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EXECUTIVE SUNMARY
 

This study entitled "Evaluation of the USAID/Kenya Private Sector Program"
 
was initiated by the USAID/Kenya Office of Projects. The report covers
 
activities financed by the following projects: Rural Private Enterprise (No.
 
615-0220), Private Enterprise Development (615-0238), Informal Sector and Loan
 
Guarantee Grant (615-0227), and policy aspects of the Commodity Import Program
 
(615-0213 and -0240). Also included in this review are relevant centrally
 
funded activities of A.I.D.'s Bureau for Private Enterprise.
 

For several years USAID Kenya has been implementing a wide-ranging private
 
enterprise development strategy. This strategy consists of 24 distinct
 
activities under five projects and accounts for over $154 million in USAID
 
funding. It is perhaps the most ambitious private enterprise strategy yet
 
implemented by A.I.D. inAfrica and includes significant efforts in the areas
 
of finance and equity market development, technical assistance and training,
 
and policy reform.
 

USAID is proposing to incorporate a second phase private sector strategy
 
into its new Country Development Strategy Statement (CDSS). This strategy is
 
to be largely based on a planning exercise undertaken during FY 1989 and FY 1990
 
consisting of two parts: (1)the USAID/Kenya Private Enterprise Program
 
Evaluation (the subject of this report); and (2)the Manual for Action in the
 
Private Sector (MAPS) review of constraints and opportunities inKenya's private
 
sector. The evaluation was undertaken while some project activities were in
 
early stages of implementation and others in their final stages. Thus, the
 
report offers proposals for mid-course corrections as well as considerations
 
for the Mission's future private enterprise program efforts.
 

The evaluation was funded jointly by USAID/Kenya and the A.I.D. Bureau
 
for Private Enterprise under the Private Enterprise Development Support (PEDS)
 
Project. Fieldwork was conducted from March 27 through April 21, 1989 by a ten
 
person team from Management Systems Internationdl and AMT, the Arthur Young
 
affiliate in Nairobi, under a subcontract to Arthur Young and Company,
 
Washington, D.C.
 

USAID's total program inKenya is focused on three strategic objectives:
 
(i) increasing per capita food production; (ii) increasing the role and
 
efficiency of private enterprise as the principal engine of economic growth;
 
and (iii) reducing the rate of population growth. The activities reviewed in
 
this report represent a major contribution to the second objective (to which
 
there are additional contributions from other, mainly agricultural, projects).
 
These activities also contribute to the first objective, food production,
 
through provision of fertilizer and financing of industries providing inputs,
 
supplies and marketing outlets to farmers.
 

The overall purpose of USAID's Private Enterprise Program is to support
 
efforts by the Government of Kenya (GOK) to promote sustainable and broad
based economic growth by en:ouraging the private sector. Prominent among the
 
objectives of the program are (i)the provision of commodities needed to achieve
 
higher levels of output from existing production capacities; (ii)the making
 
available of organized credit and training services to encourage the growth of
 
small and rural enterprises; (iii) the establishment of new policies and
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institutions required for more development-oriented capital and financial
 
markets; and (iv)assisting inthe implementatiun of practical measures to give
 
effect to the GOK's commitment to creating a suitable "enabling environment"
 
inthe private sector.
 

The evaluation employs a common framework for summarizing and comparing
 
the many private sector activities undertaken to date with USAID funding. rhe
 
framework includes three major components:
 

i.Common indicators for project impact, output, and expenditures.
 

ii.Two matrices used for comparing and evaluating individual project
 
activities. These are the descriptive and evaluative matrices presented
 
inChapters II and III.
 

iii. 	Analysis of findings on individual USAID-funded efforts at three levels:
 
project activity level (e.g., PED-credit activities, K-MAP training, Kenya
 
Equity Management, etc.), program element level (financial and equity
 
markets, management and entrepreneurship development, and policy dialogue),
 
and at the overall private sector program level.
 

Given the large number of activities to be reviewed, the evaluation relies
 
heavily on secondary data: project papers, project implementation letters,
 
project correspondence, semi-annual review documents, monitoring data, and
 
extensive interviews with project officers, participating agencies and some
 
beneficiaries. Several earlier evaluation reports were available on particular
 
activities and these were also carefully reviewed by the evaluation team.
 
Overall, however, very limited information was available on direct development
 
impacts of USAID's activities. Data on project outputs and expenditures were
 
uneven and not always comparable, and information on institutional impacts was
 
largely undocumented. One result of these limitations was the allocation of
 
considerably more effort to data collection than had been foreseen in the
 
Statement of Work.
 

While the evaluation confirms a continuing high priority for mkjor elements
 
inUSAID's current private sector development program, an important finding of
 
this study isthat several project activities financed by USAID appear to have
 
reached the limits of their likely effectiveness. In several cases, it was
 
found that projects depend on policy reforms to accomplish their objectives
 
fully. This synergy between project activities and policy dialogue isone of
 
the strengths of USAID/Kenya's comprehensive approach to private sector
 
development. The Evaluation Team recommends that opportunities to take action
 
on policy issues arising from projects be more fully exploited inthe future.
 

The evaluation recommends that consideration be given to a number of
 
significant changes in future programming. Overall, the study recommends that
 
the Mission's strategy evolve from its current experimental and institution
 
building orientation to focus its attention on national objectives, systemic
 
change and the sustainability of the activities undertaken. More specifically,
 
it is suggested that the Mission:
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(a) Focus the program on structural solutions rather than institutional
 
development or short-term service delivery. The program should be
 
directed toward nationwide impacts on businesses. Inthis approach,
 
projects would be used to demonstrate models that will later be
 
adopted on a nationwide scale, or build capacity that will have
 
significant impact on the basic structures and services supporting
 
private enterprise in Kenya.
 

(b) Emphasize institutional performance rather than institutional
 
strengthening, and terminate involvement at the earliest practical
 
date with institutions and interventions that demonstrate limited
 
outreach capabilities, sustainability prospects, or national
 
importance.
 

(c) Redirect and subordinate training and technical assistance resources
 
toward support for the Mission's principal program-level objectives
 
inpolicy reform and capital market development.
 

(d) Restrict the size of credit projects for smal) and medium-scale
 
enterprises (SMSEs) to amounts that allow commercial banks to
 
experiment with changes in lending procedures without incurring
 
unacceptable costs or risks.
 

(e) Identify and work with financial institutions that are willing and
 
able to lend to USAID target markets with lower subsidies than are
 
currently provided.
 

(f) Make greater provision for long-term sustainability in all project
 
designs through targeting lower risk SMSE and rural enterprise
 
markets, encouraging charging fees for services, providing loans
 
rather than grants for PVO lending programs, and concentrating
 
resources on institutions that demonstrate the greatest
 
effectiveness.
 

(g) Shift the emphasis of training programs to training of trainers and
 
possibly a new initiative inthe field of entrepreneurship.
 

(h) Provide more resources and management attention to identifying and
 
acting on policy reform opportunities arising from projects,
 
particularly on issues concerning capital markets, international
 
trade and investment.
 

Finally, this evaluation recommends that the current scarcity of impact
 
data be addressed by specific steps to ensure that collection of such data is
 
given high priority by individual project managers, that reporting requirements
 
in existing agreements are enforced energetically in the future, that impact
 
data requirements are dealt with forcefully as new agreements are negotiated,
 
and that periodic impact audits are performed as part of the Mission's routine
 
project performance review process.
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EVALUATION OF USAID/KENYA PRIVATE SECTOR PROGRAM
 

I. INTRODUCTION
 

For several years, USAID/Kenya has been creating and implementing a wide
ranging private enterprise development strategy. The strategy consists of 24
 
distinct activities and accounts for U.S. $154 million in USAID funding. It
 
is, by most accounts, the most ambitious private enterprise strategy yet

implemented by A.I.D. inAfrica and includes significant efforts inthe areas
 
of finance and equity market development, entrepreneurship and management
 
development, and policy reform.
 

By design, USAID/Kenya's private enterprise development program was
 
intended to maximize the Mission's exposure to, and participation in,diverse
 
approaches to private enterprise promotion in Kenya and to provide an
 
opportunity for participation by a number of established and newly-created

private sector organizations. It was, quite consciously, an experimental
 
strategy intended to explore the feasibility of certain apparent opportunities;
 
to foster the development of private sector institutions inKenya; to establish
 
USAID's credibility in private sector programming; and to provide a knowledge
 
base for subsequent strategic decisions.
 

USAID is proposing to update its private sector strategy in the context
 
of its new Country Development Strategy Statement (CDSS). This strategy is
 
largely based on a strategic planning exercise currently underway which consists
 
of a comprehensive analysis of the Kenyan private sector and an evaluation of
 
the Mission's past private sector activities. This latter evaluative effort
 
is also intended to serve two secondary purposes. Namely, to provide
 
recommendations for improving the implementation of current activities and to
 
document the aggregate effects of the Mission's efforts to date to promote
 
private sector development. Through A.I.D.'s centrally-funded Private
 
Enterprise Development Support Projects (PEDS), USAID contracted with J. E.
 
Austin to oversee the analysis of strategic options and with Management Systems
 
International (MSI) to oversee the program evaluation exercise. AMT, the Arthur
 
Young affiliate in Kenya, worked with flSI for this evaluative activity, and
 
fieldwork was carried out between March 27 and April 21, 1989.
 

The team conducting the evaluation included the following individuals:
 

" 	Lawrence S. Cooley (MS]), Coordinator
 

" 	 Barbara Brown (MSI), Team Leader (Management Information 
Systems) and Technical Specialist (Entrepreneurship and 
Management Development) 

" 	 Allen Eisendrath (MSI), Team Leader (Financial and Equity 
Market Development) 

* Kenneth Murrell (MSI), Team Leader (Entrepreneurship and
 
Management Development)
 

" 	Gregory Votaw (MSI), Team Leader (Policy Reform)
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" 	 Mahlon Barash (MSI), Technical Specialist (Financial and 
Equity Market Development) 

" 	Serafina Kathurima (AMT), Technical Specialist
 
(Entrepreneurship and Management Development)
 

" 	 John Onuong'a (AMT), Technical Specialist (Financial and 
Equity Market Development) 

" Nimish Shah (AMT), Technical Specialist (Management
 
Information Systems)
 

" 	 Graham Shaw (ANT), Technical Specialist (Financial and Equity 
Market Development) 

" 	Mike Taylor (AMT), Technical Specialist (Policy Evaluation)
 

" 	Ann Marie Ndethiu (AMT), Research Associate
 

" Sandi Severn (USAID), Technical Specialist (Managenent
 
Information Systems; Entrepreneurship and Management
 
Development)
 

The scope of work for this evaluation exercise is attached as Annex 1
 
below. Extremely broad in nature, this scope presumed a comparative

perspective and charged the evaluation team with assessing each program

activity incomparable terms and, to the extent 2ossible, making deter-minations
 
as to the comparative cost and effectiveness of these activities. The exercise
 
was to include assessments of each activity inits summary report, but to focus
 
its principal conclusions and recommendations on the "progrzn! level", using the
 
activities reviewed to inforn' a more general discussion of past performance,

operative constraints and fuLure needs. Impl icit in this exercise was the
 
presumption that the future private sector strategy of the Mission would
 
include some deliberate narrowing of scope and focusing of effort as well as
 
a deliberate response to certain of the most important constraints and
 
opportunities revealed through the implementation of its initial private sector
 
strategy. We are aware of no evaluation of comparable breadth previously

conducted of an A.I.D. mission's overall private sector portfolio.
 

It is important to note thai this one-month exercise was not intended to
 
substitute for individual project evaluations, nor was it expected to collect
 
primary data on project impact other than on an illustrative basis.
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I. NATURE AND OBJECTIVES OF THE USAID/KENYA PRIVATE SECTOR PROGRAM
 

The private sector portfolio of USAID/Kenya includes an unusually broad
 
array of activities. While these activities share a common overall goal of
 
promoting free enterprise, sustainable economic growth and broad based
 
participation inthe growth process, little attempt has beea made to integrate

the portfolio in operational terms or to focus on one or two specific

intermediate objectives. In this sense the program deviates from the
 
conventional definition of a progra as "an integrated set of project, non
project and policy dialogue actions designed to achieve a discrete objective

within a defined time frame". While not conventionally programmatic, however,
 
USAID's portfolio of private sector activities reflects a definite strategy and
 
set of operational objectives. Prominent among these objectives are the
 
following:
 

" 	 significant contribution to broad based, sustainable economic 
growth through a series of discrete interventions; 

" 	discovery and/or development of Kenyan organizations effective
 
in supporting continued development of the private sector;
 

" 	establishment of the knowledge, credibility and contacts needed
 
to be effective in promoting private sector growth; and
 

" 	 clarification of USAID intervention strategies most likely to be 
effective inthe future. 

The content and nature of USAID's private sector strategy are described
 
at some length in the scope of work of this exercise, inUSAID's 1985 private
 
sector strategy statement and inthe draft report of the Manual for Action in
 
the Private Sector (MAPS) study. For purposes of the current evaluation, it
 
is useful to summarize 'hos information in the form of a single, descriptive

matrix (Figure 1) and a schematic program logframe (Figure 2). Figure 1
 
presents information on the following areas of each project:
 

Implementing organizations
 
Length of project budget (both USAID and other source contribution)
 
Stage and pace of implementation
 
Costs to date
 
Services provided
 
Cost to recipient
 

In addition to the 24 activities listed in Figure 1, USAID's private
 
se,,tor strategy or program could be defined to include relevant aspects of the
 
Training for Development Project (i.e., overseas training of private sector
 
participants), the Agriculture Management Project (i.e., strengthening of
 
private sector input supply and export marketing institutions), and new Mission
 
projects in agriculture marketing and health care financing. For
 
administrative reasons, however, these projects are excluded from the Mission's
 
definition of its private sector program and hence from this study.
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The program logframe suggests that a comparable logic can be applied to
 
USAID's private sector activities with regard to finance and equity market
 
development, entrepreneurship and management development and the policy studies
 
aspect of its policy dialogue agenda. In each case, concrete outputs can be
 
identified in terms of loans and investments made, training and counselling

provided, or studies conducted. These services can be characterized interms
 
of their source, nature and recipient, quantity and quality, and timeliness and
 
cost. Institutional development efforts are relevant at this level only to the
 
extent that they influence the quantity and quality of services provided. At
 
the sub-purpose level, principal attention is appropriately focused on the
 
utilization of the outputs provided with USAID assistance. In the case of
 
loans and investments, relevant considerations concern the additionality, use
 
and repayment of the capital provided or leveraged. In the case of training

and technical assistance, of particular relevance are changes in knowledge,

attitudes and practices of those who received these services. Inthe case of
 
policy studies and Commodity Import Program (CIP) conditionality, emphasis at
 
this level is on the actions taken by the Kenya government and others in
 
response to the studies conducted or the leverage exercised.
 

At the purpose level, all activities can theoretically be assessed in
 
terms of their, net impact on sales, employment, investment and exports. In
 
practice, attribution at this level isfrequently difficult and proxy measures
 
such as demand for services and willingness to pay often constitute the best
 
available data on the direct development effects of crcdit and technical
 
assistance programs. The direct development impacts of policy changes are
 
often identifiable only through econometric research or informed interpretation

of the behavior of basic economic indicators.
 

