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Executive Summary

Looking into the Gift Horse’s Mouth: Implications of Cash Grants for Disaster Response by Microfinance Institutions in Mozambique 

Recovery from disasters varies by the level of preparedness, and vulnerability and capacity of the affected to cope with them.  Invariably, the poor and the inexperienced tend to be more vulnerable and possess limited capacity to deal with unexpected disasters.  Mozambique is one of the top ten poorest countries in the World and the microfinance industry that services the poor is very young and inexperienced and performs well below the industry benchmarks for that region (ICC, 2000).  After the major floods that occurred in 1975, disasters such as drought and floods have been common but were generally limited to a very small area for a very short period of time. It was, therefore, no surprise that the MFIs and their clients were the least prepared at the wake of major floods in the Southern Mozambique in February-March of 2000.  The damages in the region were unprecedented and the floods disrupted economic activities in the region for over three months.   

This paper specifically documents the implications of a product, cash grants, used by the MFIs in Southern Mozambique to cope with the floods that occurred in February-March 2000.  Cash grants amounting to US$200,000 were made in May 2000 by CARE, an international agency active in relief and reconstruction activities. The grants were made to 2,036 active and non-active clients of two MFIs functioning in the area – Fundo de Crédito Comunitário (FCC), MFI partner of World Relief in Mozambique, and Caixa Comunitária de Crédito e Poupanca (CCCP), founded by (IRAM).  The two MFIs are among the five big MFIs in Mozambique that is served by about 30 MFIs (ICC, 2000). 

Grant recipients with active loans were provided by the MFIs with an option of applying part or entire amount of the cash grant to completely repay their outstanding loan balance so they would immediately qualify for a new loan. Alternatively, clients could also receive the entire cash grant and reschedule the repayment of their loans over a period of time decided by the MFIs. New loans, however, will not be provided until the restructured loans are paid.

This paper examines the effectiveness of the cash grant approach in protecting the MFIs and their clients, and draws the circumstances for the cash grant to be an appropriate response.  A companion to this paper outlines major disaster management strategies and products (ex ante and ex post) for MFIs in Mozambique based on lessons learned from several countries including Mozambique. The papers resulted from a consulting carried out by the author for CARE, Mozambique between March-June 2001.  Funds for the study were provided by CARE, Mozambique through the  MBP/USAID grant administered by DAI, and World Relief. 

II.
The Framework 

A menu of options exists to manage disasters but there may not be a “one size fits all” solution to suit all MFIs in all situations.  This poses a hard choice for the MFIs.  The choice by an MFI of an instrument or a combination of several instruments for disaster management may be guided by the cost implications in serving the targeted population given the external and internal factors at the time of the disaster.  

External factors to the MFI

· Nature of the disaster: Type and magnitude

· Market conditions: Financial markets and markets for trading; business environment; competing and coordinating agencies. 

· Political conditions: Safety net measures 

Internal factors to the MFI

· Institutional objectives 

· Institutional characteristics: Age and size  

· Institutional infrastructure: Physical and human resources; MIS and AIS systems  

Implications of the product (direct and indirect costs)

· Direct costs of implementation

· Institutional discipline: Staff loyalty and motivation; internal control; chain of command; coordination with development agents.      

· Client discipline: Repayment ethic; client loyalty   

· Liquidity position of the MFI   

The cash grants were examined using the above framework. 

III.
Lessons from the Cash Grant Experience 

The product was effective due to several factors stated below. Replication of the product for other regions and other types of disasters may take the lessons below into consideration.   
Delivery is as or more important than the product itself. The product was effective in minimizing the indirect and negative externality effects of a grant because of the way it was implemented.  

The size of the grant was small so the damage to the community as a whole was minimal.  Also, since several of the recipients used it to repay the loans, it was not considered as a special handout for MFI clients. 

Less competition in terms of MFIs in that region. If there were more clients with larger balances and more number of MFIs with varying portfolio quality compared to the funds available for distribution, it would have been difficult to implement the program. CARE could not have discriminated among the MFIs without jeopardizing the sector.  

Newness of the product. This is perhaps the first time that flood affected clients of MFIs in the region received a cash grant during the reconstruction stage.  They are generally accustomed to receiving in-kind grants from relief agencies.  Although implicit, it was also tied to repayment of loans.  Therefore, it was less perceived as a loan write-off or a handout. 

Timing of grant was good.  The grant was made after the relief stage, after the return of near normalcy in the market.  Therefore, people could resume their economic activities using the loans received for repaying the restructured loan and/or with balances from the grant after meeting their pressing needs.  

Functioning markets and aid from other relief agencies in terms of building materials, food and clothing helped use of the cash grant for re-starting the economic activities.  In the absence of the above, the cash grants could have been diverted for consumption purposes and the MFIs could have experienced repayment problems. 

Frequent contacts with clients and motivation of clients before the grants by the MFI staff was effective. People were placed in separate camps according to the wards to which they belong in Chokwe. This facilitated the promoters to locate their clients in camps.  The staff was able to ease the anxiety of the clients by not insisting on repayments while they were in the camps.  They informed the returning clients about the possibility of a grant from an external agency that could be used to restart their business and repay the outstanding loans so they can immediately qualify for a larger sized loan.      

Immediate resumption of regular loan cycles.  It helped both the clients and the MFIs to resume regular loan cycles.  As a result, client desertion was low.  Absence of liquidity crunch due to repayment of loans helped FCC and CCCP to make regular loans

Co-ordination among CARE, FCC and CCCP was good enabling an effective delivery of the product.  Co-operation between FCC and CCCP also helped to avoid duplication of grants to the same recipients.  It would have helped if costs incurred in the operation were recorded separately from the other relief and reconstruction activities carried out by CARE and World Relief.   

The clients used compulsory savings to extend funds available for restarting their life.  Several of the FCC clients used their compulsory savings to adjust for their payment dues.  As a result, they were left with a sizeable balance from the cash grant.  Flexibility offered in using the compulsory savings to adjust for repayments at the end of the cycle functioned like opening access to savings in the wake of disasters. It was interesting to note that while the average savings balance at FCC considerably declined by May/June of 2000, it started to increase since then.
The experience also highlighted the following:   

The importance of safeguarding client records and partial duplication of records in the head office was underscored. The efforts of FCC staff in the reconstruction of records from the heavily damaged documents are highly commended.  The FCC staff was motivated due in part to the incentives offered in terms of protection of the salaries, materials to rebuild houses and cash to buy necessary goods. It was interesting to learn from the staff and clients that there were no disputes on the reconstructed data. CCCP was not affected much since the information was sent to the head office in Maputo at regular intervals (every month). The MFI staff now appreciates the importance of safeguarding the records and duplicating them and storing them in Maputo.  There may also be a need to provide safer cabinets (at least fire safe) to protect client records.

Good MIS is important for rapid response.  MIS was not up-to-date at the time of floods.  A good MIS system that is inter-faced with AIS and good communication systems are important for a rapid response in times of disasters.  Efforts are now underway to update the MIS system that can help track information better.  There is a need to identify and standardize a few key indicators for consistent tracking to help in quick assessment of the situation for rapid response.

Prolonging the distribution of grants in a single geographic area is not generally preferred since it may cause inflated expectation among the residents and room for fraudulent behavior.  Furthermore, it may signal a relief type situation rather than a move into reconstruction phase.  Therefore, the grant could have been made within a shorter time than it actually took (one month to make 2,036 cash grants).  However, the inexperience of CARE with such measures and safety of staff carrying a huge amount of cash could have warranted the longer time frame.  Besides, FCC and CCCP also collected payments from their active clients at the time of grant distribution. 

IV.
Conclusions

Did cash grants effectively protect the MFIs and their clients in Mozambique during the floods of 2000?
Client protection can be ensured through continued accessibility to MFI services in times of crises to enable them recover from the losses. The cash grants protected the clients by helping them wipe out their debts and restore their credit line thereby opening the access to a new loan from the MFI.  Given the circumstances, immediate access to the MFI loan would have been difficult without funds from external sources to help repay the outstanding debts.

Loan restructuring could have helped the clients only if there were alternative ways to generate incomes to pay for the debts. Loan write-offs could have been ideal but that would have protected only the active clients of the MFI.  Access to cash grants by both active and non-active clients provided a much wider protection.  In addition, direct disbursal of cash provided them the freedom to use the funds as per their preferences. A sizable volume of the grant was used to restart trading activities.  

