closely linked with the level of poverty existing in a potential target market.

Direct targeting – where allocation of a specific amount of funds is made to provide credit to a particular sector of the economy or population. Whereas, Indirect targeting – means that products and services are designed for and aimed at people who are beyond the normal frontiers of formal finance, instead of mandating specific funds to particular groups who fit a narrowly defined profile. 

Both direct and indirect targeting may reach the same population groups or economic sectors, but direct targeting imposes eligibility criteria, while indirect targeting designs appropriate products and services.
Level of poverty – because the objective of many MFIs is poverty reduction, they often wish to focus on the poorest segment of the population (who may not be economically active).

There is much debate in the field of MF as whether access to financial services benefit the “poorest of the poor.” Many donors, practitioners, and academics believe the very poor, the destitute, and the disabled ought to be beneficiary of transfer programs that do not entail an additional liability for the recipient. This is why some MFIs have chosen to provide social services in addition to financial intermediation.

Market size – it is important to estimate the market size to ensure that, in the long term, enough demand exists to justify the MFI’s continued existence. Hence, how much effective demand for the product(s) will there be initially, and how expandable will that market be? Accordingly, the question is not whether to identify a target market, but how to identify it.

Identifying the characteristics of the target market helps MFIs design products and services that attract different groups (as opposed to targeting them directly). 

Sensitization and training for awareness creation and skills improvement

· Word of mouth and call visits

· Sensitisation campaigns/use of extension agents

· Meetings and sponsorship programs

· Radio and Television programs

· Video-shows and billboards

· Information leaflets, brochures, posters, calendars, etc.

· Newspaper articles

· Drama by theatre groups

· Traditional songs by “Kanyelleng” groups

· Training and offer of quality products and services

6.0
Successful Strategies by MFIs Serving Rural Areas  

A new set of strategies have been developed and applied by specialised MFIs in the Gambia, such as GAWFA, NACCUG, GAMSAVING, BAYBA and RELIANCE FINANCIAL SERVICES.  Even though there are variations in approaches, three basic strategies have been identified as being successful.  These include:-

· Knowing the market in which they operate

· Using special techniques to reduce administrative costs, and

· Using special techniques to innovate timely payments.

They have applied the following financial technologies in achieving varied successes:

Demand-Oriented Savings and Credit Products with the following features
Low minimum deposit and/or credit balances, good product mix with liquid savings product, positive and competitive savings and credit interest rates, loan terms taking into account the activities of clients.

Low Transaction Costs
Resulting from ensuring access and convenience by locating offices close to business centres and markets.  This has been manifested in quick services to clients and at times that are convenient to them including extending services hours and the provision of mobile banking services amongst others.

Non-Traditional Loan Appraisal and Collateral
Loan appraisal techniques that take into account borrower’s reputation and character have also proved to be very successful in the Gambia.     Cash flow based on household analysis, using income stream of all economic activities of the household, and the use of livestock, jewellery and appliances have also manifested considerable success among MFIs in the country.

Peer-lending
Use of self-selected groups in which members guarantee each other (i.e. peer pressure and peer monitoring).  This strategy is typical of GAWFA which is mainly using the group lending methodology widely known here as a Kafo.  Borrower groups often handle much of the loan processing burden.  Their collaboration with credit officers to issue and manage loans has registered much success with GAWFA and the Social Development Fund (SDF).

Incentive Mechanisms for Timely Repayment
Access to repetitive loans with increasing loan size and longer term.  This mechanism has been used by MFIs to prepare record-based borrower classification systems that rate borrowers accordingly.

7.0
Conclusions and Way Forward  

In the drive to ensure sustainable food security and to alleviate poverty, the Gambia government continues to give impetus to the promotion of beneficiary-driven and locally based financial institutions in providing financial services in the rural areas. Government’s development strategy continues to focus on the creation of a more conducive environment for private sector participation in the micro credit delivery system.  This will facilitate the achievement of a sustainable institutionalisation of microfinance activities.  However, there is need to further consolidate and expand outreach to enhance access for the rural poor and micro-entrepreneurs for sustainable development. 

Linking these village-based institutions with the country’s banking system, to complement and further deepen the financial system remains a big challenge.  Currently a good number of MFIs deposits their excess liquid funds in the commercial banks and in return benefit from soft loans and overdrafts.  While these developments are important, grassroots MFIs have particular advantages in supplying services in rural areas due to their inherently lower cost structures. Notwithstanding the above constraints in microfinance activities, considered progress has been made in laying the solid foundation for sustainable rural microfinance system.  
Two strategies have been suggested first, developing the supply services to rural groups as replicable business models, and second, examining how advanced MFI service providers can lower their transactions costs of supply by adopting their methodologies and incentive structures for working with grassroots-owned and managed rural groups.  Given the scales of the problem of rural financial service delivery, donor policy/institutional support can no longer neglect grassroots institutions’ services as the ‘bottom-up’ spike of a two-pronged approach to extending outreach into rural areas of the Gambia.

In conclusion, trends in microfinance service delivery in the Gambia have increasingly focused on the commercialisation of services, the broadening of institutional categories and their linkage for sustainable operations.  With the recent review of our microfinance policy, it is hoped that the linkages and take over of some VISACAs will add value and further ensure sustainable financial service delivery at all corners of the country. The new capital requirements, we believe will enable MFIs to have adequate funding to finance operations for the sake of viability and sustainability. 
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