At the goal level, the object of all of the activities undertaken can be
 
judged in terms of their contribution to sustainable and broad based economic
 
growth. The implicit hypotheses linking purpose and goal-level objectives
 
concern the demonstration, capacity building and incentive altering effects of
 
individual activities. Success at this level isJudged by the extent to which
 
relevant institutions are willing and able to sustain and replicate the types

of service provision and policy reform initially undertaken with USAID support

and encouragement. Efforts at institutional development can thus be seen both
 
as direct contributions to the production of outputs and as contributions to
 
sustainability and replication objectives at the goal level. Ultimately,

however, the achievement of goal level objectives will be a result of the
 
viability of the services and policy regimes introduced as well as a reflection
 
of the capacity of the institutions involved.
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11. METHODOLOGY
 

Initially itwas assumed that this study would rely primarily on secondary
 
data collected routinely by project implementors and episodically by previous
 
project evaluations. Inpractice, very few data were found on the behavioral
 
(i.e., sub-purpose) results of the activities undertaken or on their direct
 
development effects. Data on project outputs and expenditures were uneven and
 
not generally comparable, and data on institutional effects were largely
 
undocumented. One result of these data limitations was the allocation of
 
considerably more effort to primary data collection than had been expected.
 

Given the comparative nature of this study, it was deemed important to
 
impose the maximum possible level of consistency on the form and nature of the
 
available data. Besides collection and compilation of a considerable amount
 
of primary data, this need for consistency resulted insubstantial reformatting
 
and re-analysis of existing data to facilitate comparison of "apples and
 
oranges". Finally, given the programmatic nature of this study and its
 
objectives, the indicators selected for attention correspond to the various
 
levels of the program logframe and to the additional management considerations
 
of unplanned effects, constraints and opportunities encountered, and
 
administrative burden on USAID.
 

In conducting this exercise, a substantial amount of useful data was
 
extracted from project papers, strategy documents, previous project
 
evaluations, trip reports and internal memoranda. A partial listing of the
 
documents reviewed is presented as Annex 2. In addition, standardized
 
management information retained by project implementors and client files were
 
reviewed as importanit data sources. Interviews were conducted with key

informants in USAID, the Government of Kenya and implementing organizations
 
(see Annex 3 for list), and with a sample of businesses that had received one
 
or more of the services provided with USAID support.
 

A standard outline was developed for collecting and presenting information
 
on each of the 24 activities reviewed. This outline included the following
 
topic areas:
 

Basic Objectives and Stage of Implementation
 
Available Data
 
Major Findings
 

Costs
 
Actual Outputs
 
Compliance
 
Constraints to Implementation
 

External
 
Internal
 

Institutional Impact
 
Direct Development Impacts (on borrowers, training participants,
 

etc.)
 
Sustainability
 
Unplanned Effects
 
Opportunities Identified
 
Administrative Burden on USAID
 
Additional Observations
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Conclusions
 
Recommendations
 

Summary matrices were compiled using the data obtained from the individual
 
activity assessments. The first of these matrices summarizing descriptive data
 
ispresented as Figure 1. Evaluative information issummarized in Figure 3.
 
This latter matrix involves information on the following items:
 

Principal Outputs to Date
 
Unit Cost(s)
 
Subsidy/Incentive to Intermediary

Direct Development Impacts
 
Impact on Implementing Institution
 
Sustainability
 
Administrative Burden
 
Innovative Features
 

This evaluative information forms the basis of conclusions and
 
recommendations offered inthis report. These conclusion and recommendations
 
concern the improvement of existing projects and lessons learned for the future
 
and are summarized at the following three levels:
 

a the individual activity within a project;
 

a the private enterprise program "component" (i.e., financial and
 
equity market development, entrepreneurship and management
 
developmlent, and policy reform); and
 

N the overall private sector portfolio.
 

Figures 4a, 4b and 4c present ingraphic form the percentage of Life of
 
Project (LOP) budget, percentage of administrative burden and percentage of
 
actual expenditures to date of the three main components of the USAID private
 
sector portfolio - Credit and Equity Finance, Management and Entrepreneurship
 
and Policy.
 

To supplement the information provided through this analytical review of
 
the portfolio, individual vignettes describing individual businesses were
 
prepared. The purpose of this information, presented inAnnex 5,isto provide
 
additional insight into the nature of the clients served, services provided
 
and the impact of those services on the businesses that received them.
 

Finally, the evaluation team was asked to review available monitoring and
 
evaluation systems at the Mission with regard to its private sector program and
 
to make recommendations concerning the improvement of these systems. Basic
 
findings, conclusions and recommendations on this matter are included as part
 
of the text of this report and are further detailed inAnnex 6.
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IV. MAJOR FINDINGS REGARDING FINANCIAL AND
 
EQUITY MARKET DEVELOPMENT ACTIVITIES
 

A. OBJECTIVES AND STAGE OF IMPLEMENTATION
 

1. ObJectives
 

The following hierarchy of objectives describes the USAID/Kenya Private
 
Enterprise Program with regard to financial and equity market development:

1
 

Program Goals: 1. Sustainable growth of financial and equity markets in
 
Kenya
 

2. Increased capital flows to SMSE, micro-enterprises and
 
rural businesses on a sustainable basis.
 

Program Purpose: 	 Increases in sales, employment, investment and foreign
 
exchange earnings inKenyan businesses, particularly SMSEs
 
and rural businesses.
 

Program
 
Sub-purpose: 	 Loans paid back by borrowers; additional sources of long

term support identified for worthwhile but commercially
 
variable programs; changes inbusiness knowledge, attitudes
 
and practices by business people, bankers and service
 
providers.
 

Program Outputs: 	 Loans to businesses are the principal program output.
 
Other outputs include: training of staff in financial
 
institutions and PVOs; technical assistance to financial
 
institutions, Nairobi Stock Exchange, and Capital Markets
 
Development Authority; information and technical assistance
 
to support policy dialogue on finance and equity issues;
 
training of micro and small businesses; counselling and
 
technical assistance to small urban and rural enterprises.
 

Program Inputs: USAID expenditures on project activities, including:
 
Credit Activities
 
RPE - Commercial Banks
 
RPE - Private Voluntary Organizations
 
PED - Rural Enterprise Programme
 
Kenya Commercial Finance Company
 
Jua Kali Programme
 
Credit Guarantee Scheme
 
Leather Industries of Kenya
 

Equity Markets Activities
 
Kenya Equity Management/Kenya Equity Capital/Trust for Equity
 
Industrial Promotion Services
 
Money and Capital Market Development Components of PED and CIP
 

1 This was constructed with reference to the USAID/Kenya Office of
 
Projects Private Enterprise Objective Tree and the MAPS Phase One Articulation
 
of the Current Mission Strategy.
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2. Stage of ImDlementation
 

USAID's credit portfolio is relatively mature, but implementation has
 
generally run behind schedule. $29.4 million in credit projects are in the
 
last quarter of their life (Rural Private Enterprise, KCFC, and Jua Kali), and
 
another $6.2 million at the middle stage of implementation (between 25% and 75%
 
of project life elapsed). Implementation of credit projects has been slow
 
because of difficulties in obtaining government approval, limitations caused
 
by GOK credit ceilings, reluctance of banks to lend given the high opportunity
 
costs of USAID credit activities, and the slowness of the PVO institution
 
building efforts.
 

USAID's venture capital activities are too new to allow meaningful
 
evaluation of impact. The two venture capital activities are still engaged in
 
project start up, including hiring and training staff, establishing investment
 
procedures, considering proposals and searching for investors. However, there
 
are several reasons why these venture capital activities should not be
 
considered "slow":
 

a. 	Venture capital firms are typically very careful in providing equity to
 
start up projects because of the risks of establishing new businesses and
 
investing on an unsecured basis. These risks are particularly serious in
 
Kenya, because of ineffective protection provided to minority shareholders
 
and weaknesses inthe stock market.
 

b. 	USAID isworking with private, for-profit companies that seek to maximize
 
their earnings and to build and protect their reputation in the market
 
place. KEM and IPS feel obligated to make sound investments, an objective
 
which makes the two companies very slow inmaking investments.
 

c. 	It isdifficult to locate co-investors for venture capital projects (and
 
investors for KEC) because Kenya lacks sound venture capital exit routes
 
and investors now receive high real returns from T-Bills, real estate, and
 
bank time deposits.
 

d. 	It has been difficult to establish a sufficient flow of proposals from
 
indigenous entrepreneurs.
 

USAID's money and capital market development activities under the CIP and
 
Strategy Support component of the Private Enterprise Development Project have
 
been slow, but this isa result of the low absorptive capacity of the Nairobi
 
Stock Exchange and the Capital Markets Development Advisory Committee.
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B. FINDINGS
 

1. Costs of the finance and eauity activities to date: $12,149.000
 

Analysis of Total Program Costs: Finance and equity market activities
 
accounted for 46.7% of USAID/Kenya private enterprise expenditures until
 
March 31, 1989.2 Compared to the expenditures for the entire private
 
enterprise program, including CIP expenditures, finance and equity activities
 
account for 23.3% of the total budget.
 

ANALYSIS OF UNIT COSTS
 

Institution/Project USAID Expenditure per $Lent
 

RPE-PVOs $6.59 1/
 
Jua Kali Loans $1.78
 
REP under PED Project $1.73
 
RPE-Commercial Banks $1.57
 
Credit Guarantee Scheme $1.25 W
 
IPS $1.23
 
KCFC $ .10
 
Leather Industries of Kenya $0.00
 

1/ This is a total including operating costs for
 
NGO grants, home office costs for World
 
Education, Inc. and K-REP, and excluding costs
 
associated with training. For further analysis
 
of costs, see Annex 4-1, page 8.
 

hi/ This figure includes an estimate of reimbursable
 
administrative expenditures by KCB (KSh. 5
 
million) because the bank has not submitted any
 
reimbursement requests as of 4/15/89.
 

Figures in this table suggest that USAID pays only slightly more to
 
provide loans to micro and small enterprises than to larger enterprises. It
 
is no surprise that the three lending programs that target micro and small
 
enterprises have the highest cost per dollar lent. It is, however, remarkable
 
that costs under Jua Kali and REP lending programs are only one-third more than
 
lending to SMSEs. Given that many small and microenterprises would not have
 
been able to obtain credit from the formal sector (and may not have been able
 
to get any credit), it seems clear that the additionality of a USAID dollar
 
spent on small and micro credit ismuch greater than a dollar spent on medium
 
enterprise lending.
 

2 This is not including the expenditures on commodities (but including
 

expenditures on technical assistance) under the CIP.
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This does not mean that USAID expenditures on small and micro-enterprise
 
lending contributes more toward the Mission's private enterprise objectives
 
than expenditures on medium scale lending. Small and micro lending may have
 
higher additionality but also may have lower impact on investment and sales,
 
and lower sustainability, than medium scale lending. There is insufficient
 
data to compare the investment and sales impacts of the three types of lending.
 

USAID COSTS PER LOAN,/
 

Institution 	 Cost per Job
 

RPE Commercial Banks $5,309
 
RPE PVOs 898
 
IPS 18,475 IL/
 
REP-PED no data available
 
KCFC 253
 
Jua Kali Credit no data available
 
Credit Guarantee Scheme 9,325 _/
 

j/ Cost per job created iscalculated by dividing total
 
USAID expenditure on the credit activity by the
 
number of jobs reportedly created in businesses
 
receiving USAID loans. The time period is from loan
 
disbursement to 3/31/89.
 

hi/ 	Because this project isnew, there has been very
 
little time for employment to increase. Cost
 
per job created will no doubt decrease
 
dramatically after several years.
 

/ Footnote b/ istrue here, too.
 

These figures are not very reliable, largely because the table compares
 
projects that have just begun (Credit Guarantee Scheme and IPS) with projects
 
that are largely complete (KCFC). Nevertheless, they do suggest two (very
 
tentative) conclusions. First, it is more costly to create Jobs through
 
commercial bank SMSE lending than through PVO lending. Second, Jobs created
 
under the KCFC project were very inexpensive because the KCFC project provided
 
a loan to KCFC rather than a grant.
 

2. 	Outouts
 

a. 	General Findings
 

Loans disbursed under all financial and equity market activities total
 
$10,998,000 as of March 31, 1989. Compared to the total finance and equity
 
element expenditures, $12,149,000, we can see that USAID/Kenya spent $1.10 for
 
every dollar of credit that has been disbursed under the program.
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A total of over 1,700 loans have been made under the program. The number
 
of businesses that have received loans is somewhat smaller than this because
 
some businesses have received repeated loans.
 

b. Comments
 

USAID is currently paying substantial subsidies to encourage financial
 
institutions to lend to targeted businesses. The program spends $1.10 to get

institutions to lend $1.00. This expenditure is in most cases not capitalized
 
in a SMSE lending fund by USAID or the financial institution, and therefore the
 
money does not produce future benefits for SMSEs after the term of the project.

Notable exceptions where project funds are recycled are the RPE -Commercial 
Bank component (which the GOK has agreed to allow to remain in a revolving fund
 
for 25 years), and the PRE LIK and KCFC revolving fund credits.
 

Because USAID funds are generally not recycled, the effective subsidy to
 
SMSE lending is much higher than if funds were used to capitalize revolving
 
fund lending accounts. The expected cost of lending under a revolving fund
 
arrangement could be comparable to the KCFC project, with a $.20 expense for
 
each dollar lent.
 

Ifthe objectives of USAID credit activities are primarily to demonstrate
 
the "benefits" of SMSE lending and to build capacity of intermediate financial
 
institutions (IFIs) to lend to SMSEs, then the high cost of lending under
 
current activities may be justified. In this case, USAID's high initial
 
expenditure will result in the establishment of a long-term stream of credit
 
benefits as local IFIs replicate USAID-funded projects on their own.
 

If,on the other hand, local IFIs do not replicate USAID lending programs
 
on their own, then USAID ispaying a rather high price for providing credit to
 
SMSEs. This issue isdiscussed further inSection C.6., Institutional Impacts.
 

3. Compliance
 

There is insufficient data to determine the general level of compliance
 
with business eligibility requirements under the credit activities. However,
 
during the reviews of borrowers undertaken during the USAID/Kenya RPE and KCFC
 
Evaluations, almost all borrowers fit the eligibility criteria established.
 

Most available funds tinder the RPE Commercial Bank lending program went
 
to relatively large businesses. Sixty-five percent of the total amount
 
approved to date has gone to 12 percent of the companies inthe program. Most
 
of these companies are large by local standards, with average gross assets for
 
the group of $10.3 million.
 

4. Constraints to Implementation
 

a. Interest rate ceilings. The single most important constraint
 
faced by USAID's credit activities isgovernment ceilings on interest rates.
 
Because of the lending rate ceilings (15% on short-term commercial bank loans;
 
18% on long-term loans), there is excess demand for credit in Kenya, and
 
therefore banks ration their funds in favor of large, well-established, formal
 
sector businesses.
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Under these conditions, SMSE lending is unprofitable for two reasons.
 
First, administrative and risk costs tend to be higher in the SMSE market.
 
Second, and perhaps most important, there isa high opportunity cost to lending
 
to SMSEs. To lend to SMSEs, the IFI would be required to use its relatively
 
scarce funds for loans that have lower net earnings than its traditional
 
accounts. Inaddition, the IFI must divert scarce staff resources from their
 
usual lending activities to SMSE lending.
 

Several banks working with USAID credit projects stated that government

credit ceilings are an impediment to meeting USAID lending targets. Infact,
 
however, interest ceilings are a much more significant constraint to USAID
 
projects than GOK credit ceilings because interest ceilings provide strong
 
incentives for banks to concentrate resources on large, well-established
 
borrowers. Credit ceilings are often the excuse that banks give for not
 
lending to SMSEs, while the actual cause is interest rate ceilings.
 

b. Cumbersome and Expensive Apolication arid Monitoring Procedures.
 
Financial institutions under the Credit Guarantee Scheme, Jua Kali Program,

RPE-Commercial Banks, and RPE-PVO activities reported that procedures for
 
making and monitoring loans are too cumbersome. These costly procedures
 
include:
 

i. Procurement requirements under the RPE Commercial Bank Project;
 
ii. A 100 page loan application form (designed by the GOK Treasury
 

Department) under Credit Guarantee Scheme;
 
iii. 	 Monthly loan reporting requirements under RPE-PVO Project.
 