In the absence of any external funds from donors, the choices that existed for the MFIs were loan write-offs and loan rescheduling.  Given their infrastructure and nature of products offered at the time of the floods, these options would have been costly and not very effective in protecting the MFI. 

Repayment effected through the grants helped the institutions to avoid cash-flow problems, to immediately service their clients, to retain good clients and protect their credibility. Indeed, several loans were repaid before time since the entire outstanding debt and not just the installment due at the time of the floods were paid back. The loss in interest incomes on installments due during the four months was not substantial.  As a result, the MFIs suffered little loss in incomes.  Also loss due to high-risk loans and low income generating loans were reduced. The possibility of low incomes and uncertainty in collection from restructured and lower priced new client recovery loans were considerably avoided. Resumption of the new loan cycle helped to quickly revive the business and as a result the incomes at the end of the year were not significantly different from the previous year. The alternative strategy in making emergency and recovery loans at lower rates to generate incomes to pay for the restructured loans could have prolonged the process resulting in lower incomes for the MFI.     

The time for disbursal and collection of old loans was short thus facilitating a quick recovery process. It also required less MFI personnel and client information.  Administrative burden was less compared to the alternative of making a new loan and also carrying the restructured loan for the same client. 

In short, given the circumstances, the cash grants made in Mozambique were effective in protecting the MFIs and their clients in the wake of floods of 2000.  

What if the event repeats itself in the same area?

Losses due to disasters can be recouped and healed but they leave lingering memories for the affected for a long time. If the event repeats itself at a similar magnitude in another five years, which is a short period in terms of memories, there may be expectation on part of the clients for another cash grant to help with the recovery process.  If donor monies are available, the same or other MFIs operating in the area may be tempted to provide the grants to protect their clients and themselves.   

It may not be feasible nor is advisable, however, to provide such grants for every disaster that occurs in the same area.  It may create a donor dependency on part of the MFIs and offer little incentives to develop internal mechanisms for disaster management.  Among the clients, it may revive back a grant mentality that was nurtured during the conflict years and slowly undone in recent years.  Furthermore, donors may be compelled to ration the limited funds among competing MFIs operating in the same area and may end up spreading their resources very thin.  

The product may be less appropriate in places with frequent disasters, areas with serious delinquency problems and regions where markets cannot resume back to normal for a long time restricting recommencement of economic activities. 
What next? 

The clients are now appreciative of the effects of a natural disaster such as floods but their preparedness for such an event in the near future is very low.  This is partly due to the low expectation of the event.  The last floods that caused similar damages happened in 1977.  However, the lower part of Xai-Xai is abandoned and people have semi-permanently settled in the upper part of the city.  The markets rebuilt by World Relief are yet to be completed and occupied by the previous vendors in that area.  Indeed, people have benefited after floods by having access to housing in safer areas.  However, with the growing population pressure and fading memories, the marginal areas will soon be populated and there may be loss of similar proportions in the event of another disaster.

With dwindling donor support to help with disasters, especially when disasters become frequent, it is imperative for the MFIs to incorporate disaster management into the regular planning process and device preventative and coping methods to safeguard themselves and their clients from disasters.  

In places like Mozambique where massive disasters are infrequent, strategies could include developing regular MFI products that are robust and cost effective to cope with disasters.  For instance, flexible savings products are considered as effective mechanisms for disaster management.  However, there appear to be less demand for savings products that can help clients accumulate adequate funds to cope up with contingencies.  Nonetheless, participation in Xitiques is very common and both men and women participate in more than one Xitique.  Indeed, it was reported in Chokwe that they invested the balance from their cash grant in Xitiques to buy inventories to re-start their businesses, and some participated in it to repay their restructured debts. It may be possible to consider some ways to link Xitiques with MFIs to mobilize savings and offer some form of flexible savings products.  The burden to MFI in terms of MIS and staff time need to be considered and a suitable product be developed to match the MFI infrastructure and purpose. 

Contingency funds may also be developed at both village bank and institutional level.  There may be some matching contribution from the institution to the village bank and from donors to the institution in times of crises.  There can be some insurance options available to cover for natural calamities.  

Donors may also mandate a disaster management plan from the MFIs for continuation of their support.   

Indeed, the non-availability of cash grants in future may disappoint some clients.  But if preventative measures and flexible financial products that can function as shock absorbers are offered at reasonable costs, the clients may tend to prefer them for effective disaster management. In general, the lack or inadequacy of financial products and MFI infrastructure that can protect clients and MFIs through unexpected disasters have led to expectations of grants in the wake of disasters. Occasionally, combining financial and non-financial products may be required to meet very special situations such as the floods of 2000 in Mozambique.

Questions for further probe  

· Will availability of cash grants affect the incentives for MFIs to develop robust products and procedures to safeguard against such disasters (and other less intense but more frequent ones)?

This may depend on the size and age of the institution. 

· What incentives exist for clients to demand for savings and insurance products, and contribution towards a general contingency fund to cope with disasters? 

· Can the product affect other MFIs in the region that could not provide such grants to their clients?

May be if there are no better alternative mechanisms.

· Should the cash grants be tied to the loan outstanding and/or savings balance or should it be a fixed amount to all recipients?  Should the grants be tied to the damages suffered by an individual client? If so, will this create too much involvement of the MFI and send a different signal to the affected? What implications in terms of administrative burdens and time cost with such measures?

· Can the product be used for slow-on set disasters such as droughts and in areas of conflicts?

In-kind grants are generally used in slow disaster and post-conflict situations. The experience from Mozambique may offer some insights for products to use in recurrent conflict situations. 

Further studies are required to delve into above issues so that appropriate products can de developed to deal with crises situations.
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I.
Introduction

Recovery from disasters varies by the level of preparedness, and vulnerability and capacity of the affected to cope with them.
  Invariably, the poor and the inexperienced tend to be more vulnerable and possess limited capacity to deal with unexpected disasters.  Mozambique is one of the top ten poorest countries in the World and the microfinance industry that services the poor is very young and inexperienced and performs well below the industry benchmarks for that region (ICC, 2000).  After the major floods that occurred in 1975, disasters such as drought and floods have been common but were generally limited to a very small area for a very short period of time. It was, therefore, no surprise that the MFIs and their clients were the least prepared at the wake of major floods in the Southern Mozambique in February-March of 2000.  The damages in the region were unprecedented and the floods disrupted economic activities in the region for over three months.   

Challenges for the microfinance industry have emerged with every new natural disaster resulting in accumulated learning on disaster management.  Microfinance institutions (MFIs) and their clients are found to be vulnerable but are capable of coping with disasters through several financial and non-financial mechanisms
.  Conventional MFI financial products such as microcredit and compulsory savings are, however, found to be limited in protecting the MFIs and their clients from unprecedented disasters (Brown and Nagarajan, 2000; Nagarajan, 1998; Parker and Nagarajan, 2000; Parker and Pearse, 2001; Sebsted and Cohen, 2001).  Therefore, search for a broader menu of options in terms of products, services and delivery mechanisms that are cost effective in protecting the MFIs and their clients without compromising the MFIs’ long-term viability and objectives has become the battle cry in the industry’s quest for disaster management.  Necessity is the mother of innovations.  MFIs now tend to experiment with options such as grants, insurance, voluntary deposits, remittance services, micro-leasing and business advisory services for disaster management (Brown and Nagarajan, 2000; Brown and Churchill, 2000; Vatsa and Kringold, 2000).  

This paper specifically documents the implications of a product, cash grants, used by the MFIs in Southern Mozambique to cope with the floods that occurred in February-March 2000.  Cash grants amounting to US$200,000 were made in May 2000 by CARE, an international agency active in relief and reconstruction activities. The grants were made to 2,036 active and non-active clients of two MFIs functioning in the area – Fundo de Crédito Comunitário (FCC), MFI partner of World Relief in Mozambique, and Caixa Comunitária de Crédito e Poupanca (CCCP), founded by (IRAM).  The two MFIs are among the five big MFIs in Mozambique that is served by about 30 MFIs (ICC, 2000). 

Grant recipients with active loans were provided by the MFIs with an option of applying part or entire amount of the cash grant to completely repay their outstanding loan balance so they would immediately qualify for a new loan. Alternatively, clients could also receive the entire cash grant and reschedule the repayment of their loans over a period of time decided by the MFIs. New loans, however, will not be provided until the restructured loans are paid.