5. Constraints in Equity Market Development
 

a. Lack of a Viable Stock or Over the Counter Market (OTC). Lack
 
of a viable equity market makes itdifficult for investors to evaluate and sell
 
equity. It also makes itdifficult for equity investors o find co-investors
 
who are willing to properly disclose corporate earnings. Lack of a viable
 
stock exchange and OTC market makes itvery difficult for IPS and KEN to sell
 
equity at fair market prices and to encourage co-investors to operate on a
 
transparent and fair basis.
 

b. Insufficient SuDly of Business Proposals from Indigenous
 
Entrereneurs. Both IPS and KEN officers reported that they have not received
 
many good busiaess proposals from indigenous entrepreneurs.
 

3 When a viable equity market exists in a country, venture capitalists
 
can promise co-investors that they will get higher returns on investment from
 
properly disclosing corporate earnings to the public than from diverting

earnings into personal accounts. This istrue because disclosed earnings will
 
translate into higher equity values on a competitive and "bullish" stock market.
 
When there isno viable stock market in a country, venture capitalists cannot
 
use the same promise of large capital gains to encourage co-investors to
 
disclose earnings, and so must rely on (i)greater management control; or (ii)
 
trust.
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c. Government Regulation of the Stock Market. The GOK has provided
 
few positive incentives to selling equity to the public, but several serious
 
disincentives exist. Disincentives include:
 

High rates of corporate taxation;
 
Taxation of corporate income and dividends;
 
Regulation of stock prices by the Capital Issues Comittee; and
 
Lack of protection for minority investors.
 

As noted inboth the Bishop and Ferris reports produced for USAID, itwill
 
be difficult to increase the role of Kenya's stock market until the Government
 
makes major changes ingovernment regulations regarding equity investment and
 
market operations.
 

d. Technical skills available in the USAID Mission. USAID's
 
activities in capital markets development have made it necessary for the
 
Mission to provide technical expertise inareas outside of the Mission's fields
 
of greatest technical strength. These areas include: securities trading and
 
analysis; securities market operations and regulation; and venture capital
 
operations.
 

6. Institutional Impacts
 

Institutional impacts observed include the following:
 

RPE-Commercial Banks: 	 An increase interm lending. Several banks have made
 
8 year loans for the first time.
 

RPE-PVOs: 	 Most PVOs have taken actions to address problems
 
identified by Inspector General's report on RPE
 
program.
 

KCFC: No significant changes.
 
Jua Kali: No significant changes.
 
Credit Guarantee Scheme: Acceptance of non-traditional forms of collateral.
 

USAID credit activities have resulted infew permanent changes inlending
 
procedures within participating IFIs. Inaddition, IFIs have not begun to lend
 
to businesses targeted under USAID projects on their own (where they were not
 
lending to the target group before the start of the project). IFIs have been
 
willing to change their lending programs only for the life of a project.
 

This failure to accomplish lasting change is primarily due to lack of
 
financial incentives for commercial banks inKenya to develop new business in
 
USAID target markets. Typical factors that drive major commercial banks "down
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market" do not exist in Kenya at the moment.' Therefore, the banks have not
 
found it necessary or profitable to begin lending to SMSE markets targeted by
 
USAID projects on their own.
 

It is reported by officers at KCB, Barclays Bank and by Daloitte, Haskins
 
and Sells that as a result of USAID credit projects, banks have made the
 
following changes:
 

- Improved their cash flow and project analysis skills;
 
- Provided more term loans;
 
- Accepted non-traditional forms of collateral, such as accounts 

receivable and inventory.
 

It is also notable that a survey undertaken as part of this Program

Evaluation found that 57% of bankers trained under USAID credit projects

reported changing their lending practices as a result of the training. These
 
reported changes could not be verified during the evaluation but the evaluation
 
team found that banks had made few measurable changes in their SMSE lending

practices outside of the USAID-sponsored lending programs. Itdoes not appear
 
that any changes inattitudes and practices resulting from USAID projects are
 
being translated into changes in the non-USAID lending programs of the banks.
 

7. Equity Markets
 

USAID's equity markets activities appear to have played an important

catalytic role in the development of Kenya's capital market. Starting with a
 
low base (very little stock market activity and a rudimentary money market),

USAID has stimulated interest inbuilding institutions in several areas:
 

- Development of competitive trading in the Nairobi Stock Exchange 
(NSE);
 

- Deregulation of the NSE;
 

- Increase inavailablity of venture capital;
 

- Sale of public corporations to the public; and
 

4 
These factors include:
 

- Declining spreads inwholesale lending markets because 
of recession, deregulation or domestic instability; 

- Increasing competition among banks in all markets 

because of deregulation; 

- Sustained high growth inthe SMSE sector; 

- Long-term excess liquidity in the banking system;
 

- Significant pressure from the government to lend to 
SMSEs. 
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- Development of a money market.
 

Although program expenditures have been small ($1,429,000), USAID
 
activities have been highly visible, and USAID's capability to deliver
 
expertise is recognized inthese areas. Bankers and brokers indicated strong

interest inreceiving more assistance incapital markets development. Although

things have changed very slowly in Kenya's capital markets over the past

decade, USAID activities have been very cost effective insupporting continuing

interest in institution building and deregulation, and have laid foundations
 
for the establishment of key equity market institutions.
 

8. Direct Development Impact
 

a. Credit Proiects
 

USAID credit projects have been issociated with a total employment

increase of more than 5,339 jobs to date. Given that several of the projects

have just begun implementation, itisexpected that the number of jobs created
 
in firms receiving USAID credit will increase substantially over the next
 
several years.
 

Information on sales increases was available for two of the six credit
 
projects carried out by USAID. Estimated sales increases are:
 

Project Sales Increase
 

RPE PVOs NCCK L/ 67% of clients had a 40% + increase
 
11% of clients had a 20 - 40% increase
 
21% of clients had a 0 - 20% increase
 

KWFT IL/ Average Increase: 142%
 

Credit Guarantee Scheme / Average Increase: 28%
 

L/ Sales increase during last 12 months.
 
b/ Sales increase during last 6 months.
 
&/ Average increase insales during period of loan.
 

There was a general lack of rigorous and valid information on changes in
 
sales and assets among USAID loan recipients. Inpart, this isbecause several
 
projects are too new to assess longer term changes insales and assets (e.g.,
 

5 This does not include jobs created inbusinesses receiving loans under
 
the Jua Kali and PED-REP projects. No employment data wa available for these
 
projects.
 

The employment figure for the RPE-PVO component is estimated by adding

the 1675 full time jobs to one third of the 2733 part time Jobs created in
 
businesses receiving USAID loans. One third was used as an adjustment factor
 
to convert part time to full time jobs.
 

127-T007.007 - 20 



RPE-Commercial Banks). This deficiency, however, is also a result of lack of
 
compliance by financial institutions with loan impact reporting requirements.
 
IFI officers frequently stated that it is too difficult and expensive for them
 
to collect data on ch3nges in sales and assets.
 

Because of this lack of adequate sales and assets information, it is
 
difficult to draw rigorous conclusions about the impacts of USAID credit
 
activities on sales, employment or capital formation. This deficiency uakes
 
it impossible to assess the comparative cost-effectiveness of USAID loan
 
programs in achieving private enterprise objectives.
 

There is,however, sufficient information to make one tentative statement.
 
The majority of businesses receiving USAID loans increased their sales
 
significantly during the period of their loan. A conservative estimate of the
 
sales increase experienced by a majority of businesses under credit projects
 
might be 25%. Little else can be said, because of weaknesses inthe data set.
 

9. Eguity Markets
 

USAID equity market development activities have had little direct impact
 
on sales, assets or employment in Kenya, other than through the PRE-financed
 
LIK project which created a substantial number of jobs. To date, only two
 
loans (totalling KSh. 11 million) have been made by the venture capital
 
companies, and the companies receiving these loans have just rocently received
 
their USAID sponsored loans.
 

There have been no measurable sales and employment impacts of the
 
Mission's money and capital market development activities.
 

Both venture capital and money and capital market development activities
 
have great potential to produce direct development impacts over the long term.
 
The venture capital activities have the potential to demonstrate the viability
 
of direct equity investment inproductive enterprises as an alternative to real
 
estate, government securities, interbank lnding, and other less productive
 
investment instruments. Money and capital market activities promise to
 
establish and strengthen efficient markets for capital inKenya.
 

10. Sustainabilitv
 

USAID credit projects are generally unsustainable (as currently
 
constituted) on a commercial basis because IFIs cannot charge sufficient
 
interest to cover direct and opportunity costs of lending to markets targeted
 
by USAID.
 

USAID's activities with the Capital Market Development Authority (CMDA)
 
and Nairobi Stock Exchange (NSE) have the potential to become self-sustaining
 
in the near future. Both the CMDA and NSE have possible sources of future
 
revenues.
 

USAID's venture capital activities are commercially sustainable only if
 
KEM and IPS are able to create a sufficiently large flow of investments to
 
cover their costs. As a pilot effort, the sustainability of USAID's venture
 
capital components isstill uncertain.
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I1. Un~lnned Effects 

a. USAID's financial and eauitv market activities have raised 
numerous Drivate enterprise Dolicy issues. These include:* 

-
-

GOK interest rate and credit ceilings;
Lack of economic rationality and efficiency in import and export 
regulations; 

- Disincentives to owning, selling and trading stocks and money market 
instruments. 

b. A.I.D. is considered an important source of caoital markets
 
develooment expertise. Itwas reported by Mr. Chelashaw and Mr. Kariuki that
 
A.I.D. is considered one of the primary sources of technical expertise (and
 
financial support) for Kenya's capital market development effort. A.I.D. has
 
a good reputation as a provider of technical assistance inthe capital markets
 
area.
 

12. 	 OoDortunities Identified
 

Opportunities for future action identified as part of this review of USAID
 
finance and equity market activities include the following:
 

a. 	Action on policy issues raised in credit and capital market projects.
 

b. 	Rationalization of subsidies provided under credit projects. This would
 
involve changing the package of incentives provided to IFIs to give the
 
institutions an incentive to (i) reduce administrative and loan loss
 
costs; (ii)compete for USAID credit resources with other IFIs; (iii) use
 
more of their own funds to carry out targeted lending.
 

c. 	Reduction of subsidies provided under credit projects. This would allow
 
USAID to lend more using the same resources. Several suggestions are made
 
in the individual activity assessments, and in Conclusion and
 
Recommendation #2 below.
 

d. 	Supporting the financial markets deregulation policy dialogue efforts of
 
NGOs that represent the finance industry. Associations representing the
 
finance industry may be able to play an effective role inencouraging the
 
GOK to liberalize interest rate regulations.
 

e. 	Continuing to support efforts of the NSE to engage the GOK in policy
 
dialogue on securities markets deregulation; involving other business NGOs
 
insecurities market policy dialogues, for example, the insurance industry
 
association, KAM and KNCCI.
 

f. 	PRE's loan to Leather Industries of Kenya helps a "project" that is
 
generating substantial sales, employment and investment, and other
 
important development impacts (foreign exchange, environmental protection
 
standards, and agribusiness linkages). According to several officers in
 

6 
 Please see the activity assessments in Annex 4 for a more complete
 

discussion of the policy issues that have been raised.
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financial institutions, there is substantial potential for additional
 

investment in Kenyan agribusiness.
 

13. Administrative Burden on USAID
 

USAID's finance and equity markets activities required 907 days per year
 
of Projects Office staff time (direct hire plus Personal Services Contractors).
 
This accounts for 45% of all Projects Office staff time spent on private sector
 
projects.7 Interms of only direct hire staff time, finance and equity market
 
activities required 578 days per year; this is 55% of total direct hires
 
Projects Office staff time devoted to private sector activities.
 

Credit activities (including LIK and KCFC) accounted for 504 direct hire
 
and PSC person days, or 56% of all staff time consumed by finance and equity
 
activities. Equity market development activities (including KEM and IPS)

accounted for 403 person days per year, or 44% of total staff time for finance 
and equity activities.
 

Activities under the Money and Capital Markets activities (including

Strategic Support component of PED and related components of the Commodity 
Import Program) account for a total administrative burden of 244 person-days 
per year. This is 27% of all finance and equity Projects Office staff time, 
and 12% of the Office's total staff time spent on private enterprise 
activities. Given the extremely high private enterprise development benefits 
that are possible through deregulation of financial and equity markets, the 
Mission spends relatively little staff time on these problems.
 

Venture capital activities have taken a relatively small amount (159 days)
 

of Projects Office staff time to date.
 

14. Additional Observations
 

Over 20 bank officers inKCB, KCFC, Standard Chartered Bank and Barclays
 
Bank and principals of three banking schools stated that training provided to
 
bank loan officers under USAID projects has been very well suited to their
 
needs. Even though major changes incommercial banking practices are difficult
 
given current financial market constraints, the banks appear to have found the
 
training useful.
 

T See Figure 3 for total administrative days spent including personal 
service contractors (PSCs). 
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C. CONCLUSIONS AND RECOMMENDATIONS
 

1. The loan to training mix isvery effective
 

USAID's credit programs gave IFI personnel opportunities to apply skills
 
and knowledge gained in training programs to USAID-sponsored lending programs.
 
The expertise gained from training programs is valuable despite the
 
difficulties that banks have inexpanding their lending to SMSEs.
 

Recommendation 1: Continue providing substantial training inputs under credit
 
programs. (Source: Credit activity assessments.)
 

2. ImDroving the "oricing" of credit projects
 

Now that USAID has had an opportunity to develop a wide range of credit
 
projects, it is necessary to refine the "pricing" of loan agreements. It is
 
probable that USAID can increase the ratio of loans provided for each USAID
 
dollar expended by reducing subsidies, encouraging competition for USAID loan
 
funds, putting a higher proportion of credit dollars into revolving funds, and
 
streamlining administrative costs.
 

Recommendation 2: More consideration should be given to the cost structure of
 
local financial markets and to pricing USAID credit activities accordingly.
 
Subsidies provided should be reduced over time, and competition among financial
 
institutions for USAID's credit resources should be encouraged. Given the
 
interest that banks have expressed inUSAID-funded training for bank personnel,
 
it is likely that USAID could decrease the subsidies for training by charging
 
higher user fees. (Source: Review of credit program subsidies.)
 

3. Finance and equity activities contribute to policv dialogue
 

USAID credit, equity market and venture capital projects are demonstrating
 
many important policy constraints and issues in capital markets development.
 

Recommendation 3: These policy issues should be (a)identified at the project
 
level on a periodic basis (perhaps once a year), and (b)acted on using Mission
 
policy dialogue resources, such as the Strategy Support component of PED.
 

Inparticular, there is a need for information, institution building and
 
dialogue to address policy issues arising from credit activities. Policy
 
information in the following areas (among others) would be useful:
 

- Institutional arrangements for an independent capital markets 
regulatory authority;
 

- Public benefits to be gained from expansion of public equity markets; 
- Operation of competitive stock and equity markets;
 
- Public benefits from interest rate deregulation; and
 
- Benefits to financial institutions of financial markets deregulation. 

As mentioned in Section B.12., Opportunities Identified, there is an
 
opportunity to build the capacity of NGOs to conduct policy analysis and
 
formulate policy positions concerning financial and securities markets
 
development. This is true for export/import and other government economic
 
regulatory issues as well.
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It is essential that these policy issues be addressed independently from
 
credit project activities. If policy issues are not isolated from project
 
activities that give rise to them, then Kenyans may begin to view USAID credit
 
projects as policy dialogue efforts that infringe on local sovereignty in
 
policy matters. (Source: Activity assessments.)
 