This paper examines the effectiveness of the cash grant approach in protecting the MFIs and their clients, and draws the circumstances for the cash grant to be an appropriate response.  A companion to this paper outlines major disaster management strategies and products (ex ante and ex post) for MFIs in Mozambique based on lessons learned from several countries including Mozambique. The papers resulted from a consulting carried out by the author for CARE, Mozambique between March-June 2001
.  

II.
The Floods of 2000 in Mozambique: A Quick Stock of the Situation

The floods were concentrated in the Gaza province in Southern Mozambique.  The cyclone caused disastrous flooding when it hit southern Mozambique from February 4-7.  Chokwe was flooded on February 22, 2000 that resulted from opening of flood-gates by Zimbabwe and South Africa and caused the Limpopo river to rise.  Chokwe was submerged in about 12 feet of water for about 10 days. The flooded area was quoted equaling the size of Belgium. The floods were unexpected leaving only about 6 hours for the residents to flee to safe areas.  Access by roads to Macia was good but access to Maputo (which is the capital and the country’s economic center where most traders make their purchases) was not resumed until April 15.  People, including MFI staff, stayed in several relief camps from February 22 until end of April.  By mid April, the markets began to function and buying and selling of goods was possible. Farming, however, could not resume back to normalcy due to heavy damages to the irrigation canals. 

The floods also significantly affected Xai-Xai, located at the mouth of Limpopo river, and covered the lower part of the city for about two months. The residents moved to upper part of the city and were scattered among several relief camps and houses of their relatives. The city was cut-off from trade centers for over six months, end of February to September 2000.  Markets were not functional until October.    

Flood Damages to MFIs and their Clients   

The flood affected areas in Chokwe were serviced by FCC and CCCP, two of the five big MFIs in the country. While FCC was functional in the area for about 6 years, CCCP only began its operations seven months prior to the floods. Since both the MFIs were also operating in other parts of Mozambique, they held a fairly diversified portfolio, both geographically and in its client base.  The floods damaged the primary crop of the year that was nearing harvest that was predicted to be a good one.

Of all the 4,200 clients of FCC, about 2,100 in Gaza experienced an extensive personal loss (48% percent of total FCC clientele), with long-term market damage and loss of homes.  Of the US$134,800 outstanding portfolio in Gaza at the time of the floods, approximately US$35,000 (26 percent) was held by the severely affected clients.  Among the total 367 CCCP clients in Gaza (all of them were affected), about 245 held an outstanding portfolio of US$15,078 at the time of the floods.     

There was loss of property of staff members delaying their return to work and some decline in interest income since the clients stopped repaying their loans.  In addition, FCC suffered damages to its client records due to submergence of the office building in water for over two weeks
.  The damaged documents were transferred to camps in Macia for reconstruction.  It took about 2 months for reconstruction of records and to prepare a list of non-active clients and active clients with their loan outstanding amount. This list was the basis to select the recipients of cash grants and collect payments from active clients. Transportation was also difficult for the staff to locate the clients. Furthermore, motorbikes, computers and the safety box were stolen.  They were later recovered posing little loss 
.  

For FCC, there was also disruption of activities that were in progress such as restructuring of the program through reorganizing the village banks by closing down non-performing ones, implementing strict internal control, and staff development to improve productivity and efficiency. Just as strategies to address the portfolio problems were put in place, severe floods hit FCC’s main areas of activities. The floods occurred at a critical stage of loan recovery.  Many non-performing loans had been restructured and debts were being repaid.  FCC had set March 2000 as its goal for full debt recovery in its Chokwe Branch.  The floods made this impossible.  Much of this progress were interrupted, and in some cases reversed.  

FCC was also functional in Xai-Xai, the other area affected by the floods. In addition, the area was serviced by Save the Children, USA (SC-USA).  Although FCC and SC-USA did not lose any records in Xai-Xai, clients could not be located for a while due to high level of dispersion among the camps and houses of the relatives.  Furthermore, economic activities could not be resumed until July-August 2000.    



III.
Disaster Response Mechanisms

Unprecedented disasters profoundly affect both the MFIs and their clients, especially when they are unprepared and inexperienced in coping with aggregate shocks and formal safety nets are absent. Disaster times are hectic times for the affected MFIs and their clients and rapid responses are deemed essential. The MFIs, for continued provision of services, may be required to minimize the losses to themselves and their clients.  So, the MFIs may search for financial and non-financial tools and strategies that can ensure maximum protection for themselves and their clients at a minimum cost.  But, the disaster times are also chaotic times and may prompt less effective responses to tackle the situation.

A.
Mechanisms Used for Disaster Response

Several mechanisms and products used by MFIs for disaster management are now being documented. MFI responses in several countries involve use of the following products: 

· Grants: Limited relief activities through in-kind aid like food, clothing, medicines and shelter

· Training and education of clients: 

· Ex-ante: Maximalist/integrated programs provide training on disaster management using financial and non-financial means. 

· Ex-post:  Maximalist and few minimalist programs provide information regarding safety measures to protect against diseases due to disasters. 

· Loans: 

· Ex-post: Rescheduling of existing debts; making emergency and new asset replacement/recovery loans;

· Ex-ante: Repayment schedules tailored to suit predictable disaster periods; special loans for preventative measures  

· Savings: 

· Ex-post: Opening access to accumulated savings that would not be otherwise possible until the member leaves the program; 

· Ex-ante: limited experiments with voluntary savings; special savings for coping with disasters; contingency funds. 

· Insurance: 

· Ex-ante: Life and credit insurance to cover for the debts of clients diseased due to disasters  

· Microleasing 

· Disaster Loan Funds: 

· Ex-ante: Centrally placed donor funds that can be accessed by MFIs to cope with liquidity problems and make new loans after a disaster; Special funds at the MFI level that can be accessed during disasters.   
The financial products used for disaster management include both adaptation of the existing products and special products designed only to cope with disasters. The MFI responses are, however, more often triggered at the wake of the disaster.  They are generally driven by the availability of donor monies tied with conditionalities and the MFIs’ liquidity position rather than by client demand.  Often times, the above products have fallen short in adequately protecting the institutions and the clients. Few MFIs have developed comprehensive disaster management plans that include preventative and coping mechanisms (ex-ante and ex-post) for protecting the institution and the clients in the wake of disasters.

B.
The Choice of Disaster Response Mechanism

A menu of options exists to manage disasters but there may not be a “one size fits all” solution to suit all MFIs in all situations.  This poses a hard choice for the MFIs.  

At the wake of disasters, the MFIs are grappled with issues of finding the right tools to deal with the situation.  The choice may be guided by some broad guidelines.  The internal and external factors and the implications for the clients and the MFIs in terms of direct and indirect costs due to use of a single or combination of the response mechanisms could be considered.  Implications for the clients from the MFI responses include direct costs and costs due to compatibility of the product with their cash-flow, vulnerability, asset level and capacities to cope with shocks.

The choice by an MFI of an instrument or a combination of several instruments for disaster management may be guided by the cost implications in serving the targeted population given the external and internal factors at the time of the disaster.  

External factors to the MFI

· Nature of the disaster: Type and magnitude

· Market conditions: Financial markets and markets for trading; business environment; competing and coordinating agencies. 

· Political conditions: Safety net measures 

Internal factors to the MFI

· Institutional objectives 

· Institutional characteristics: Age and size  

· Institutional infrastructure: Physical and human resources; MIS and AIS systems  

Implications of the product (direct and indirect costs)

· Direct costs of implementation

· Institutional discipline: Staff loyalty and motivation; internal control; chain of command; coordination with development agents.      

· Client discipline: Repayment ethic; client loyalty   

· Liquidity position of the MFI   

Theoretically, in the event of a disaster, the MFIs may follow an “if-then” approach to choose the cost effective mechanism(s) for maximum outreach and protection. However, in practice, the multiple factors that affect the effectiveness of the response(s) are dynamic and interwoven thus impeding precise prediction of the outcome.  Generally, the conventional MFI products like loans and savings tend to facilitate disaster management if the market conditions quickly resume back to normal, and the internal factors are intact, good and functional. 

The cash grant can be examined using the above framework. Indeed, grants, compared to loans, are difficult to evaluate and caveats need to be placed to adequately examine their implications. For instance, we would discourage an increase in demand for grants for that creates grant mentality while increase in demand for loans is considered as a good sign.  However, if grants increase the demand for financial services, there may be some additionality effects. 

IV.
Cash Grants for Disaster Response: The Mozambique Experience

A.
External Factors 

The floods were unexpected, rapid and caused unprecedented damages. The last such event was recorded in 1975.  Markets ceased to function and trading activities were interrupted for two to three months. The already fledgling financial institutions, including the commercial banks, suffered asset losses.  None of the institutions offered any preventative financial products and services to manage disasters. There were no formal social nets in place either.  The informal social net was weak and limited since the floods affected a very large population in a vast area.  In Chokwe, NGOs started reparation and cleaning up of water systems, and some repaved roads and sewage by end of March after the flood water abated.  In Xai-Xai, the reconstruction was much slower, although WR started working there by May, 2000. These reconstruction activities created some income generating employment opportunities for the local population.  But, they were inadequate to provide a safety net. Farming activities were suspended due to damaged irrigation systems.  There was, therefore, limited opportunities existed for conventional risk coping mechanisms such as selling off of assets, selling labor in local markets, borrowing from friends and relatives, utilizing savings, and borrowings from institutions. In addition, several relief agencies offered grants in kind such as food, medicines, clothing and shelter materials leading to a build up of an aid mentality among the affected population. 

It was very clear that the MFIs and their clients suffered heavy losses and few alternatives existed to cope with the situation. But, loan waivers and lenient policies could undermine the serious efforts undertaken by FCC in the previous six months to impart strict repayment discipline to boost loan recovery.  Stringent measures, however, could aggravate an already tense relationship between the MFIs and the public.
 

The above external factors due in part set the stage for the MFIs to find some mechanism(s) that would maximize the protection at a minimum cost to the MFIs and the clients to facilitate the recovery process.  

B.
Internal Factors 

At the time of the floods, the MFIs in the area were not sustainable.  But they were committed to servicing and protecting their clientele in a cost effective way. To that end, efforts were in place at FCC to restructure the village banks, and reorganize and improvise the operations to provide cost effective services to their clients.  The floods interrupted the on-going efforts.
   

The immediate response of FCC and CCCP consisted of a blanket rescheduling of all outstanding loans and an immediate moratorium on new loans for the period the clients were in the camps.
  Several loans amounting to US$130,469 from 2,021 clients were outstanding at FCC and CCCP in Chokwe at the time of the floods and required to be collected for continuation of the programs.  Average loan balance accounted for US$63 (Table 1).  

Table 1: Outstanding Loans as of February 2000, Gaza Province.

	 
	Loan outstanding (‘000 Mt)
	Active clients

(no.) 
	Avg.loan balance

(Mt.) 
	Avg. loan balance (US$)  

	FCC
	1,846,258.6
	1,769 Village bank clients and 7 individual clients  
	1,022.86
	63

	CCCP
	241,250
	245 association members
	984.70
	62

	Total
	2,087,508.6
	2,021 members
	1,018.3
	63


Source: FCC and CCCP; 1US$ = Mt. 16,000

For FCC clients, since several banks used their savings to close on their loans in December and obtained new loans in January, there was little time for accumulation of deposits.  Since CCCP was very new in the region and was only into its second cycle for loans, the deposits were meager.  A study of the MFI sector in Mozambique showed that average savings balance ranged from US$10 – 16 (ICC, 2000).    

Furthermore, FCC suffered heavy losses and damages to its physical infrastructure.  The staff themselves suffered substantial losses and was fully engaged in reconstruction of records that were heavily damaged due to floods.  Little documentation on clients was available to help with assessment of new loans. Therefore, emergency loans were not feasible.  

The staff capacity and the accounting/MIS at both FCC and CCCP were not adequate to handle two simultaneous transactions per active client. The lack of documentation, and limited staff and accounting systems also restricted the use of customized loan rescheduling to suit each client.  Not all clients were equally affected by the disaster.
 

Indeed, hastily providing new loans without adequate operational capacity and client information could have negatively impacted the institutions. Clearly, loan write-off was not an option given the experiences on its implications to the MFIs.  Blanket rescheduling provided a breathing time, especially for the FCC staff to reconstruct records and clean up the accounting systems, and to prepare a list of clients along with their outstanding portfolio and savings balances.  

Requests, however, from clients for some help to repay the outstanding debts and for new loans started piling at the very first meeting held in the camps, about two-three weeks after the floods. It is in this context the cash grants were introduced.  

C.
Eligibility and Size of Cash Grants 

While FCC was cleaning the records and, both CCCP and FCC were compiling information on the client demand for loans and status of client accounts, CARE International allocated US$200,000 for flood relief in Chokwe. CARE intended to distribute the funds as cash grants to the highly affected population and also to facilitate a recovery process linked to development.  The MFIs were found to be appropriate vehicles to accelerate development linked to a recovery process.  The MFI clients, in addition to being equally affected as the non-clients, also carried a debt to be repaid. They were also easy to identify and organize. These prompted CARE to target MFI clients with the grants. Since CARE was inexperienced in Chokwe area and two MFIs, FCC and CCCP, were already functioning in the area, CARE decided to collaborate with them to distribute the grants. Criteria for eligibility and size of the grant were decided based on discussions among CARE, FCC and CCCP.  

Eligibility for cash grant 

· FCC:  clients with an outstanding balance at the time of the flood for a current loan, those that were restructured before floods but were paying the dues, and clients who had repaid their loan during the moratorium preceding the floods and were awaiting a new loan were eligible. Clients from banks that were written off as unrecoverable in 1999 were ineligible. 

· CCCP:  all members of the association affected by the floods were eligible.

Size of the Grant

· FCC:  All clients received 1,600,000Mt. (US$100)

· CCCP: 

· Mt. 750,000 for non-active clients (US$47) 

· Mt. 1, 520,000 for active clients (US$95)

A list of eligible clients were compiled by the end of April 2000 and cash grants were distributed to 2,036 MFI clients, 1,706 of FCC and 330 of CCCP, in May-June 2000 (Table 2).
  Care was taken to avoid members with dual membership with FCC and CCCP from ‘double dipping’ into the grants.      

Table 2: Cash grants: Volume and Number of Recipients  

	
	FCC Clients 
	CCCP Clients
	Total (FCC+CCCP)

	
	Active
	Non-active
	Total
	Active
	Non-active
	Total
	Active
	Non-active
	Total

	No. of recipients
	1,706*
	0
	1,706
	224
	106
	330
	1,930
	106
	2,036

	Volume of grants (‘000 Mt)
	2,729,600
	0
	2,729,600
	340,480
	79,500
	419,980
	3,070,080
	79,500
	3,149,580


* = includes active and restructured clients (1404), and clients awaiting new loans (302);

 Source:  CCCP and FCC

D.
Implications for the Clients  

The cash grant was intended to assist in the clients’ recovery process and not just to improve the cash-flow for the MFI.  Nonetheless, although it was not stated explicitly, the MFIs expected the active clients to repay their loans using the cash grant. About 538 cash grant recipients studied by CARE/IRAM/WR in 2000 indicated that 62% of the respondents repaid their loans to explicitly free themselves of debt and implicitly to protect their credit line for new loans at the right time.  About 16% repaid due to insistence of the members and promoters.  This may raise some concerns about the intended and the actual use of the grant and its ability to protect the clients. 

Cash grants were not adequate to meet all the needs but were reported to be useful as a seed money for a quick start and also to qualify for a new loan.  Average loan balance for active clients at the time of floods was about $63 while grants were made for $98. On an average, it was possible for the clients to use their grants to settle their debts and also avail some funds for the recovery.  

A joint study by CARE/IRAM/WR of 538 cash grant recipients showed that about half of them used their cash grants amounting to 27% of the volume of grants received to repay their debts (Tables 3 and 4). If we assume that about 258 (48% of 558) cash grant recipients were active and repaid their loans in entirety or partially, then the average amount of cash grant used for loan repayment may work out to about $53. This may still leave about $44 of the grant for other purposes.  As noted in the survey, about half of the volume of cash grants distributed was used to buy goods for the household and trading. Receiving the grant in cash also enabled the clients to use the funds as they seem fit to facilitate their recovery process.  