4. Mismatched perceptions of the purposes of credit projects
 

Financial institutions with which USAID has worked generally see USAID and
 
other donor credit ,.jects as providing two main benefits:
 

(i) Donor credit projects provide cheap funds on attractive terms;
 

(ii)Donor projects are aood oublic relations and help promote the IFIs'
 
relationships with the GOK.
 

Incontrast, USAID views its credit projects as playing a catalytic role
 
inlocal financial markets by giving IFIs opportunities to experiment with new
 
clients, lending procedures and standards. In USAID's private enterprise
 
program, credit projects demonstrate the viability of lending to SMSEs and
 
rural businesses, and build capacity to carry out this type of lending.
 

Recommendation 4: It is important that project designers and evaluators
 
understand the lack of agreement on project objectives among USAID, the GOK
 
and local banks. Banks have little incentive to change lending practices as
 
long as current financial market conditions remain. Under these circumstances,
 
program planners and evaluators should not expect significant institutional
 
changes to result from credit projects involving commercial banks. (Source:
 
Interviews with bank staff.)
 

5. Declining marginal utility of credit orojects
 

Numerous bank officers stated that, in their view, USAID credit projects
 
have been unprofitable and are a heavy administrative burden. Nevertheless,
 
the banks are willing to undertake new and innovative types of lending if they
 
receive sufficient subsidies.
 

The larger the credit project, the more of a burden the project is to
 
normal bank operations. It seems clear that USAID gets as much or more
 
institutional impact from small projects ($1 to 3 million range) as it does
 
from large projects ($10 to 20 million). To the extent that institution
 
building and policy dialogue are the goals of USAID credit activities, the
 
marginal impact of additional dollars spent on projects seems to decline
 
rapidly as USAID credit funds rise above $3 million.
 

The reason that the marginal impact of USAID credit project funds declines
 
after several million dollars isthat, under local financial market conditions,
 
financial institutions do not find itorofitable to use their scarce funds for
 

a It isalso important to note that the World Bank inKenya has been the
 

leading development agency inadvocating financial market and industrial policy
 
reform. USAID's efforts should be viewed in the context of the World Bank's
 
ongoing efforts.
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the markets targeted under USAID projects. Local IFIs have enough "traditional
 
clients" as well as other uses for their resources (e.g., Treasury Bills) to
 
make lending to most small businesses very unattractive. As the amount to be
 
lent under a USAID project rises, so does the opportunity cost for the bank.
 

Recommendation j: Until credit ceilings and interest rate regulations are
 
liberalized, itwill be difficult to make significant institutional impacts on
 
local commercial banks and finance companies. Keep the amount of funds
 
provided to any single IFI small enough so that the institution can experiment
 
without diverting substantial resources to "unprofitable" lending activities.
 
(Source: Interviews with finance institution staff.)
 

6. Building banking relationshies
 

Officers at both KCB and KCFC mentioned that they feel that they have lost
 
money under USAID credit Rrojects because A.I.D. has not upheld certain parts
 
of their loan agreements." Whether correct or not, these statements reflect
 
a need for USAID to carefully maintain its relationships with local financial
 
institutions.
 

Recommendation 6: Time spent inclearing up outstanding misunderstandings is
 
essential to maintaining good working relationships with the banks and building
 
credibility inthe market place. (Source: Interviews with bank officers.)
 

7. Lack of funds mobilization activities
 

USAID has few, if any, astivittes on the funds mobilization side of
 
financial markets development.' There are no project components aimed at
 
mobilizing unsubsidized funds for IFIs that lend to smaller or rural
 
businesses. There is also little effort to assist IFIs that traditionally
 
raise funds from USAID's target markets and then lend these resources back to
 
the target market. Examples of these Institutions are credit unions, savings
 
societies, and cooperatives.
 

Recommendation 7: More attention should be given to IFIs that both raise and
 
lend funds within SMSE and rural markets. (Source: MSI experience; World Bank
 
1989 World Development Report.)
 

8. Identifv alternative financial institutions
 

Banks have found it costly and unprofitable to implement USAID lending
 
projects. They have suggested that USAID look for alternative institutions to
 
carry out small and micro-enterprise lending. Alternatives suggested include:
 
credit unions, private voluntary organizations, finance companies, "second
 
tier" banks, savings societies, government banks and cooperatives. Except for
 
the examination of PVOs implementing USAID lending programs, analysis of the
 
feasibility of working with alternative institutions was beyond the scope of
 
this program evaluation. It is expected tht the USAID MAPS project will
 

9 See the RPE Commercial Bank and KCFC activity assessments in Annex 4
 

for discussion of these disagreements.
 

10 USAID's eguity market development activities are, however, oriented
 

toward funds mobilization.
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provide further information on opportunities presented by Non-Bank Financial
 
Institutions (NBFIs).
 

Because it is clear that the most prominent institutions in the formal
 
banking system do not have the capacity to serve small businesses given current
 
financial market constraints, some attention should be given to IFIs that have
 
small and rural enterprise lending as their corporate strategy and technical
 
specialization.
 

Recommendation 8: USAID should continue to investigate the feasibility of
 
using alternative financial institutions as intermediaries for its credit
 
projects. Specific suggestions include:
 

- Further experimentation with finance companies as credit intermediaries 
for rural SMSE credit; 

- Continued investigation of the potential of credit societies, "second 
tier" banks, cooperatives and credit unions to operate USAID small and 
micro-enterprise lending programs on a cost-effective basis; 

- Institution building to improve the performance of credit unions and 
savings societies. (Source: Interviews with staff of financial 
institutions.) 

9. Jua Kali lending
 

Jua Kali lending programs are not profitable for commercial banks. The
 
USAID Jua Kali project has been very well designed and implemented, but this
 
isdefinitely not sustainable without continuing subsidies exceeding 100% of
 
the amount lent. USAID could find ways to encourage GOK to make marginal
 
reductions inthe administrative subsidies provided to formal sector IFIs, but
 
the subsidies will have to continue.
 

Recommendation 9: (i)Make a policy decision within the private sector program
 
concerning the level of subsidy that isacceptable as a cost of providing loans
 
to Jua Kali businesses. (ii)Target future Jua Kali lending programs at
 
specific sub-markets. The subsidy provided depends heavily on the specific
 
sub-market to be served. (iii) Use alternatives to the formal commercial
 
banking system, such as cooperative savings societies and credit unions.
 
(Source: Bank interviews; MSI experience.)
 

10. Lack of business imoact information
 

Banks are not collecting the business-level impact data that USAID needs
 
to determine project impact. IFIs generally consider it burdensome and
 
unnecessary for their own management purposes to collect impact information for
 
USAID.
 

Recommendation 10: A program of periodic "impact audits" would help obtain
 
valid and reliable impact data. Under this program, an impact audit team would
 
visit a sample of borrowers from all credit programs on a yearly basis to
 
determine changes in sales, assets and employment.
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USAID/Kenya, like other Missions and bureaus within the Agency, has found
 
it difficult to obtain valid data on borrowers from financial institutions.
 
This isbecause IFIs often do not understand why USAID needs the information,
 
because collecting the right information for USAID is a burden, and because
 
USAID often does not enforce reporting requirements. "Impact auditors",
 
because they would be hired once a year to collect information specifically
 
tailored to USAID's needs, could take more care to obtain appropriate, valid
 
and representative information.
 

USAID currently pays financial institutions and Deloitte, Haskins and
 
Sells to collect information on changes in sales, assets and employment.

Administrative subsidies or direct payments for monitoring borrowers are
 
already built into project budgets, but inmany cases USAID isnot getting the
 
data. It isprobable that a local audit, accounting or consulting firm would
 
be able to collect better data for the same or lower expenditure than is
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currently spent for borrower impact data."' (Source: Review of available
 
program impact data.)
 

11 An indicative estimate for the cost of conducting yearly impact audits 
of a 10% to 25% sample of all borrowers under USAID credit projects by a local 
firm might resemble the following: 

USAID's "credit portfolio" has approximately 1700 loans outstanding as
 
of 3/31/89. A 15% stratified, random sample could provide adequately
 
representative data for analysis of the impacts of USAID credit activities.
 
Thus, USAID would need to conduct a yearly impact audit of 255 borrowers. This
 
could be reduced somewhat by excluding borrowers from target groups for which
 
there was good impact data already available.
 

A well tra,- !team can conduct approximately four to five interviews per
 
day if we assume that the interviews take 45 minutes each and travel time
 
between interviews is 1 hour. At this rate, the total field time required is
 
57 person days. Using three teams of two interviewers (one junior and one
 
senior), field interviews would take 9.5 days, requiring 28 days of senior time
 
and 29 days of junior time.
 

An additional 24 days is required to prepare the questionnaire and
 
research methodology, plan field logistics, and train interviewers (1.2 days of
 
senior time, 12 days of junior time).
 

Data analysis, data entry and writing time after the fieldwork would take
 
approximately 30 person days, depending upon what would be done with the data.
 
The cheapest solution would be to limit work after the interviews to entry of
 
the data into the data base, and production of simple summary statistical
 
reports. This might take 10 person days: 4 junior and 6 senior.
 

Travel time to and from projects would be perhaps 12 extra days (6senior,
 
6 junior) and overall project management time would be perhaps 3 senior days.
 

Direct Labor
 
Senior 55 $250 ($125x2.0 multiplier) $13,750
 
Junior 51 $120 ($60x2.0 multiplier) $ 6,120
 

Other Costs
 
Car Rental (57 days @ $80 per day) $ 4,560
 
Office & Communication .. _Q.
 

Estimated Total Project Time & Materials Cost: $25,000
 

It should be noted that this is only an indicative estimate; it would vary
 
according to actual local time and materials rates, and specific USAID
 
information requirements.
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V. MAJOR FINDINGS REGARDING MANAGEMENT AND
 
ENTREPRENEURSHIP DEVELOPMENT ACTIVITIES
 

A. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

The management and entrepreneurial development component of the USAID
 
private sector portfolio provides training and consulting services intended to
 
bring about changes in the knowledge, attitudes and business practices of
 
several types of institutions and target groups. PVOs, small businesses and
 
commercial banking institutions are among the groups receiving assistance.
 
USAID projects delivering these services are at various stages of
 
implementation, making comparisons difficult. However, there are a number of
 
successes to be noted and lessons learned about this approach to expanding
 
private sector growth.
 

B. AVAILABLE DATA
 

Very little information was found either on behavioral results or direct
 
development impact of the management and entrepreneurial development portfolio.
 
Even with data that were available, a low level of consistency and comparability
 
makes empirical Judgments very difficult. As the evaluation progressed,
 
considerable efforts were made to reconstruct conditions preceding and following
 
the delivery of training or technical assistance services. Information was
 
collected principally through review of files, telephone interviews and face
to-face interviews with trainees.
 

By their very nature, training and technical assistance activities produce
 
changes that are uneven and frequently indirect. Someone may change .anentire
 
product line based on something in a 15-minute segment of a five-day seminar;
 
but it is difficult to trace such serendipitous happenings. Thus the difficulty
 
involved in evaluating this type of activity results not only from problems
 
associated with data availability, but isinherent inthe nature of the activity
 
itself.
 

C. MAJOR FINDINGS
 

I . Losls 

The following chart summarizes the costs to USAID of the Mission's current
 
management and entrepreneurial development component activities:
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Ave. cost Ave. cost
 
Intervention per person 1/ per day
 

Training 	 $284 ki/ $94
 
Counseling $1,285 	 $209
 
Technical Assistance $200 	 Unknown
 

I/ 	These averages are made up of very different types of
 
activities with a diversity of funding formulas and can
 
be misleading if taken as anything other than broad
 
indicators.
 

bi/ 	REP PVO training is not included because per recipient
 
assistance costs are not broken down between PVO training
 
and 	small business technical assistance.
 

Training activities include the Jua Kali "entrepreneurship" training, the
 
KAM and KMAP seminars, the Entrepreneurs International Program and REP training
 
of PVO managers. The costs vary widely from a low of $14/day for Jua Kali
 
training to a high of $502/day for El participants. Likewise, on a per
 
participant basis, El participant training costs $8,940 and Jua Kali
 
participant training costs $128. Comparing KAM and KMAP seminar costs, KNAP
 
seminar costs are more than three times those of KAM seminars on a per person
 
basis, and 69% more on a per day basis. While programs differ widely in
 
delivery cost, a substantial portion of the differences cited in USAID unit
 
costs reflect differences among programs with respect to fees charged to
 
participants.
 

Counseling activities include KMAP and IESC counseling. KMAP counseling,
 
despite the use of volunteers, is substantially more expensive than the IESC
 
counseling. This is due in part to the fact that IESC clients defray costs
 
with an average $5350 contribution per consultancy and are further subsidized
 
by an AID/W core grant. KMAP counseling costs also reflect overhead and
 
administrative support services, whereas IESC has other sources of support for
 
those costs.
 

"Technical assistance" refers exclusively to the rural enterprise
 
assistance given in the RPE project through REP and Its PVO grantees. These
 
costs have been much higher in the recent past (see IG audit report), but are
 
now reported to be at around $200 per recipient. Cost per recipient day of
 
assistance is not calculated.
 

A cost efficiency analysis of these activities indicates that training,
 
technical assistance and counseling were provided at an average cost to USAID
 
of $266 per person. Counseling and training-were provided at an average cost
 
of $113 per recipient day of assistance. By this criterion, the most cost
 
efficient activity was Jua Kali training at $12E per person, or $14 per day.
 
The least cost efficient activity was El participant training at $8,950 per
 
person, or $502 per day. In general, training is a more cost efficient
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activity than counseling and technical assistance to rural enterprises because
 

of the use of local resources and economies of scale.
 

2. Actual Outputs/Results
 

USAID has financed the delivery of training or consulting services to
 
5,560 individuals. Seventy-three percent of those assisted are involved in
 
small business activities in rural areas; 3% are urban Jua Kali business
 
owners; 5% are staff of PVOs engaged in small enterprise promotion activities;
 
and 2% are commercial bank officers. Twenty-two percent of individuals
 
assisted received training, 73% received technical assistance, and 4%received
 
counseling under the K4AP and IESC programs. Few individuals or enterprises

received more than one of these types of assistance.
 

The following chart summarizes the outputs of the management and
 
entrepreneurial development component:
 

Persons Days of
 
Intervention assisted assistance
 

Training 1,239 4,430 j/
 
Counseling 244 1,541
 
Technical Assistance 4,077 unknown
 

Total 5,560
 

L/ RPE PVO training reported as technical assistance
 

3. Compliance
 

The training and technical assistance activities undertaken appear to
 
comply with USAID requirements concerning recipients. No specific targets

exist for female participation, and good gender disaggregation data is not
 
available for several projects, but the "gender gap" isstill an issue. Inthe
 
case of El, for example, only 5%of participants were female. Itis impossible
 
to determine which intermediaries are sensitive to the gender issue because of
 
the lack of empirical data. Intermediaries are z'iare of the need to collect
 
this data, but there is no evidence of even one marketing campaign to attract
 
female business owners.
 

Several activities are targeted at "small businesses", although there are
 
widely divergent definitions of what constitutes a small business. Sales,
 
assets and employees are variously used as measures for business size. In
 
general, however, services are being delivered to the "small" businesses as
 
defined by the various measures.
 

Ethnicity data is not being entered into the USAID M&E system for many

projects. In looking at client lists, Asian surnames do occur, but do not
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predominate or constitute a significant proportion of clients compared to
 

indigenous Kenyan clients.
 