Table 3: Primary Utilization of Cash Grants (percentage to total) 

	 
	FCC 
	CCCP 
	ALL (n=538)

	Paid off debts 
	28
	77
	48

	Commerce

	71
	19
	48


Source:  CARE/IRAM/WR, 2001

Table 4: Volume of cash grants used for various purposes 

	 Purpose
	‘000 Mt
	Percentage to total

	Buy goods for family
	214,878
	26.3

	Buy goods for trading 
	230,672
	28.2

	Farming
	67,297
	8.2

	Repay MFI debts
	219,052
	26.8

	Others 
	86,495
	10.6

	Total
	829,030
	100.0


Source : CARE/IRAM/WR, 2001

The grants provided funds for repayment that immediately qualified the clients for a loan that could be used to restart economic activities. Prompt repayment protected their credit line with the institutions and pumped liquidity into the institutions enabling them to make new loans. Both FCC and CCCP made new loans available to existing clients in June of 2000, three months after the floods. 

If cash grants were not available, the funds to repay the debts had to be generated through other means that could have prolonged the process.  Failure to fulfill the obligation could have resulted in termination of access to MFI credit.  The use of grants to repay debts also helped shelter the funds from unproductive expenses. Clearly, the clients benefited by having access to the grants.     

E.
Implications for the MFI 

Overall, cash grants helped the MFIs to avoid a liquidity crunch, huge repayment problems and related client desertion. Indeed, it facilitated the MFIs to collect on their loans in advance and work around the limitations in their operating systems.  A timely response by MFIs was possible while buying some time for their recovery.  The rapid response also enhanced their reputation with their clients. The reputation, coupled with the significant increase in demand for microfinance services by people impacted by the floods, positioned the MFIs well for recovery and growth after the floods. Comparing the situation before and after floods, FCC’s portfolio-at-risk declined from 25% to 6% and number of active clients grew by 58%. Indeed, since the floods, FCC has vigorously streamlined its operations and closed several non-performing banks and tightened the internal control systems reflecting in the above performance.  The closing of non-performing banks and repayment of all restructured loans through cash grants reduced the late payments and thus PAR tends to be lower after July 2000.  

Loan Repayment 


The clients reported repaying their loans with cash rants for several reasons (see box).  The CARE/IRAM/WR study noted that while only 8.1% of clients stated that their main reason for paying was institutional/promoter pressure, 61.7% said they wanted to close their debt.  There were, however, some gender based reactions that the MFIs should be aware of in designing incentives for inducing payment of loans with such grants (see box). The clients reimbursed 79% of their outstanding loans with cash grants (Table 5). 

Table 5: Cash Grants: Volume Made and Repaid to MFIs

	
	FCC
	CCCP
	Total

	1.No. active clients for cash grants (as of feb.00) *
	1,706
	224
	1930

	2.Portfolio outstanding for active clients with cash grants (as of feb.00) – ‘000 Mt
	500,641.475 (from village bank and individual clients)
	241,250
	741,891.475

	3.Vol. cash grants to active clients – ‘000 Mt
	2,590,120
	340,480
	2,930,600

	4.Vol. of cash grants to non-active clients – ‘000 Mt
	130,080
	79,500
	209,580

	5.Total vol. cash grants made (‘000 Mt) (3+4)
	2,723,200
	419,980
	3,143,180

	6.Vol. repaid 
	373,550.9
	208,849.5
	582,400.4

	7.% repaid to vol.outstanding for active clients (6 / 2)
	74.6
	86.6
	78.5

	8.% repaid to vol.of cash grants made to active clients (6 / 3)
	14.4
	61
	19.87

	9.% repaid to total vol.of cash grants made (6 / 5)
	13.7
	49.7
	18.53


* there were a total of 1,776 active and restructured clients for FCC and 245 active clients for CCCP when the floods hit Chokwe. The cash grant recipients were selected from the pool of active clients after taking care of dual membership and inaccessibility of clients due to migration and death.  Some of the active clients as of February also paid off their loans by May 2000.  

For FCC, all except members of three village banks cleared their outstanding loans with the grants. Some members also used their accumulated savings to top off the cash grant to repay their outstanding loans. The three village banks were disbursed with loans only a week before the floods and lost all the goods purchased with the loan.  Therefore, they were not required to payback the loan until September and were restructured without any penalty.  They, however, started paying back two weeks after receiving the cash grant since it provided them with funds to resume back their businesses to start repaying earlier thereby qualifying sooner for the next loan.  

Clients with outstanding loans larger than the cash grants were allowed to return the entire cash grant and pay back the rest of the outstanding loans in easy installments until September.  There were instances where other group members pooled their resources to pay for them and close the accounts for the bank for outstanding loans so the bank can qualify for a new loan cycle. This was however possible since all the members were active at the time of the floods and remained intact after they returned back from the camps.

The repayment of loans with cash grants helped restore the cash-flow for the MFIs to inject funds into the local economy as quickly as possible. Payment of debts with the cash grants also helped reduce high-risk loans and low income generating loans.  About 1,259 of the 1,706 FCC grantees held a loan restructured before the floods. These loans were generating low incomes as payments were spread out over a longer period of time and carrying no interest during the rescheduled time and were becoming risky.  It is to be noted that several of farm loans from CCCP were made in January 2000 and the principal was repayable only by July 2000.  The cash grants enabled to collect on such loans by May 2000.

Loan recovery was not very easy for subsequent loans made after the grant.
  Some CCCP clients refused to repay agricultural loans on the premise of water shortage and they expected another cash grant to cope with the crisis (WR/IRAM, 2001). This may indicate a brewing of some grant mentality. The current situation of IRAM where the MFI could not disburse loans on time to associations with a large number of defaulters has also been frustrating to the performing clients and leading to holding back on repayments.

Some regretted repaying the outstanding loans with the grant since their expectation of a subsequent larger loan for repayment did not materialize. The loans made after the floods were not significantly larger than the regular loan size commensurate with the cycle.  The larger sized loans promised by the MFIs for prompt repayment were perceived by the clients as loans larger than the normal increment over the current loan.  But, the MFI only promised to honor the normal increment thus making the loan larger in size for the subsequent loan. Such misunderstandings need to be avoided since it may create false expectations among the clients leading to disappointments and loss of MFI reputation. This may have to be avoided especially when the MFI is vulnerable and growing. There is a need for transparency to the benefits of repaying on time.  

Direct Costs 

The costs for provision of cash grants were borne by CARE.  In addition, the administrative costs of FCC during the floods were paid by the disaster response program of the World Relief as part of the compensation package for using the FCC staff for relief work.  The costs to FCC could have been enormous if they were not to be covered by WR.  As a result, the MFIs incurred very low costs in making the grants. Nonetheless, lack of safety for the documents and inadequate MIS and AIS system exerted tremendous costs on the MFIs.  

Client Discipline  

Client discipline is put to test during crises times.  Disciplined clients tend to respect their obligations and generally stick by the MFI during crises times.  Prompt repayment despite the crises and client retention are two indicators that can capture client discipline. 

Loyal clients are essential for a MFI to build a core base that would repay and will not desert during the crisis.  This was especially important in Chokwe where switching between FCC and CCCP was noticed prior to the floods. Clients migrated for better services and terms and conditions that suited their demand at a given time. Indeed, the demand was dynamic based on their activities and challenges to the MFIs due to client desertion were building up. The grants and availability of loans for repayment helped in retaining good clients. 

Client desertion due to inadequate MFI response in protecting them was not the reason for the very high drop out rates experienced by FCC in June-July 2000, right after the grants were made.  The drop out rates were high due to closing of restructured banks and expulsion of delinquent clients by the bank members. The drop out rates stabilized and flattened at less than 3% by January 2001.  Indeed, the number of clients as of Nov.2000 equaled that of Feb.2000, prior to floods, despite the closing of several banks and moratorium on new clients.      


[image: image1.wmf]Desertion Rate for FCC in Chokwe (in percent), Oct.1999 to Dec. 2000 

0

5

10

15

20

25

30

35

40

Oct-99

Nov-99

Dec-99

Jan-00

Fev 00

Mar-00

Apr-00

May-00

Jun-00

Jul-00

Aug-00

Sep-00

Oct-00

Nov-00

Dec-00


Lapses in client discipline and loyalty in case of dual membership with FCC and CCCP were nonetheless highlighted. To avoid “double dipping”, clients with dual membership were allowed to only qualify for the grant under one MFI.  Ambiguities, however, remained for dual members.  About three such clients did not repay their loans to CCCP since they became eligible for the grant as non-active clients of FCC.  They assumed that they need not repay any of their outstanding loans if they are non-active with the MFI that referred them for the grant. Indeed this may reflect problems with implementation rather than due to the product per se. 