4. Constraints to Implementation
 

Constraints to the Mission's management and entrepreniurial development
 
activities relate to the nature of the interventions themselves. Counseling

by volunteer business persons, whether U.S. executives or local Kenyan business
 
managers, is inherently constrained by the availability of volunteers,
 
appropriateness of their experience, and the intensive, individualized services
 
required. Other constraints concern lack of screening procedures for
 
identifying participants, lack of empirical methodologies for assessing

training needs and impacts, focus on business skills (e.g., bookkeeping), lack
 
of follow-up, and general lack of outreach and follow-up capabilities of
 
intermediary organizations.
 

5. Institutional Impacts
 

The current management and entrepreneurial development activities of RPE
 
appear to be of only moderate importance to the intermediary institutions
 
involved, as judged by their efforts to institutionalize these activities. The
 
commercial banks have their own training schools which offer a range of courses
 
to their staff, although the long-term lending training courses offered through

RPE are unique. No training of trainers isoffered to transfer this course to
 
the commercial banks, and the lending activity currently associated with this
 
training is perceived by those interviewed as only of moderate importance to
 
the banks. When questioned about the sustainability of this activity,

commercial bank officers did not feel this type of training would continue
 
without USAID investment.
 

PVOs have several other sources of grant income from donors with less
 
demanding reporting and evaluation requirements than USAID. While this may

lead some organizations to pursue easier funding channels, REP training

assistance is highly valued. Future prospects for offering PVOs training in
 
strategic planning for sustainability could make a significant contribution to
 
the PVO community in Kenya. Training of trainers activities would also
 
contribute to ensuring the sustainability of these activities, and make PVOs
 
less dependent on REP for support services.
 

USAID financing isostensibly making important institutional impacts on
 
the activities and services offered by KNCCI and KAM, not so much because of
 
the level of financing provided, but because of the nature of the interventions
 
and the visibility they offer to the institutions involved.
 

6. Direct Development Imoact
 

Positive sales and investment impacts have been reported by some El
 
participants. For other activities, some changes in business management

practices, acquisition of technical knowledge, skills improvement, and positive

client satisfaction were noted. Across the portfolio, many respondents felt
 
USAID activities are moderately to highly effective, depending on the activity.

Evidence of demand exists for all management and entrepreneurial activities,
 
although in no case did fees charged even approximate the costs involved.
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As noted above, little empirical data is available on the impact of

USAID/Kenya's management and entrepreneurship activities. In principle, it
 
should be possible to measure the development impact of elements of this
 
component. For example, in Malawi MSI compared baseline and two-year post
training data on comparable control and experimental (i.e., trained) groups of
 
business owners. The findings indicated that sales and employment

significantly increased when entrepreneurship training was given.'2 Other
 
factors such as loans, technical assistance, etc., were accounted for inboth
 
populations, leading to the conclusion that entrepreneurship development

assistance had made a significant difference in business performance. Such
 
attribution is typically unfeasible, however, for brief programs with diverse
 
objectives.
 

7. Sustainability
 

Sustainability issues concern continuation of benefits after completion

of USAID support. Sustainability is Judged high, medium or low on a
 
comparative basis given the demand for services, technical capacity to maintain
 
them, and existence of current or potential sources of income to continue the
 
USAID-funded activity.
 

Fees for services is one strategy to ensure continuation of benefits.

KAM, KMAP and IESC currently charge subsidized rates for services related to
 
USAID activities. KAM fees come closer to paying for real service costs than
 
do KMAP and IESC fees, and KAM has 5,300 members. Given this situation, the
 
KAM seminars may be more economically sust; ible. The sustainability of Jua
 
Kali training isjudged low, not because of - .vice demand, which is high, but 
because services are now free and the ability of recipients to pay the real
 
cost of services islow. Other Jua Kali training is taking place in Nairobi
 
on a 200-300 KSh fee basis, which is also inadequate to cover costs. The
 
prospect for sustainability is therefore considered low, unless sustained
 
sources of subsidy can be found.
 

Identification of additional and ongoipr donor or host country support is
 
an acceptable strategy for ensuring sustainability, ifsuch support islikely

to be continued over time. In this regard, the PVOs and KMAP have moderate
 
prospects for continuing benefits due to other donor interest in these
 
activities. KNCCI has high potential for continuing benefits, provided staff
 
continue to be trained to operate the computer system being installed.
 

8. Unplanned Effects
 

The KMAP model has attracted the interest of rural businesses and donors
 
inother African countries. Inthe El program, trainees want to form an alumni
 
support group, possibly under the auspices of KAM, and have transferred
 
technology from the U.S. to individuals outside of the El program. REP has
 
managed to sell training services to outside groups, and many Jua Kali trainees
 
have indicated that they were attracted to the KCB loan program because of
 
training, not loans. KAM seminar participants report training other staff in
 
their businesses (80%) and improving interdepartmental communications (50%) as
 

12 MSI, EntreDreneurshiD Training and the Strengthening of
 
EntreDreneurial Performance (DAN-5314-C-00-3074-00), AID/W S&T, April 1989.
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unplanned effects of the training received. Training and counseling activities
 
of the USAID portfolio have received very positive press coverage, have
 
generated interest in the business community for these services, and have
 
served more generally to promote the private sector and the sponsoring

organizations.
 

9. ODDortunities Identified
 

There were three major opportunities identified. First, the team believes
 
that a number of additional opportunities exist for the Mission to use its
 
management and entrepreneurship portfolio to support Mission objectives inthe
 
area of policy reform and financial markets, and to support a possible new
 
initiative in expo.'t promotion. Second, the team felt that the current
 
portfolio of management and entrepreneurship activities had provided valuable
 
visibility for the private sector in general and the sponsoring organizations

inparticular, and that further attention to that "promotional" objective could
 
provide valuable results.
 

Finally, the team felt that a major unexplored opportunity exists inthe
 
field of entrepreneurship development. By all accounts, the absence of middle
 
and higher level African entrepreneurship represents a substantial brake on the
 
growth of Kenya's private sector. Entrepreneurship is not currently a focus
 
of any of the Mission's ongoing training and consulting activities which have,
 
instead, emphasized information dissemination and mdnagement improvement.

There are no relevant offerings at tne University of Nairobi or at the
 
polytechnic levels despite considerable avowed interest. There have been a
 
variety of efforts by other donors to promote "entrepreneurship" at the micro
enterprise level; but virtually none of these efforts have focussed on the
 
middle and higher level entrepreneurs needed to fuel economic growth. The
 
United States has been a pioneer in developing behavioral approaches to
 
fostering entrepreneurship and would appear to have some comparative advantage
 
in this field.
 

10. Administrative Burden on USAID
 

The management and entrepreneurial component absorbs 620 days of direct
 
hire and PSC staff time in the Projects Office; this is 31% of total days

available. Considering only direct hire time available, this component
 
accounts for 199 person days of USAID time annually, 21% of the tot
administrative effort associated with the overall private sector program.

Thirty-eight percent of the direct hire staff time of the management and
 
entrepreneurial development component is devoted to RPE and REP activities.
 
Forty-one percent goes to equipment procurement and management for a computer
 
system granted to KNCCI.
 

13 
 See Figure 3 for total administrative spent including personal
 

service contractors (PSCs).
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D. CONCLUSIONS AND RECOMENDATIONS
 

1. 	Itwill probably never be possible to attribute direct development impact
 
to relatively modest training and consulting interventions. The rationale
 
for these efforts should cease to be stated interms of direct development

results and should increasingly be seen and planned in terms of:
 
(1)strengthening and enhancing the credibility of policy-relevant

organizations; (2)promoting the image of the private sector more
 
generally; and (3)strengthening the staff and systems of key financial
 
market institutions. As such, training and consulting should be
 
subordinated to the two principal objectives of the private sector
 
program, policy reform and financial market development. The two
 
exceptions to this policy might be a serious initiative in the field of
 
entrepreneurship $zielopment which, ifundertaken, should be expressed to
 
justify itself in terms of direct development impact, and TAT to support
 
a trade and investment objective under a future private enterprise
 
strategy.
 

2. 	Sustainability and self-sufficiency can and should he critical
 
considerations in any continuation of assistance to intermediary

organizations for training and consulting activities. USAID assistance
 
should include help to these organization, where appropriate, in
 
identifying long-term sources of financial support. USAID assistance
 
should, in any event, be of fixed duration.
 

3. 	The RPE and REP project activities should increasingly focus on training

of trainers activities and PVO sustainability.
 

4. 	Local demand for management and entrepreneurial development exceeds the
 
supply of available resources and expertise. In addition, there is
 
evidence of the ability and willingness of clients to pay higher fees for
 
training and consulting services. Jua Kalis, PVOs, and small business
 
owners should be charged training and consultiag fees. USAID should
 
encourage participating institutions to charge fees for services whenever
 
feasible, and to identify alternative means of meeting the financial costs
 
of service delivery.
 

5. 	The absence of targets for female participation has resulted in limited
 
participation by women inmany activities. USAID should reinforce agency

guidelines in this area, and each project should design and conduct
 
marketing campaigns to identify and attract more female clients.
 

6. 	Data being collected on service delivery and impacts of technical
 
assistance and training are not adequate for routine performance

evaluation purposes. USAID should request that intermediary agencies

produce monitoring and evaluation plans and work plans for data collection
 
and analysis. USAID should also assist projects in establishing

evaluation indicators for measuring the impact of their activities on
 
target populations.
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VI. MAJOR FINDINGS REGARDING POLICY DIALOGUE ACTIVITIES
 

This chapter summarizes major findings with respect to:
 

(a) Policy Impact Studies sponsored by the Kenya Association of
 
Manufacturers (KAM) - Element No. 3 of Project No. 615-0238;
 

(b) Policy, Sector and Feasibility Studies sponsored by the Investment
 
Promotion Center (IPC) - Element No. 2 of Project No. 615-0238; and
 

(c) Technical Assistance and other Policy Dialogue Activities in
 
connection with Commodity import Projects (CIP)--various elements of
 
Projects Nos. 615-0213 and 615-0240.
 

A. OBJECTIVES AND STAGE OF IMPLEMENTATION
 

The objective of these activities is to sugport the golicy development
 
process by providing foreign exchange needed to implement structural adjustment
 
programs, and by financing studies and technical assistance required to
 
articulate and implement policy reform strategies outlined inSessional Paper

No. 1 of 1986 on Economic Management for Renewed Growth and other relevant
 
policy statements by GOK.
 

Secondary objectives aim at institutional development of several types.

For example, assistance is provided to build the Investment Promotion Center
 
(IPC) into an effective instrument for mobilizing foreign and local investment,

for accelerating the approval and start-up of investment projects, and for
 
advising government on practical steps to improve the policy environment. In
 
this sense, the IPC isan instrument for policy dialogue. Other institutional
 
objectives, all of which are recognized to require several years to complete,
 
are: (I)streamlining of import licensing Drocedures; (ii)strengthening of
 
KAM's capacity to prepare useful policY-apers for Government consideration;

(iii) establishment of a computerized information system in the Ministry of
 
Financ; (iv)reactivation of private marketing and distribution channels for
 
agricultural chemicals; and (v)inauguration of an effective Capital Markets
 
Development Authority along lines first recommended by the Central Bank in a
 
report prepared with assistance from the International Finance Corporation in
 
1984. Such long-term institutional objectives are more important than
 
individual studies or other activities, which are undertaken mainly as steps

toward institutional maturity.
 

These projects are invarious stages of imolementation:
 

(a) Insome ways the Commodity Import Projects can be considered most mature,
 
since the first such project was started in 1983 and its funds are more
 
or less fully committed. Similarly, licenses have been issued against the
 
full amount available under Project No. 615-0240 although some of these
 
will not be used, and therefore are likely to be cancelled and
 
reallocated. Studies and other technical assistance financed by these
 
projects are mostly long-term and much of the work isnearing completion

(including the present phase of the decentralization of planning processes

and computerizing Ministry of Finance information functions).
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(b) The program of studies sponsored by KAM is on schedule at a rate of two
 
studies per year. The first two were completed and widely distributed in
 
1988 and are expected to have some impact on budget decisions to be
 
announced in June 1989. Two additional studies have just been
 
commissioned for 1989. KAM has a well developed system for picking

topics, monitoring the progress, and disseminating study findings.
 

(c) The IPC is inthe early stages of its development and just within recent
 
months is beginning to pick up momentum in its activities and
 
effectiveness. Its first study, on Export Processing Zones, is being

commissioned as part of an ambitious 1989 work program. USAID financed
 
a recent (February) study tour to Santo Domingo, New York and Ireland,

which provided a compelling vision of IPC possibilities. This has had an
 
energizing effect on senior management. Staff isbeing added and trained
 
to handle the heavy work load assigned to the center.
 

B. DATA COLLECTION METHODS
 

Given the very short time available for this aspect of the evaluation,

the team has relied mostly on reports inA.I.D. files, interviews with IPC and
 
KAM officers and staff, discussions with HIID and other consultants, interviews
 
with businessmen, and experience with similar projects inother countries.
 

Policy dialogue activities are fairly easy to identify as far as IPC is
 
concerned, where the entire institution is devoted to implementation of the
 
GOK's determination to create an environment hospitable to private investment
 
and specific studies are simply a small manifestation of that larger purpose.

Similarly with KAI4, studies to enhance the quality of policy discussions in
 
Kenya are clearly distinguished from training seminars. The evaluation team
 
experienced more difficulty unravelling policy dimensions of Commodity Import

Projects (CIP); data separating import financing from technical assistance was
 
not immediately apparent from Status Reports but was eventually sorted out in
 
interviews. Policy discussions inconnection with import programs do not seem
 
to be well documented, cover a very wide range of issues and also involve the
 
allocation of budgetary counterpart funds in Kenyan Shillings. Under the
 
circumstances, it has been difficult to trace effects with precision.
 

C. FINDINGS
 

C : The first two KAM sponsored studies cost about $70-75,000 each,

after allowing for advertising the RFP and printing the final reports. Later
 
reports may require larger allocations as more complicated topics are taken up

and inflation continues to increase nominal prices. IPC had expended very

little of the funds allocated to itas of the time when the evaluation team was
 
inKenya. The $8 million provided for technical assistance in the first CIP
 
has been largely disbursed; most of the $6.2 million provided under the second
 
project iscommitted for long-term services running into 1991.
 

OutDuts: KAM is a well-established organization and is keeping to its
 
schedule of two studies per year. IPC has had teething troubles which may.

have been overcome. Its main impact on policy -- both as the implementing 
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agency designated by GOK to provide prompt one-stop service to investors and 
as a source of new ideas for accelerating development -- will be inthe future. 
Surveys suggest that the CIP has enabled beneficiaries to increase employment
significantly and to increase production by an even greater percentage. 
Technical assistance financed inconnection with these projects is considered 
very useful by agencies to which consultants are assigned, a Judgement with 
which the evaluation team concurs on the basis of its limited observation of 
results. More generally, the team finds that policy studies, institution 
building and import financing have all been well received by private sector 
participants as well as by government officials. 

omnltjne: The evaluation team found no significant instances of
 
non-compliance. It isprobable that thL Capital Markets Development Authority

(CMDA) will not be functioning fully by June 1989, partly because some measures
 
of deregulation in the financial sector, expected to be announced with the
 
budget in June, will have to work themselves out before new financial
 
instruments can be introduced effectively. The Mission is already aware of the
 
possibility of that delay. The important thing is that steady progress is
 
being made toward establishing the CMDA, which will require several years to
 
develop operating procedures and to build a body of sound operating traditions.
 

Constraints to implementation: The principal constraint to implementation
 
of policy studies in Kenya is scarcity of professionals with exDerience in
 
policy analysis. A related problem is the lack of familiarity with such
 
analysis ingovernment and therefore uncertain demand for it. These manpower

constraints can only be overcome partially by importing short-term advisors.
 