Institutional Discipline  

FCC, through its parent organization - World Relief, provided each staff with US$1,000 to rebuild their houses and recoup.  In addition, their salaries were uninterrupted while they were residing in the camps.  Although these measures increased the costs, it motivated the staff to engage in disaster relief and recovery activities, reconstruct the records, and remain with the MFI. Retaining the very few well-trained staff is very important in Mozambique. Anecdotal evidence states that out of a 120 applications for an accountant, only 10 were eligible even for an initial screening and it took over six months to actually recruit and train one to maintain books according to some acceptable standards. 

Image of the MFIs

Although care was taken to avoid the perception that the MFI is making the grant, a study conducted by CARE/IRAM/WR among the 538 grantees indicated that about 18% linked CARE with the cash grants while 51% considered the grants being issued by their MFI and a relief agency. This, coupled with diligent collection of loans and release of new loans for repayment, in part boosted the image of the MFIs as strict but compassionate institutions that understand their needs. There was also an overwhelming perception that the cash grants were made as a reward for active membership in MFIs (CARE/IRAM/WR, 2001). 

The distribution of cash and the fact that only MFI clients received the grant were seen by the community that only those who patronize the MFIs will be rewarded.  There is room for concern since there may build up an expectation in future among the MFI participants for such grants during disasters and may induce new members to join the program only in anticipation of such protection. Non-availability of cash grants in future may create discontent among such clients.   

F.
Counter-Argument

Direct Transfers to the MFI 

Could there been a direct transfer of funds from CARE to the MFI to help get through its cash-flow problems without making grants to the clients who in turn may choose to repay the MFI? 

This may counter the primary objective of CARE in protecting the affected poor. The measure could have allowed the MFIs to restructure and make new loans.  However, damage to records and limited MIS capabilities could have restricted the MFIs from making new loans. As a result, the clients could have benefited by the loan restructuring but could have been unable to generate incomes to repay and also qualify for new loans immediately after they returned from the camps.  Besides, clients could not have exercised their judgment in use of funds.  

The mechanism would have been cost effective in protecting the MFI only in the short run to off-set its cash-flow imbalances. There is a possibility that it may reduce the MFI efforts to collect on restructured loans. Also, in the event that the majority of the clients could not repay until September, the MFI would have been compelled to use the funds to make new loans to the restructured clients and/or look for new clients to make loans.   

Rescheduling Loans 

What if the MFIs only rescheduled the loans?  

At the time of floods, an amount of US$46,368,220 was outstanding from a total of 1,930 clients of FCC and CCCP.  Of this, US$ 36,400,025 was repaid using the cash grants. Assume that the clients did not have access to any funds to repay the loans and all were restructured until September of 2000 and they repaid in September the same amount as they did with cash grant. Then, the MFIs could have lost about US$1,762 in foregone earnings due to reinvestment of principal and interest (about $3.8 for every $100 outstanding).  With cash grants reimbursing about 78% of the outstanding, the MFIs only lost about US$ 378.8 on incomes due to reinvestment of the principal and interest payments. The net gain for the programs due to cash grants is about US$ 1,383.2. This may appear as a small number but this is under the assumption that the clients would have at least repaid 78% of the outstanding by September. Defaults on the restructured loans and further restructuring could result in much higher costs for the programs. The MFIs would have faced problems due to liquidity crunch and contract enforcement.  

At the wake of the disaster in Xai-Xai, both FCC and SC-USA rescheduled all outstanding loans up to October 2000. A fresh loan was promised for repayment of the rescheduled loan. Some clients reported participating in Xitiques and borrowing from friends to repay their rescheduled loans so they can qualify for the next loan. Some groups also pooled resources to repay for the struggling members.  Some clients repaid by the rescheduled date but several struggled to meet the obligation.  Restructuring alone was not adequate for them to cope with the disaster.
   

Rescheduling and New Loans 

What if the MFI rescheduled the loans and followed up with a new loan for client recovery for selected clients?    

The experiences from Xai-Xai of FCC and SC-USA provide some insights into this question. It is to be noted that the situation was different between Chokwe and Xai-Xai although both were hit by the floods. At the time of floods, the MFIs in Xai-Xai were experiencing severe problems due to delinquencies.  

Client records were intact but clients were scattered among relief camps and houses of their relatives in upper Xai-Xai.  The markets ceased to operate until September 2000 since the roads were highly inaccessible.  The majority of the clients abandoned their homes and market places and permanently settled in the upper Xai-Xai region. It is in this context that the argument needs to be read. 

After the floods, FCC rescheduled the loans of clients who were active as of December 1999. Until the floods, unlike in Chokwe, loan restructuring was never carried out in Xai-Xai. Those with non-performing loans at the time of the floods did not qualify for rescheduling.  It was assessed that some members with large outstanding and huge losses from the floods would not be able to repay the rescheduled loan in October since the roads were damaged limiting access to markets for trading activities.  A new client recovery loan (called emergency loan) was expected to provide some initial capital so they can generate incomes to simultaneously service the rescheduled and the recovery loans.    

Members with more than two installments left for repayment among the groups with at least half of the clients who lost their homes and assets were eligible for new recovery loans.  Disbursements were conditional on approval of all the members in the group. The recovery loans were made in September 2000, six months after the floods but soon after the road access to Maputo and major market centers were resumed.  

FCC disbursed recovery loans to nine groups that were also restructured. The loans, US$ 50 in size, were made for two months at a flat rate of 2% per month to be paid in bi-weekly installments.  While three groups (one-third) were able to pay back the recovery and rescheduled loans on time, six groups could only repay the recovery loan. Therefore, a second recovery loan was made equal to 100% of the restructured loan.   Three (one-third) banks required a third recovery loan and struggled to repay the restructured loan. These instances may imply that the mechanism was not effective in adequately protecting both the MFI and the clients.    

Several issues were highlighted from talking to bank members who were struggling to repay their restructured loans and in need of several recovery loans: 

The problem was more historic than one created by the floods for the banks that were restructured and provided with recovery loans. Although they were servicing their loans as of December 1999, they held a checkered history with several late payments and instances of group tensions.  The history of the banks could have been considered while choosing the mechanism for disaster response.  

The recovery loans were made to eight members of a village bank for Mt. 0.75 million, Mt. 1 million and Mt.1.25 million per person, respectively, in three consequent loans. Ms. Rosa supplemented the recovery loan with remittances from her brother since the recovery loan was inadequate to re-start her business to generate incomes in a short period to repay both the rescheduled and recovery loans.  Mr. Pedro reported that to run a profitable business by selling firewood, he needed to purchase firewood for Mt. two million and spend another Mt. one million to transport it from Maputo to Xai-Xai.  The recovery loan of Mt. one million was not adequate to finance the business of a scale that would generate incomes and service two loans. 

Members with smaller restructured loans and no liability for dropped out members were, however,  able to repay the restructured and the recovery loans. Invariably, those with smaller restructured loans also engaged in petty trades requiring less capital that could be financed through the recovery loan and enjoyed high turnover generating incomes in a short time to service a short-term loan.  The concept of recovery loans to service the old loans and also the new loans may be of limited use to members with larger restructured loans with businesses that involved a high fixed capital.  

There may also be limitations to the mechanism in protecting the MFI and good clients in cases of banks with large outstanding loans from absconding members. The mechanism neither protects the MFI nor the good clients.  The members were reluctant and unable to pay for the loans of members who absconded.  Eventually, the remaining members, even though have repaid their restructured loan and recovery loan on time, have become ineligible for any further loans from the MFI.      

G.
Lessons from the Cash Grant Experience 

The product was effective due to several factors stated below. Replication of the product for other regions and other types of disasters may take the lessons below into consideration.   
Delivery is as or more important than the product itself. The product was effective in minimizing the indirect and negative externality effects of a grant because of the way it was implemented.  

The size of the grant was small so the damage to the community as a whole was minimal.  Also, since several of the recipients used it to repay the loans, it was not considered as a special handout for MFI clients. 

Less competition in terms of MFIs in that region. If there were more clients with larger balances and more number of MFIs with varying portfolio quality compared to the funds available for distribution, it would have been difficult to implement the program. CARE could not have discriminated among the MFIs without jeopardizing the sector.  

Newness of the product. This is perhaps the first time that flood affected clients of MFIs in the region received a cash grant during the reconstruction stage.  They are generally accustomed to receiving in-kind grants from relief agencies.  Although implicit, it was also tied to repayment of loans.  Therefore, it was less perceived as a loan write-off or a handout. 