The constraint shows up initially inthe limited extent to which adequate
 
Terms of Reference can be framed to specify key policy issues and pragmatic
 
options for dealing with these (as compared with more theoretical issues
 
describing inefficiencies associated with price controls or import licensing

worldwide or "inprinciple"). Short-term advisors, unless they have lona Drior
 
experience inKenya, are severely handicaDDed indefining practical, real-time
 
Kenyan problems, in articulating realistic options for dealing with such
 
problems, and inpositing "atheory of the case" once a problem is identified.
 

Fortunately, USAID has often funded long-term advisors who can support
 
and coach the relatively small number of short-term experts which the present
 
system can absorb. It is also fortunate that advisors bring to their
 
assignment a tradition of emDirical research, a persistent curiosity determined
 
to discover in the field whether, for example, interest rates ceilings do in
 
fact lower the cost of borrowing for small businessmen inremote areas, as is
 
the stated intention of government. This type of policy analysis takes the
 
discussion of policy options from the realm of theory (what works in an
 
American "liberal capitalist" system) and addresses proven local needs. It is
 
this emphasis on empirical analysis, along with the willingness to test
 
theoretical models against contemporary local political crosscurrents, that the
 
practice of modern "policy analysis" brings to Kenyan problem solving.
 
Continued funding of technical assistance that contributes sound policy
 
analysis skills will contribute directly to resolving current policy reform
 
problems and will also strengthen the analytic capacity among Kenyan
 
professionals. Creating a tradition of sponsoring such studies at IPC and KAM,
 
as well as in key government planning agencies, can contribute further to the
 
relaxation of this constraint.
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Another general constraint inconnection with CIP and other policy reform
 
efforts is that USAID's contribution is Dart of a laraer pool of resources
 
mobilized by the GOK, partly with assistance from the Consultative Group, and
 
that all development assistance is only part of on even larger pool of
 
resources available to finance imports and investment. The effectiveness of
 
this very important aid from the United States can be either enhanced or
 
limited by movements in Kenya's terms of trade, any weather-induced boom or
 
set-back to local production and revenues, and the actiohis or regulations of
 
other donors. Thus, a $15 million grant could finance about I percent of 1986
 
or 1987 imports to Kenya at FOB values (and substantially less than 1 percent

of imports at their CIF values arriving inMombasa); looked at another way, a
 
1 percent increase in the average price of imports (or a 1-1/2 percent decline
 
inthe average price of Kenya's exports) would counterbalance the effect of a
 
$15 million grant. There isno doubt that CIP-type assistance isvery valuable
 
to the Kenyan economy; but donors are constantly aware that the usefulness of
 
their aid can be multiplied or undermined by the actions of others and the
 
vagaries of the market over which neither they nor the GOK have any direct
 
control.
 

Institutional impacts: The Evaluation Team noted the following

institutional impacts already realized:
 

(a) Import licensing has been streamlined and papers are often processed more
 
expeditiously than inthe past; also, regulations are announced in a
more
 
timely fashion and the list of imports licensed "automatically" has
 
gradually expanded.1'
 

(b) The availability of fertilizer to farmers has increased significantly, and
 
the network of private distributors is being expanded and revitalized.
 

(c) The Nairobi Stock Exchange is showing sians of vitality and expansion.

Other developments foreshadow the emergence of more sophisticated and
 
diversified capital markets and financial instruments during the next few
 
years.
 

(d) The IPC has adopted an ambitious work grogram for 1989 and has begun to
 
track new investment proposals, especially where manufacturing inbond for
 
export is proposed, with a view to establishing itself as an effective
 
agency providing a fast, one-stop investment expediting service.
 

(e) The KAM has established itself as a major contributor to formal Dolicy

dialogue between government representatives and the private industrial
 
sector with the publication and widespread distribution of two studies in
 
1988 and the commission of two more in 1989.
 

(f) A computerized information system isworking inthe Ministry of Finance.
 

14 Much of the progress on import licensing isattributable to efforts
 
under World Bank programs with the GOK.
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Several institutional goals - the complete delicensing of imports, removal 
of remaining price controls, deregulation of interest rates, and similar 
reliance on market forces - lie some years inthe future; similarly, a program
of policy studies financed by both governmental and private sources without 
external subsidy seems unlikely to develop without several more Years of 
experimentatiot funded in part by USAID, the World Bank and similar sources. 

Direct development impact: Given the early stage of policy studies at
 
this time and the diffuse or indirect nature of impacts from imports and policy

changes, the Evaluation Team found no satisfactory way to ttribute Jobs,

sales, investment, or other measurable "outputs" directly to elements of the
 
policy dialogue supported by this grouD of projects. There is reason to
 
believe that impacts have been positive, but it has not been possible to
 
quantify these benefits. Nor is it possible to attribute particular

improvements in policy to individual interventions within the USAID program.

Policy change is a long, often tedious process, in which many hands play a
 
part. Even when the evaluator can trace a particular announcement to a
 
particular document, it is dangerous to attribute a causal relationship, let
 
alone to allege a single causal influence. One of the most useful roles policy

analysts can play is to give voice to options that leaders have already

indicated they favor; isthe analyst's report or the Minister's predisposition

"the cause" in such instances?
 

Sustainability: It is too early to assess the sustainability of policy

reform trends by the GOK. The current import regime depends heavily on aid;

but that aid itself ispredicated on the GOK's conviction that Itwill suDport
 
a difficult adjustment process, designed to make the Kenvan economy self
suDporting in future. Similarly, the present program of policy studies
 
undertaken by KAM implies a longer-term commitment to such studies to be
 
financed in future by KAM's membership and other audiences for those studies.
 
Equally, the IPC mandate from government isbroad and important. But itwould
 
be premature to say that all the policy-related activities currently subsidized
 
by USAID as part of its private enterprise development program will be
 
sustained when USAID funding ends. What one can say is that continuation is
 
a reasonable probability if these next few experimental years establish
 
aDDroDriate traditions and give continued evidence of the value of the work
 
that isbeing subsidized in its pioneering phase.
 

Unplanned effects: The Evaluation Team observed few unplanned effects.
 
One paradox of commodity aid should perhaps be noted --namely, that there is
 
occasionally a tendency for government to defer reforms until they are offered
 
as part of a policy bargain. It has also been observed by some participants

that governments resist "conditions" when they feel donors are going to approve

projects anyway because of program and budget pressures. Clearly, the most
 
successful policy reforms are based on a common understanding of the issues
 
involved and the resources needed to carry out change. Images of "arm
twisting" may read well in the press but rarely have a meaningful place in
 
discussions between two sovereign nations, especially when one has long-term

responsibility for the stability and welfare of its society and the other is
 
trying to provide resources needed to achieve development objectives to which
 
it believes the first party is already committed.
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One danger of external support for import liberalization, observed in
 
other countries as well, is that donors enjoy running their orograms

efficiently, they relish the interaction with beneficiaries and they are
 
reouired to imoose their own administrative controls on the process even while
 
uraing recipient countries to abandon such controls. In the excitement and
 
satisfaction of good management of an ambitious and complex program, all
 
persons involved will forget from time to time that the purpose of the exercise
 
isto eliminate controls not simply to make them more efficient.
 

Ooortunities identified: Financing from Kenya's development partners,

including USAID, to increase imports of essential production commodities has
 
verified the possibility of increasing industrial anu agricultural outputs and
 
exports (as well as employment, albeit by a smaller percentage) by providing
 
more inputs and thus making better use of existing capacities. The
 
opportunities for further financing of this type must be given high priority

in programming assistance for the next 3-5 years at least. Similarly,

opportunities to analyze current projects and other economic development

experience to identify new project financing opportunities and to seek ways to
 
relax policy constraints will continue for many years.
 

Several specific and immediate possibilities become apparent to the
 
Evaluation Team and deserve further conversation between GOK and the Mission.
 
All of those listed here require more study than the evaluators had time for
 
before they can be described as firm prospects.
 

(a) There seems to be a natural linkage between programs to decentralize
 
develooment planning and efforts to Dromote small enterprises; this
 
linkage among credit, training and other projects at the District
 
level should be made more explicit.
 

(b) Similarly, it will be beneficial to link IPC plans for regional

investment seminars, starting inKisumu. more directly with District
 
Development Planning activities.
 

(c) Given the prospect of further steps being taken soon to relax
 
regulations governing interest changes, it seems to be a matter of
 
some urgency to study how new interest structures are likely to
 
imDact on target entergrises and also how they may affect incentives
 
to Darticiating lending institutions in orograms targeted for
 
smaller industries. There may be possibilities to use USAID
financed pilot projects to test the likely effects of future
 
alternative interest regimes.
 

(d) Widespread determination to accelerate the development of smaller
 
enterprises has given new life to various organizations, some of
 
which may provide useful channels for servicing this segment of the
 
economy. For instance, the Kenya Small Traders Society has
 
instituted a savings scheme among the members, which may provide a
 
pool of funds to mobilize for small-scale manufacturing. Another
 
possibility mentioned to the Evaluation Team isthe Harambee Savings

and Credit Society, which isreported to be channeling a fairly large

flow of Nairobi-generated savings to a variety of small but important
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investment projects in the hinterland. Preliminary ideas such as
 
these obviously call for much careful study before they can be
 
identified as having serious new project potential.
 

(e) Based on the experience of similar organizations inother countries,
 
itseems probable that IPC could benefit from inhouse access to more
 
long-term consulting services. Foreign investors are likely to seek
 
conversations with knowledgeable expatriates before making locational
 
decisions; and there are many relatively minor tasks and issues on
 
which the IPC Managing Director might wish for advice and assistance
 
without going through a complex contracting process. Such assistance
 
might quicken the pace of activities and further strengthen the
 
prestige of IPC within GOK.
 

(f) As new policies are Implemented (for example, inconnection with the
 
proposed Capital Markets Development Authority) a host of new and
 
fairly specific training and study needs will be identified to assist
 
inmaking particular new measures operationally effective.
 

(g) There seems to be an opportunity to link proect experience even more
 
closely with policy analysis and policy institution building. If a
 
policy committee does not already exist within the Mission, itwould
 
seem useful to establish one. Such a "committee" would further
 
strengthen efforts to inform all Mission personnel of current policy

emphases of GOK (and which of those are of greatest interest to
 
donors) and to encourage practical feedback from specific project

experience toward defining the next generation of practical policy
 
studies.
 

Administrative Burden: The administrative burden within USAID/Kenya of
"policy study" activities seems to have been minimal. 
 To date IPC institution
 
building, including commissioning an initial study regarding the potential of
 
Export Processing Zones, and interactions regarding KAM-sponsored studies, are
 
reported to have required very modest inputs of time from Mission personnel in
 
Nairobi. While one professional spends full time on CIP projects, her tasks
 
are focused more on facilitating import licensing, coaching about how to
 
arrange complementary banking facilities, and providing advice omi U.S. sources
 
of supply than on policy issues. Much of the macro-policy work, including

liaisons with other donors as well as senior officers of ministries and of the
 
Central Bank, is handled by the Director and his Program Office and has not
 
been recorded by the Evaluation Team.
 

Althouah it may not be necessary to devote more staff time to policy
elements of projects in the future. it could be useful to do so. The
 
Evaluation Team sees opportunities to provide better focus for some studies
 
before they are commissioned and to ensure that both IPC and KAM studies state
 
realistic policy options clearly, along with pros and cons for each major

option. In some instances it will be useful to develop a theory of the case
 
before commissioning research or analysis. In all instances, it will be
 
advisable to participate in framing the empirical research needed to define
 
issues and options more clearly. Given the increasing emDhasis of GOK on
 
imDlementation of practical -roarams to carry out the general principles and
 
private sector emphasis of Sessional Paper No. 1 of 1986, it would seem
 
appropriate for the Mission to continue to strengthen its policy analysis and
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program formulation capability. In any Phase I! program it may be useful tc
 
provide "coaching" services to strengthen all aspects of policy analysis b)

assigning these tasks to a long-term contractor rather than diverting Mission
 
personnel to these tasks. It is also expected that project financing will
 
continue to be used to test new ways of providing support to Kenyan
 
entrepreneurs as well as to provide training to managers of institutions that
 
are expanding their services to the private sector and to investment activities
 
outside the Nairobi-Mombasa corridor.
 

D. CONCLUSIONS
 

The terms "policy dialogue" and "policy analysis", when used in USAID
funded projects, cover a wide variety of activities. Original research is
 
included at one end of the spectrum, and direct conditionality isat the other,
 
with pilot projects to test new program proposals falling somewhere inbetween.
 
Given the relatively liberal policy environment in Kenya, and the U.S.
 
Government's interest in sustaining long-term positive relations with the
 
Kenyan Government, the aim in such policy dialogue activities should be to
 
foster an active, open pragmatic dialogue regarding significant issues. Where
 
such a dialogue exists, USAID can play, and has been playing, a constructive
 
role. But the most significant dialogue is among ooints of view within Kenya.

riot between Kenya and USAID.
 

Policy dialogue is an essential and useful complement to Droject and
 
commodity financing activities. Policy analysis is particularly useful when
 
it takes the form of empirical research regarding the impact of governent

policies (and USAID-assisted programs) on specific enterprises and localities.
 
The Evaluation Team was therefore not surprised to hear reports that very

senior politicians have been particularly influenced by results of surveys

reported by KAM and others.
 

Just as there are many types of "dialogue" and "studies", there are also
 
many pockets from which to pay for them--both within the USAID program and
 
considering all multilateral and bilateral financing available to Kenya.

Similarly, there are many ways to influence and to assist inDolicv formulation
 
and imDlementation. Some of these ways are reflected inbroad discussions of
 
macro-policies, which provide the context for all assistance but are
 
particularly relevant to commodity import financing; inother instances, it is
 
more 
appropriate for the Government to seek USAID support for experimcital
 
programs (e.g., credit for smaller industries), which after fine-tuning in a
 
project context that can later be replicated on a wider scale. Insome cases,

the appropriate mode is a more academic study that lays out facts, analyses,

and their implications, and then suggests an agenda for government officials
 
to consider as they frame new policies and programs.
 

Leaders of the GOK, and officials working with them. already know the
 
general thrust of USAID greferences and opinions --the relative efficiency of
 
free markets, the need to limit population growth, the productivity of a
 
healthy private sector, and the advantages of encouraging export sales and
 
investment by foreigners in Kenya. These points of view have been advanced
 
officially inthe oft-quoted Sessional Paper No. 1 of 1986 and are incorporated
 
more recently inthe Development Plan for 1989-1993. There issome impatience

with repeated "advice" on these points, which isbound to be misunderstood as
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preaching. By contrast there isa great hunger for "show how", that isto say,

for collaborative work that identifies and tests pragmatic steps to relax well
recognized constraints and defines practical ways to move toward mutually

understood and accepted objectives.
 

An effective "policy dialogue" supported by successful projects is
 
possible only when there isalianment on purooses and a willingness to trust.
 
Moreover, most useful dialogue is buttressed by personal relationships of
 
mutual respect and understanding, which then influence the quality of relations
 
between the principal agencies concerned.
 

There remains a scarcity of empirical Rlicy research in Kenya, studies
 
that examine the realities of business and town or village life to discover
 
the underlying policy issues and to clarify both the pros and the cons of
 
various options for action. There continues to be an appetite for the proper

structuring of questions and for stating objectively the advantages and
 
disadvantages of alternative action plans; USAID has the oDortunity to satisfy

this need in selected cases and thus to establish a standard for studies which
 
will be available for imitation and dissemination for many years to come.
 

Highly complex agreements are rarely understood by all concerned Darties
 
and almost never understood in a common way. Although admittedly handicapped

by the very short period of its field work, the Evaluation Team, in its
 
interviews with Kenyan businessmen and officials, found little awareness of
 
specific conditions and policy understandings incorporated inmajor assistance
 
projects. There is much discussion of "conditionality" generally, but very

little appreciation of particular issues and concerns. Itwill be useful in
 
the future to continue a wide-ranging general discussion in support of
 
government policy reforms and specific measures considered urgent by World Bank
 
and IMF experts; but at the same time it will be desirable to be highly

selective inpoints tied to the disbursement of funds under specific grant or
 
lending agreements.
 

E. RECOMMENDATIONS
 

This Evaluation has confirmed the value of USAID's diverse program of
 
policy-conscious support of Kenya's structural adjustment program and
 
recommends continuation of assistance in creating an increasingly favorable
 
climate for both local and foreign investors, as called for by President Daniel
 
Arap Moi in his forward to the Development Plan ]989-1993. "The Plan
 
challenges Kenyans to cultivate an entrepreneurial spirit which revolves around
 
dynamism, inventiveness, innovation, initiative and a propensity to take risks.
 
Entrepreneurs and businessmen react to the signals present in the business
 
environment. Government will, therefore, create an environment which is
 
conducive and rewarding to entrepreneurs and which will generate a climate
 
favorable to both local and foreign investors inorder to foster the necessary

meaningful transfer of technology and creation of jobs..."15
 

15 Development Plan-]989-1993, p. 39
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Within this framework it is appropriate that USAID continue its support

for the commodity import program, which is so essential to making full use of
 
existing productive capacity, although the dollar amounts earmarked for this
 
purpose can be reduced as Kenya's export earnings grow. In the Judgement of
 
the evaluation team it will be even more important to continue actively to
 
assist with a program of studies and advisory services focused on establishing

the "enabling environment" which all parties recognize as necessary for
 
sustained economic expansion.
 

The Evaluation Team recommends that the Mission continue to strengthen

its Dolicy capabilities not only by the appointment of new staff and the
 
further analysis of recent project experience but also by commissioning its own
 
studies of important policy issues inselected cases and continuing to revise
 
internal management procedures inways that give additional attention to policy

questions, especially those which are raised out of experience with particular

USAID financed projects.
 

Continued emphasis on empirical studies and the formulation of pollcv

options is recommended. To the extent possible, the Mission should strive to
 
ensure that studies it finances are models that can be imitated by others in
 
the future. This mandate will include "little" things like an executive
 
summary and bibliography for each study; it will base recommendations on
 
empirical observations; and itwill recognize that there isoften more than one
 
solution and that political factors must be taken into account before
 
implementation schedules are announced. Inshort, studies will aim at policv
-a realistic plan of action to create elements of an environment in which
 
economic forces drive toward growth and equity--not at theoretical neatness.
 

Few projects work out exactly according to plan. Moreover, several
 
activities inthe private enterprise grogram are intended as experiments to be
 
revised on the basis of initial experience before replication on a larger

scale. Policies can be tested ina very practical way through these projects,

which may therefore need to be renegotiated as experience accumulates. If,for
 
example, a credit project ishandicapped by an unrealistic ceiling on interest
 
rates, the USAID Mission inKenya should be encouraged to bring such evidence
 
to the attention of government- -regardless of whether it favored higher or
 
lower rates when financing was first negotiated.
 

The Mission isurged to keep agreements simple and focused on major aoals
 
and objectives. The proposed mechanisms for achieving these goals are
 
important pieces of back-up information but can be recognized from the start
 
as likely to require mid-course adjustments inresponse to experience.
 

Itisrecommended that mechanisms be strengthened. both within the Mission
 
and between GOK and USAID, for auarterlv or semi-annual review of project

experienc in order to distinguish (i)which original undertakings will need
 
to be enforced more actively, (ii)which might best be revised, (iii) what
 
previously unforeseen (or unhandled) policy constraint ispreventing desirable
 
results, and (iv)how such concerns are most effectively conveyed to project
 
partners. Without some such regular review and consultation mechanisms the
 
lessons of experience cannot be exploited promptly or fully.
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Policies can limit the effectiveness of Drojects--and when revised, may

eliminate the need for some Drojects. Similarly, as noted earlier, experience

with some projects can point to policy constraints that are becoming ripe for
 
action. All Drojects should be reviewed for Dolic ItmDlications from time to
 
time. Commonly, the exigencies of project management preclude this and some

special review procedures may be necessary to encourage project managers and
 
Mission programmers to stand back from project details periodically and to
 
search for broader lessons and implications.
 

The Evaluation Team found some instances of misunderstandings about USAID
 
policies and "conditions" which are potentially damaging to the projects, to
 
the possibility of constructive policy dialogue, and even to the reputation of
 
the United States. Because misunderstanding and misinformation are inevitable,

it will require constant vigilance to ensure that people generally, and
 
influential people in particular, know (i)that USAID does nt insist that
 
interest ceilings of any kind, let alone unrealistic ceilings, be imposed on
 
loans to small enterprise and (ii)that surplus U.S. fertilizer isn dumped
 
on Kenya at exorbitant prices.
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VII. 	 MAJOR FINDIKGS REGARDING THE USAID/KENYA
 
MONITORING AND EVALUATION SYSTEM
 

A. INTRODUCTION
 

The scope of work called for the Team to review the existing dBase program

maintained by the Projects Office and assess its ability to provide answers to
 
the questions of project managers and the division chief on private sector
 
program management and impact. The consistency, comparability and relevance
 
of data collected, and its utility in measuring component and program impact

using the dBase program, were also to be reviewed. A review of the existing

level of 	ability among professional and support staff with regard to inputting
 
and accessing this data was aiso requested.
 

The Team was charged with developing recommendations in the following
 
areas:
 

- data collection
 
- data input systems
 
- staff training
 
- the system itself
 
- reports which can and should be generated by the M&E system
 
- scope of work for additional programming as needed.
 

There are a number of underlying assumptions about the system and its
 
operation on the part of USAID/Kenya which should be noted. First, one key

assumption appears to be that the dBase program is the single tool inwhich
 
collected data will be entered, manipulated for reporting purposes, and from
 
which reports will be prepared on clients served to assess the direct
 
development impact of USAID's private sector program. Second, the system as
 
currently operated presumes that the data can be Fitered into the system at the
 
secretarial level and that the reports needed will be generated on demand
 
through the professional staff member incharge of the system.
 

The nonitoring and evaluation system should be continued with a software
 
program as the "system". Inthis context, the "system" includes an organized

method of collecting data from clients, implementing agencies and project
 
managers. This data may be used by component and project managers to monitor
 
progress over time, and for the program managers to be able to make comparative

and evaluative assessments about similar interventions. Any monitoring and
 
evaluation reports should be complementary to the semi-annual PIRs.
 

By placing primary responsibility for data gathering and analysis with the
 
implementing institutions, managerial capacity could be enhanced while reducing

the administrative burden on the Mission. In practice, however, most of the
 
analysis has been left to USAID, thus diminishing the potential institutional
 
development impact of establishing a monitoring and evaluation system.

Institutional goals would presumably be better served by an approach that
 
included project managers working with implementing institutions to develop

their capacity to gather, maintain and analyze data with routine periodic
 
reports to USAID.
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B. CURRENT SITUATION
 

1. Hardware
 

At present there is no hardware dedicated to the operation of the M&E
 
system. The database system is diskette-based and can therefore run on any

IBM-compatible machine. Other computerized spreadsheets and schedules that are
 
used to manage the PED program are also located on diskettes maintained by

individual project officers.
 

While systems managed by individuals are better maintained on diskettes,
 
the database system has program-wide use and therefore should be as accessible
 
as possible. The portability of a diskette-based system is a useful feature,
 
but. itdoes have its drawbacks. Among these are the fact that:
 

- starting the system is a cumbersome and slow process
 
- data manipulation (e.g. sorting, indexing, etc.) takes a long time
 
- the size of the data files is limited by the diskette capacity
 
- diskettes are more susceptible to being damaged or misplaced.
 

2. Software
 

The M&E database program is developed in dBase III, a widely used and
 
powerful database programming software package. The system was designed in
 
1988 by USAID/Kenya personnel in res onse to an AID/W handbook guideline

requiring missions to focus on monito ng and evaluation of their programs.
 

The designers of the system focused their attention on the requirements

of each project officer in managing projects and tried to consolidate these
 
individual requirements into the system. As a result, the databases are large

and cumbersome to maintain and are not easy to understand or use.
 

The system also does not appear to be fully completed. It currently is
 
composed of a series of discrete database files only. No programs have been
 
written to assist with data entry or report extraction. No date of entry on
 
baseline data is provided, making it impossible to determine the currency of
 
the data or when it was last updated. In addition, the current system has no
 
password or other protective device for guarding against the inadvertent
 
deletion or alteration of data.
 

At the present time, potential users must have at least a basic knowledge

of dBase inorder to use the system in its simplest form. Any complex report

.production requires the assistance of aL experienced dBase programmer. This
 
weakness in-the way the current software is presented partially defeats the
 
purpose of the system and has contributed to its lack of acceptance and use
 
apiong USAID staff.
 

3. Ooerating Procedures
 

There are basically three activities in the M&E operating cycle:
 

- data collection
 
- data input
 
- report production
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Data collection isthe responsibility of the intermediary agency. Client

baseline data is to be collected when the client receives the "service" and 
should be submitted at the time the "service" is provided. Although these 
requirements are stated in the contractual agreements between USAID and the
 
intermediary agencies, they are often not adhered to. Data isfrequently late,
 
of poor quality, incomplete or non-existent. Intermediaries that are
 
particularly poor are commercial banks and government agencies. Xnterviews
 
indicate that among the reasons for this are inadequate training, lengthy and
 
complex form design, and inadequate follow-up and enforcement from the Mission
 
in the event of non-compliance.
 

When the system was first designed, USAID provided data input forms to the
 
implementing agencies for their use incollecting and supplying data to USAID.
 
The data collection forms were not accompanied by a set of instructions, nor
 
did adequate training take place to instruct the implementing agencies intheir
 
use. They are also long and complicated. This ismainly as a result of trying

to make the system collect all data relevant to managing each project. The
 
administrative burden on the intermediaries in completing these forms has led
 
to a poor response rate, particularly from banks. Another major problem with
 
data collection is that the meaning and measurement of certain fitlds of
 
information are ambiguous (e.g. are sales cash, credit or both?; do assets
 
value land at current market value or at the time of purchase?) Thus the
 
integrity and comparability of the data that is found in the M&E system,

particularly regarding some of the small business statistics being gathered,
 
is suspect.
 

Data input isdone by Office of Projects staff. Originally one secretary
 
was designated to perform this task but she has since left. CiUrrently input

isdone by officers or other secretaries familiar with dBase and as a result
 
there is no continuity. Another problem with data input is the. lack of
 
validation. With standard dBase input screens, data fields can be filled with
 
any characters. The database files now have several cases of irregular data
 
(e.g. the same ID Service Code has sometimes been entered as SON0 and sometimes 
as SO00) which affect its integrity for reporting. 

Report production is also done by USAID staff. Typically, officers who
 
require reports request a secretary who isfamiliar with dBase to produce them.
 
This practice works well for simple listings but isnot geared for analysis or
 
for reports where multiple files need to be accessed. For example, it isvery

difficult to track multiple services to the same client or company.
 

Although a documentation manual does exist, it serves mainly as a guide

to the structure of the system and the various data collection forms. Itdoes
 
not provide instructions on how to enter data, print reports, etc. Thus itis
 
very difficult for a new or non-dBase user to utilize the system without
 
extensive hands-on training.
 

4. Staffing and Training
 

Of the 11 professional staff and four secretaries in the Office of
 
Projects, only two secretaries and three professionals are familiar with the
 
dBase system. With the exception of perhaps one secretary and one professional

(soon to transfer to AiD/W), the competency on the software program is low.
 
This has been a major constraint in establishing and using the M&E system as
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designed. The professional staff member who is charged with the overall
 
responsibility of managing the program, one other professional and one
 
secretary only received training on dBase III+ in December 1988. Following

that training, the two newly trained professionals reviewed the dBase program

and found itto be cumbersome. Their conclusion was the system, as originally

designed, was administratively burdensome to USAID and not utilitarian at the
 
component, project or program management levels.
 

There are presently only two officers who are conversant with running the
 
M&E database system. Inaddition, one secretary who isfamiliar with dBase is
 
sometimes used to extract data. This lack of familiarity among staff Is
 
another major contributory factor to the under-utilization of the system.
 

There has been no significant training for Mission staff on how to use the 
system. To date, training has been limited to the two officers attending a 
dBase course and some on-the-job self-instruction. 

Training has been provided to personnel in some of the intermediary
institutions on how to collect data and complete the data input forms.
 
However, as staff inthese institutions move, the knowledge they have acquired

often does not get passed on to their successors. As a result, data collection
 
becomes irregular and of poor quality.
 

C. CONCLUSIONS
 

Hardware
 

1. The speed of processing isconsiderably slowed by running the system off
 
of diskettes.
 

2. The lack of a fixed but accessible location ispartly responsible for the
 
under-utilization of the system.
 

Software
 

3. Current operation of the M&E database system requires a relatively
 
advanced skill level indBase III+, a fact which restricts the use of the
 
system.
 

4. The integrity of the data being captured is not very good due to lack of
 
validation at the time of input.
 

5. The current M&E software needs considerable modification inorder to make
 
the system more functional and usable for USAID personnel.
 

6. Report production islimited to simple listings of the various data files.
 
Useful formats that include page breaks, totalling, etc. are difficult to
 
produce.
 

7. The size and structure of the database files are cumbersome to maintain
 
and access .nthe requirements of the system.
 

8. The client databases provide no date of entry on baseline data.
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Dta 	Collection
 

9. To various degrees, intermediary organizations find USAID data
 
requirements burdensome and confusing.
 

10. 	 The commercial banks have neither the interest nor current capability to
 
gather impact information on clients served. They do, however, have the
 
capability to improve their baseline reporting with appropriate assistance
 
from USAID.
 

11. 	 Component managers generally have enough information gathered through

their own personal information systems and through the PIRs to track
 
compliance on individual project activities and track progress on
 
institutional development issues.
 

Data[nput
 

12. 	 Data being reported by intermediary organizations to USAID is not being
 
inputted in a consistent and accurate manner.
 

13. 	 The current system does not provide a protective mechanism for guarding
 
against the inadvertent deletion or alteration of data.
 

14. 	 The data entry instructions for inputting the data are extremely long and
 
many fields are not necessary for all clients.
 

Report Production
 

15. 	 Beyond a descriptive listing of clients and intervention data, no
 
reporting formats have been designed or programming done to make
 
statistical calculations for program-level evaluation. With the
 
programming assistance, the dBase system has the capability of providing

this information.
 

16. 	 Simple but well-structured reports on various program-wide statistical and
 
compliance data should be regularly produced from the combined sources of
 
the dBase III+ client database and individual project management files
 
maintained by component managers.
 

Staffina and Training
 

17. 	 Lack of trained staff and insufficient understanding of the capacity and
 
potential of the current dBase system has contributed to its under
utilization.
 

D. RECOMMENDATIONS
 

Overall
 

1. The dBase system should only provide essential information for the
 
purposes of frequency counts, programmatic evaluation and comparison.
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2. Sources of data outside the dBase system (e.g. compliance issues,
 
institutional development, etc.) developed by the project managers and
 
implementing agencies should be supplementary as a means of further
 
explaining and modifying conclusions reached by the dBase analysis.
 

Hardware
 

3. In order to make the system more accessible and to give it a sense of
 
identity, the M&E database should be installed on a machine with a hard
 
disk drive. The computer should ideally be dedicated to the M&E system

and be located ina generally accessible place within the Projects Office.
 
Additional benefits of this approach would include:
 

- much larger capacity for storing data records
 
- quicker start-up, data manipulation and report production
 
- better security (when coupled with appropriate back-up procedures)
 

Software
 

4. The database files should be scaled down to include only data that iseasy
 
to collect and isuseful on a program-wide basis (i.e. they should not be
 
designed to manage individual projects).
 