Timing of grant was good.  The grant was made after the relief stage, after the return of near normalcy in the market.  Therefore, people could resume their economic activities using the loans received for repaying the restructured loan and/or with balances from the grant after meeting their pressing needs.  

Functioning markets and aid from other relief agencies in terms of building materials, food and clothing helped use of the cash grant for re-starting the economic activities.  In the absence of the above, the cash grants could have been diverted for consumption purposes and the MFIs could have experienced repayment problems. 

Frequent contacts with clients and motivation of clients before the grants by the MFI staff was effective. People were placed in separate camps according to the wards to which they belong in Chokwe. This facilitated the promoters to locate their clients in camps.  The staff was able to ease the anxiety of the clients by not insisting on repayments while they were in the camps.  They informed the returning clients about the possibility of a grant from an external agency that could be used to restart their business and repay the outstanding loans so they can immediately qualify for a larger sized loan.      

Immediate resumption of regular loan cycles.  It helped both the clients and the MFIs to resume regular loan cycles.  As a result, client desertion was low.  Absence of liquidity crunch due to repayment of loans helped FCC and CCCP to make regular loans

Co-ordination among CARE, FCC and CCCP was good enabling an effective delivery of the product.  Co-operation between FCC and CCCP also helped to avoid duplication of grants to the same recipients.  It would have helped if costs incurred in the operation were recorded separately from the other relief and reconstruction activities carried out by CARE and World Relief.   

The clients used compulsory savings to extend funds available for restarting their life.  Several of the FCC clients used their compulsory savings to adjust for their payment dues.  As a result, they were left with a sizeable balance from the cash grant.  Flexibility offered in using the compulsory savings to adjust for repayments at the end of the cycle functioned like opening access to savings in the wake of disasters. It was interesting to note that while the average savings balance at FCC considerably declined by May/June of 2000, it started to increase since then.
The experience also highlighted the following:   

The importance of safeguarding client records and partial duplication of records in the head office was underscored. The efforts of FCC staff in the reconstruction of records from the heavily damaged documents are highly commended.  The FCC staff was motivated due in part to the incentives offered in terms of protection of the salaries, materials to rebuild houses and cash to buy necessary goods. It was interesting to learn from the staff and clients that there were no disputes on the reconstructed data. CCCP was not affected much since the information was sent to the head office in Maputo at regular intervals (every month). The MFI staff now appreciates the importance of safeguarding the records and duplicating them and storing them in Maputo.  There may also be a need to provide safer cabinets (at least fire safe) to protect client records.

Good MIS is important for rapid response.  MIS was not up-to-date at the time of floods.  A good MIS system that is inter-faced with AIS and good communication systems are important for a rapid response in times of disasters.  Efforts are now underway to update the MIS system that can help track information better.  There is a need to identify and standardize a few key indicators for consistent tracking to help in quick assessment of the situation for rapid response.

Prolonging the distribution of grants in a single geographic area is not generally preferred since it may cause inflated expectation among the residents and room for fraudulent behavior.  Furthermore, it may signal a relief type situation rather than a move into reconstruction phase.  Therefore, the grant could have been made within a shorter time than it actually took (one month to make 2,036 cash grants).  However, the inexperience of CARE with such measures and safety of staff carrying a huge amount of cash could have warranted the longer time frame.  Besides, FCC and CCCP also collected payments from their active clients at the time of grant distribution. 

V.
Conclusions

Did cash grants effectively protect the MFIs and their clients in Mozambique during the floods of 2000?
Client protection can be ensured through continued accessibility to MFI services in times of crises to enable them recover from the losses. The cash grants protected the clients by helping them wipe out their debts and restore their credit line thereby opening the access to a new loan from the MFI.  Given the circumstances, immediate access to the MFI loan would have been difficult without funds from external sources to help repay the outstanding debts.

Loan restructuring could have helped the clients only if there were alternative ways to generate incomes to pay for the debts. Loan write-offs could have been ideal but that would have protected only the active clients of the MFI.  Access to cash grants by both active and non-active clients provided a much wider protection.  In addition, direct disbursal of cash provided them the freedom to use the funds as per their preferences. A sizable volume of the grant was used to restart trading activities.  

In the absence of any external funds from donors, the choices that existed for the MFIs were loan write-offs and loan rescheduling.  Given their infrastructure and nature of products offered at the time of the floods, these options would have been costly and not very effective in protecting the MFI. 

Repayment effected through the grants helped the institutions to avoid cash-flow problems, to immediately service their clients, to retain good clients and protect their credibility. Indeed, several loans were repaid before time since the entire outstanding debt and not just the installment due at the time of the floods were paid back. The loss in interest incomes on installments due during the four months was not substantial.  As a result, the MFIs suffered little loss in incomes.  Also loss due to high-risk loans and low income generating loans were reduced. The possibility of low incomes and uncertainty in collection from restructured and lower priced new client recovery loans were considerably avoided. Resumption of the new loan cycle helped to quickly revive the business and as a result the incomes at the end of the year were not significantly different from the previous year. The alternative strategy in making emergency and recovery loans at lower rates to generate incomes to pay for the restructured loans could have prolonged the process resulting in lower incomes for the MFI.     

The time for disbursal and collection of old loans was short thus facilitating a quick recovery process. It also required less MFI personnel and client information.  Administrative burden was less compared to the alternative of making a new loan and also carrying the restructured loan for the same client. 

In short, given the circumstances, the cash grants made in Mozambique were effective in protecting the MFIs and their clients in the wake of floods of 2000.  

What if the event repeats itself in the same area?

Losses due to disasters can be recouped and healed but they leave lingering memories for the affected for a long time. If the event repeats itself at a similar magnitude in another five years, which is a short period in terms of memories, there may be expectation on part of the clients for another cash grant to help with the recovery process.  If donor monies are available, the same or other MFIs operating in the area may be tempted to provide the grants to protect their clients and themselves.   

It may not be feasible nor is advisable, however, to provide such grants for every disaster that occurs in the same area.  It may create a donor dependency on part of the MFIs and offer little incentives to develop internal mechanisms for disaster management.  Among the clients, it may revive back a grant mentality that was nurtured during the conflict years and slowly undone in recent years.  Furthermore, donors may be compelled to ration the limited funds among competing MFIs operating in the same area and may end up spreading their resources very thin.  

The product may be less appropriate in places with frequent disasters, areas with serious delinquency problems and regions where markets cannot resume back to normal for a long time restricting recommencement of economic activities. 
What next? 

The clients are now appreciative of the effects of a natural disaster such as floods but their preparedness for such an event in the near future is very low.  This is partly due to the low expectation of the event.  The last floods that caused similar damages happened in 1977.  However, the lower part of Xai-Xai is abandoned and people have semi-permanently settled in the upper part of the city.  The markets rebuilt by World Relief are yet to be completed and occupied by the previous vendors in that area.  Indeed, people have benefited after floods by having access to housing in safer areas.  However, with the growing population pressure and fading memories, the marginal areas will soon be populated and there may be loss of similar proportions in the event of another disaster.

With dwindling donor support to help with disasters, especially when disasters become frequent, it is imperative for the MFIs to incorporate disaster management into the regular planning process and device preventative and coping methods to safeguard themselves and their clients from disasters.  

In places like Mozambique where massive disasters are infrequent, strategies could include developing regular MFI products that are robust and cost effective to cope with disasters.  For instance, flexible savings products are considered as effective mechanisms for disaster management.  However, there appear to be less demand for savings products that can help clients accumulate adequate funds to cope up with contingencies.  Nonetheless, participation in Xitiques is very common and both men and women participate in more than one Xitique.  Indeed, it was reported in Chokwe that they invested the balance from their cash grant in Xitiques to buy inventories to re-start their businesses, and some participated in it to repay their restructured debts. It may be possible to consider some ways to link Xitiques with MFIs to mobilize savings and offer some form of flexible savings products.  The burden to MFI in terms of MIS and staff time need to be considered and a suitable product be developed to match the MFI infrastructure and purpose. 

Contingency funds may also be developed at both village bank and institutional level.  There may be some matching contribution from the institution to the village bank and from donors to the institution in times of crises.  There can be some insurance options available to cover for natural calamities.  

Donors may also mandate a disaster management plan from the MFIs for continuation of their support.   

Indeed, the non-availability of cash grants in future may disappoint some clients.  But if preventative measures and flexible financial products that can function as shock absorbers are offered at reasonable costs, the clients may tend to prefer them for effective disaster management. In general, the lack or inadequacy of financial products and MFI infrastructure that can protect clients and MFIs through unexpected disasters have led to expectations of grants in the wake of disasters. Occasionally, combining financial and non-financial products may be required to meet very special situations such as the floods of 2000 in Mozambique.

Questions for further probe  

· Will availability of cash grants affect the incentives for MFIs to develop robust products and procedures to safeguard against such disasters (and other less intense but more frequent ones)?

This may depend on the size and age of the institution. 

· What incentives exist for clients to demand for savings and insurance products, and contribution towards a general contingency fund to cope with disasters? 

· Can the product affect other MFIs in the region that could not provide such grants to their clients?

May be if there are no better alternative mechanisms.

· Should the cash grants be tied to the loan outstanding and/or savings balance or should it be a fixed amount to all recipients?  Should the grants be tied to the damages suffered by an individual client? If so, will this create too much involvement of the MFI and send a different signal to the affected? What implications in terms of administrative burdens and time cost with such measures?

· Can the product be used for slow-on set disasters such as droughts and in areas of conflicts?

In-kind grants are generally used in slow disaster and post-conflict situations. The experience from Mozambique may offer some insights for products to use in recurrent conflict situations. 

Further studies are required to delve into these issues so that appropriate products can de developed to deal with crises situations. 
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Gender based reactions?


Ms. Ana: I would have paid back my loans with cash grants even if the promoter did not insist and or promise me a larger loan since I do not want to be indebted for ever. 


Mr. Jose: The grant was given to us by CARE to help us. I wanted to invest the grant in trading to generate income to pay back the loan.  But, promoter insisted that I payback the loan …… 


Mr. Pedro: I repaid the loan with the grant since I was told by my association leader that that there will be penalty on the over due amount.  Else, I would have used the grant to invest in my trade.        








Reasons for repaying loans with cash grant


… was told that I will qualify for a larger loan sooner 


.. compelled by my group members to pay; threatened with expulsion


.. association will go bankrupt and can vanish if we do not repay and that would leave us with no access to future loans


…wash off debts with floods 


… how can I walk away with the money when my promoter was watching me receiving the grant? 


… markets were not functioning to start trading so why not pay back to ensure access to a loan when I need it? 


… thought I may go to prison for defaulting on my loan


Source: Author’s interviews with FCC and CCCP clients in Chokwe.  





Flood Scenario for MFIs in Chokwe


Both clients and staff were in camps from February to April   


Roads to trading centers were inaccessible until mid April    


Markets were not functional until mid April  


Heavy loss of physical assets for the clients and the MFIs  


Client records at FCC were heavily damaged and required until April for reconstruction    


Accounting and computer systems could not resume back until early May 2000


Flood scenario for MFIs in Xai-Xai


Clients were scattered 


Roads inaccessible until September


Markets non-functional until August














Locating clients: Concentrated vs. Dispersed Placement of Clients 


The people from Chokwe were moved to camps where they stayed for nearly three months.  The spread of word about cash grant in the camps attracted the clients to attend the group meetings in Chokwe.  However, it was difficult to locate clients in Xai-Xai since they were highly dispersed and not concentrated in small camp areas. Announcements on distribution of free blankets and food to FCC clients attracted very few clients.  This posed a big problem to track the clients and inform them of FCC measures to protect their clients and motivate clients on their responsibilities.  





Please take my loan back.


The roads are cut off so I cannot access my suppliers and I am leaving for the camp.   I have no use for the loan I got two days ago. I do not want to accumulate interest on a loan that I will not be able to put to use to generate income.  I will request you for a loan when I get back from the camp. (hindsight: I didn’t expect road closing for six months and didn’t expect interest waiver during the restructured time; perhaps I should have kept the loan…..).

















The Uninvited Guest


Maria Zelia, Chokwe: Heard the news that waters are rising in the river when I went to bed at 10pm. Woke up in the middle of the night to find the water creeping into my house and flooding the rooms. Gathered my children and essentials in an hour and started running.  I once turned back to see the house where I raised my three children for the past fifteen years and saw the new pots and pans that I bought in the market the week before floating through the kitchen exhaust window and following me. I did not look back until I reached the collection point for the shelters….  returned three months later to the house only to find rotten and molded furniture and clothes that were not good even to start a fire.  Life started all over again for us with left over memories … 











� Disasters in this paper refer only to rapid on-set natural disasters such as floods and earthquakes that simultaneously affect a large number of people in a given geographical area.  Individual specific crises will be referred as idiosyncratic shocks. 


� Vulnerability is a dynamic concept and is defined by its sensitivity, the magnitude of the system to respond to an external event, and resilience, rapidity and ease of a system’s recovery from the shock (Moser, 1998).


� Rescheduling and restructuring of loans, although may have slight definitional differences, are used interchangeably in this document.


� Funds for the study were provided by CARE, Mozambique through the  MBP/USAID grant administered by DAI, and World Relief. 


� There were two problems with keeping back-up copies in the Regional Office.  First, due to technical problems, the CLAMS portfolio tracking system was behind.  The Excel tracking program was up to date in the Regional Office, but the data were maintained only at the level of the Community Banks.  The only files which showed individual outstanding loans and savings value were the paper files stored in the branch offices.  For this reason, the Regional Office could serve as a check to make sure the totals were correct, but did not have up-to-date information at the client level.


� The fire-proof safety box contained cash. The stolen safe was recovered in Maputo, cash was washed and dried and exchanged at the central bank. 





� In order to reduce delinquency build up in Gaza, FCC in mid 1999 (seven months before floods) adopted strict procedures to collect delinquent loans, including possessing and selling personal items of clients to cover the outstanding debts.  While these measures paid off - resulting in significantly greater loan recovery, they also put a severe strain on the relationship between FCC and some of its clients and parts of the public.  (Larson, 2000).  


� FCC was very weak in 1999. There were significant delinquency problems and the staff was ill-trained to cope with that. In addition, MIS and other controls were often delayed and weak, permitting portfolio problems to grow when they were not detected early.  At its lowest point of March 1999, on-time repayment rate sunk to 67%.  Expenditure controls needed to be tightened. In January 2000, a new Managing Director for FCC’s work in Gaza came on board.  Immediate efforts were made to focus on the three most pressing issues – MIS, delinquency, and budget management (World Relief , Annual Report, 2000).





� Indeed, FCC started rescheduling and placed a moratorium on new loans immediately after the roads closed on February 9th . Floods occurred on February 22.  


� Some clients could repay before the rescheduled due date since they were able to earn income  by transporting people using their boats and by selling inventories of basic foods.  For instance, a boat ride for 12 Km cost (that would normally cost Mt.10,000) them Mt.200,000 during floods.  Anecdotal evidence showed that a client with a boat made enough money in two months during the disaster to purchase a bus and two houses by December 2000.





� The difference in grant size between FCC and IRAM is because IRAM decided to include non-active members of the association after the total amount had been allocated by CARE.


� The number of people who qualified for FCC were 1,776.  But the number of people who received were 1,706, since the others did not return to Chokwe by the end of the cash grant distribution on June 30.


� Note that all CCCP clients were interviewed while only a percentage of FCC clients were included.  This may skew the totals since FCC clients represented 83% of cash grant recipients. Also, in contrast to FCC, CCCP makes both agricultural and microenterprise loans.  This may explain in part why more FCC clients invested in commerce compared to CCCP clients.      





� Bank Kalimamba had 25 members of which five held outstanding loans of over Mt. four million each.  The grant was inadequate to cover for the outstanding loans.  The members pooled their cash grants and paid back for the four members.   Similar experiences were reported by the FCC staff with banks composed of 32 members where the members pooled their grants and savings to payback the outstanding loans of the bank members who had outstanding loans larger than the cash grant.


� Repayment problems after floods at FCC were not noticeable since several non-performing banks were closed and existing ones were restructured. 


� SC-USA rescheduled the loans without any penalty for all clients in the sixty groups that were functional at the time of the floods.  Nearly 48 groups repaid by the rescheduled date. It was interesting that four of the eight groups that were delinquent after the rescheduled date were problem groups prior to the floods.  SC-USA decided to close the four groups and write-off their loans in their books.  The other four delinquent groups were rescheduled for another two months since only the absconding members did not repay the rescheduled loan.
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