5. A program that is user-friendly and menu-driven (see sample inAnnex 6)

should be written to act as an interface between the data files and the
 
user inorder to make the system functions easily accessible to personnel
 
without dBase skills.
 

6. Special password protection should be built into the system so that data
 
entry and editing facilities are restricted to authorized users only (to

minimize data corruption), while report production routines remain
 
generally accessible.
 

7. Various housekeeping routines (e.g. back-up, restore, reindex, etc.)

should be incorporated to assist in the daily management of the system.

A scope of work for enhancing the software program is described in
 
Annex 6.
 

Data Collection
 

8. The current set of data input forms should be substantially modified.
 
Revised forms should be self-explanatory accompanied by a form completion

guide. This process isalready inprogress and there have been a number
 
of iterations thus far. (See Annex 6 for a sample client baseline form).
 

9. Project managers should exert more pressure on implementing agencies to
 
collect regularly the required data and submit this data on a timely basis
 
to USAID. This might be done by creating incentives for agencies to
 
comply (e.g. sharing data analysis reports produced by USAID with
 
implementing agencies), or taking firmer actions for compliance (e.g.,
 
making specific quarterly report requirements).
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10. 	 Input screens should be designed to correspond with data input forms to
 
ease the data-entry task.
 

11. 	 Data entry programs should be written that enable various forms of data
 
input validation (upper or lower case, alphabetic or numeric, etc.) in
 
order to improve data integrity.
 

Reoort Production
 

12. 	 A set of special report programs should be written to enable easy

extraction of frequently required data in standard formats (see samples
 
inAnnex 6).
 

13. 	 As report requirements are likely to change and grow with continued use
 
rof the system, a subsequent analysis should be done in order to
 
incorporate these into the system.
 

14. 	 The system should continue to have an ad hoQ reporting and query facility,
and capacity for special format reports, even though these features will 
only be accessible by users with at least basic dBase skills. 

15. 	 A quarterly monitoring report to the Chief of the Office of Projects

should be produced inpart by the dBase system and inpart from project

managers' files. A suggested format infound inAnnex 6.
 

Staffing and Training
 

16. 	 At least two administrative staff should be trained to become more
 
conversant with the system. One should have prime responsibility and the
 
other should serve as a back-up.
 

17. 	 Thetrained administrative staff should perform all data entry and editing

and could be called upon to produce reports as well. They should also be
 
responsible for basic housekeeping activities such as taking regular data
 
back-ups.
 

18. 	 The operation of the M&E system should not require the full-time attention
 
of an administrator.
 

19. Additional training is required at the intermediary institution level.
 
St-aff responsible for collecting and reporting this data should be trained
 
not only indata collection techniques, but should also be informed about
 
the importance of this data, its end use, and should be made aware of the
 
potential of the system for offering management guidance to the
 
implementing agency.
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20. 	 The use and interpretation of various indicators of direct development

impact such as changes in sales, employment, Investment, etc. must be
 
standard across all the data collecting points. Staff training on these
 
issues should be a regular activity conducted by USAID officers
 
responsible for the system. The steps required for each level of data
 
reporting and the personnel who should be responsible for each step are
 
described inAnnex 6.
 

1277-007.006 	 - 55 



VIII. PROGRAM CONCLUSIONS
 

This chapter summarizes findings concerning the costs, outputs and impacts

of USAID/Kenya's current private enterprise program, and identifies key

constraints facing the program.
 

A. PROGRAM COST
 

The LOP budget for the USAID private enterprise program activities as of
 
March 31, 1989 is$154 million dollars. The Program accounts for about 43% of
 
the Mission's total LOP authorization for active projects.
 

Accrued private enterprise expenditures to March 31, 1989 are
 
$52.46 million. Of this total, $4.24 million was spent on management and
 
entrepreneurship development activities, $12.15 million was spent on finance
 
and equity, $9.60 million on policy studies and assistance, and $26.47 million
 
was spent on commodity imports (including fertilizer). In percentage terms,
 
these proportions are 8% for management and entrepreneurship, 23% for finance
 
and equity activities, 18% for policy studies, and 51% on commodity imports.

(See figures 3.A and 3.C.) Excluding fertilizer, the allocation of accrued
 
expenditure was 16% for management and entrepreneurship, 47% for finance and
 
equity activities, and 37% for policy studies and assistance.
 

A total of 2,035 person-days per year of USAID staff time (including PSCs)
 
were spent administering the program. This equals 4.06 person-years of direct
 
hire and FSN staff time per year.
 

As proportions of total direct hire and FSN staff time expended on private

sector activities (excluding commodity import administration), 45% of staff time
 
goes to finance and equity, 30% to management and entrepreneurship, and 25% goes
 
to policy studies and related technical assistance.
 

B. PROGRAM OUTPUTS
 

Loans disbursed under all financial and equity market activities total 
$10,998,000 as of 3/31/89. Over 1,700 loans have been made.
 

The management and entrepreneurial development component has delivered
 
services to 5560 individuals. Seventy-three percent of those assisted are
 
involved in small business activities in rural areas; 3% are urban Jua Kali
 
business owners; 5% are staff of PVOs engaged in small enterprise promotion

activities; and 2% are commercial banking officers. Other nutputs are listed
 
in Figure 3 and inthe activity assessments.
 

Principal outputs from policy activities include one three person policy

tour, two policy studies, substantial imports, streamlined Ministry of Finance
 
records and improved GOK plans for implementing government programs.
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C. CONSTRAINTS
 

1. Current regulation of interest rates and equity markets constitute major

constraints to USAID's capital mobilization efforts. USAID finance and capital

market development activities will be successful and cost-effective over the
 
long-term only if the government continues to liberalize Kenya's capital

markets.
 

2. The absorptive capacity of the GOK for technical assistance in capital

markets development Is limited. The GOK has been urged by international and
 
bilateral agencies to carry out a capital markets reform program. Despite the
 
fact that capital markets reform isextremely important to the accomplishment

of USAID's private enterprise objectives, the GOK is likely to implement its
 
reform of capital markets slowly and unevenly.
 

3. There is a scarcity of sound business proposals from indigenous

entrepreneurs. Officers inIPS, KEM and the Africa Project Development Facility

mentioned that this shortage makes itdifficult to undertake investment programs

that concentrate on indigenous entrepreneurs.
 

4. Policy analysis capabilities inKenya are still weak. There are not many

experienced policy analysts Inuniversities or consulting firms. Furthermore,

the tradition of policy analysis in GOK is weak, and many agencies lack
 
capability to absorb policy information or to commission useful policy studies.
 

5. Recent government practice has relied heavily on administrative controls
 
inthe economy.
 

6. High loan default rates and high administrative costs make itdifficult to
 
establish loan programs on a sustainable basis.
 

D. POTENTIAL OF USAID PRIVATE ENTERPRISE ACTIVITIES
 

A number of excellent pilot programs have been undertaken. Some have
 
substantial future potential. 
 Many 	have hit the limits of what ispossible in
 
the current policy environment. Activities with future potcatial include:"
 

1. 	Supporting policy studies, empirical information, and "show how" to the
 
GOK and NGOs to encourage policy dialogue and reform.
 

2. 	Assistance in deregulation of financial markets to allow financial
 
institutions to charge higher interest rates to rural, microenterprise and
 
SMSE borrowers.
 

16 
 Program potential is defined here as the amount of expected sales,
 
employment and investment benefits associated with a project; the "additionallty"

of USAID's contribution; the likelihood of further institutional impact; and/or

the probability that the activity will eventually be sustained without USAID
 
assistance.
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3. 	Assistance in deregulation of the stock market. There is interest in
 
continuing with stock market reforms, and continued deregulation is
 
essential to mobilizing long term investment capital.
 

4. 	Assistance inbuilding capital market institutions:
 
- Capital Markets Development Authority
 
- Nairobi Stock Exchange
 
- Government financial and equity market regulatory agencies
 
- Local NGOs representing the finance industry
 

5. 	The Commodity Import Program, because it facilitates the import of
 
essential industrial inputs, and because a precipitous decline in this
 
program would damage USAID credibility with the Government of Kenya.
 

6. 	The Investment Promotion Centre because of its potential to streamline
 
investment procedures.
 

7. 	Continuing to encourage marginal changes in lending practices in formal
 
sector financial institutions. Big changes are not feasible now, but small
 
ones are, and small projects should be adequate to encourage continued
 
changes.
 

8. 	Continuing to fund promising pilot programs for small and microenterprise
 
lending on a selective and limited basis and with principal focus on
 
replication and improving the cost-efficiency of these programs.
 

9. 	Increased agribusiness lending because of the success demonstrated by the
 
LIK project and the large number of agribusiness investment opportunities

that exist inKenya. Various delivery mechanisms may be appropriate for
 
this: loan guarantees, direct loans to businesses, and establishment of
 
targeted agribusiness IFI lending programs.
 

10. 	 Establishing mechanisms to recycle USAID funds for lending to targeted

businesses. This arrangement has the potential to increase substantially
 
the amount lent per USAID dollar invested.
 

11. 	 There issubstantial demand among government officials for "show how", that
 
isto say, for collaborative work that identifies and tests pragmatic steps

to relax well-recognized constraints and defines practical ways to move
 
toward mutually understood and accepted objectives.
 

Activities with limited potential given current conditions include:
 

1. 	Encouraging substantial changes inthe lending behavior of major commercial
 
banks: Kenya's major banks are not willing to incur the opportunity costs
 
of lending larger amounts to small and microenterprises, rural businesses,
 
and new businesses without significant subsidies or margins.
 

2. 	Lending to large corporations under the RPE project. The additionality

of these loans appears to be very low; most of these businesses would have
 
received similar loans without USAID assistance.
 

127. 007.001 	 - 58 



3. 	Short seminars for business. These seminars are typically insufficient
 
to have a material impact on businesses. In some cases, however, USAID
 
may wish to continue funding such activities for their public relations
 
value.
 

4. 	Volunteer business counseling because of (i)lack of good fit between
 
client needs and available counseling expertise, (ii)lack of sufficient
 
numbers of local counselors to ensure sustainability, and (iii) lack of
 
follow-up assistance to recipients.
 

5. 	Current approaches to Jua Kali (microenterprise) lending have little
 
potential to be carried out on an unsubsidized basis or to be extended to
 
large numbers of microbusinesses. Inaddition, other foreign donors appear
 
willing to provide continuing subsidies to microenterprise programs.
 

E. 	ACTIVITIES WITH SIGNIFICAIT POTENTIAL NOT CURRENTLY INCLUDED INTHE PRIVATE
 
ENTERPRISE PROGRAM
 

1. 	Trade and investment promotion. Trade and investment activities could play
 
a key role in providing employment opportunities and increasing economic
 
activity in general. However, for this potential to be realized, there
 
must be major improvements the infrastructure that supports trade and
 
investment, e.g., rationalization of import tariffs for raw materials and
 
capital goods, provision of incentives to export sales, and creation of
 
an OTC market that can help export-oriented new starts raise capital.
 

2. 	There issubstantial opportunity to improve entreDreneurshiR skills among
 
indigenous business persons working inmedium scale enterprises.
 

3. 	Assistance in strategic planning for REP and local PVOs to help these
 
institutions become sustainable inthe future.
 

F. INSTITUTION BUILDING OBJECTIVES
 

Assessment of institutional impact revolves around two areas of
 
organizational development: (i)current and potential impact of USAID activity
 
on the knowledge, systems, skills and practices of individual institutioki, and
 
(ii)sustainability of specific activities through achievement of financial
 
viability and/or identification of long-term sources of income or subsidy. In
 
both these areas, the lack of institutional baseline or impact data has hampered
 
empirical evaluation of impact.
 

Nevertheless, USAID private sector activities have made significant
 
institutional impacts on several intermediary institutions. These impacts are
 
relatively small in the case of commercial banks, and are moderate for NGOs,
 
business support organizations like KNAP, and for money and capital market
 
organizations such as the Nairobi Stock Exchange and the Capital Market
 
Development Advisory Council. The potential for continued institutional growth
 
is promising inNGOs, business associations and capital market institutions,
 
but not very promising for the country's largest commercial banks, given current
 
constraints in financial markets.
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Encouraging further institutional growth among PVOs providing services to
 
small and microenterprises will require substantial inputs in training,

technical assistance inadministration and systems design, and monitoring and
 
audit. Providing funds to these organizations on a loan (rather than grant)

basis promises to both strengthen the financial operations of PVOs and to assist
 
USAID in "weeding out" organizations that are not attaining performance goals.
 

Inlooking at the sustainability of institutions supported through USAID
 
activities, it is important to note that there are other potential sources of
 
income inKenya that institutions should be encouraged to explore and exploit.

These sources are discussed in the individual activity reports.
 

6. CONDITIONALITY
 

The traditional concept of "conditionality" isof limited usefulness, even
 
for the CIP component of the Private Sector Program. Experience calls into
 
question the wisdom and feasibility of tieing disbursements to specific results
 
in terms of policy decrees, budgetary allocations or other agreed targets.

There iswidespread recognition inKenya of the value of a market-driven economy

free of administrative controls; discussion is mainly on what measures to
 
implement to achieve such decontrol and how best to implement them, given socio
political and resource constraints inherited from the past and complicated by

uncertainties in the international economy.
 

An important focus of USAID-financed technical assistance on policy issues
 
inKenya must be the quality of the local dialogue on these subjects; only when
 
local discussion iswell-informed is there likely to be a thoughtful audience
 
for contributions to that dialogue from USAID. This is not to suggest that
 
policy issues are not important; quite the contrary. However, it is vital to
 
recognize that the agenda is best set nationally and that USAID's greatest

usefulness now and for the next few years islikely to be interms of "show how"
 
in the management of policy change rather than in further prescriptions
 
regarding changes to be sought. Commodity assistance isan important element
 
inthis equation insofar as import financing directly constraints policy change.

More generally, such financing probably serves to enhance USAID's credibility
 
in policy discussions.
 

USAID financing for policy analysis in Kenya is relatively recent, and
 
studies incorporated inthe Private Sector Program are too new for results to
 
be evaluated conclusively. Nevertheless, the evaluation team feels U";AID should
 
be encouraged by early results and concludes, partly on the basis of positive

experience with similar programs incountries like Indonesia and Thailand, that
 
further financing in this arena will pay good dividends if continued over the
 
next 5-10 years.
 

H. LACK OF VALID IMPACT DATA ON THE PRIVATE ENTERPRISE PROGRAM
 

There is currently very little valid impact data being collected by

activities under the Private Enterprise Program. The result isthat itisvery

difficult to determine the impacts of USAID private enterprise activities.
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I. POLICY ISSUES ARISING FROM PROJECTS
 

Existing activities have revealed a number of policy and procedural

constraints that can and should be given a place in USAID's future policy

dialogue agenda. (These are noted in the individual activity reports.)

Additional review of private sector program activities would no doubt identify
 
further opportunities for policy dialogue.
 

J. SUSTAINABILITY OF USAID PRIVATE ENTERPRISE ACTIVITIES
 

Sustaining the benefits created by the USAID private enterprise program
 
presumes a stable source of income for the activities, either from user charges

(for credit, training and technical assistance) or from a dependable source of
 
subsidy. Many of the current activities and organizations assisted by USAID
 
have not yet developed sufficient sources of income to carry on without
 
continued USAID support.
 

K. COMPLEMENTARITY
 

It was clear from a review of USAID's private enterprise program that
 
several activities complement each other. Specifically:
 

1. 	Some of the Mission's credit and equity programs are supported effectively
 
by Mission-funded training and technical assistance activities;
 

2. 	Credit and equity activities have highlighted the importance of continued
 
policy dialogue on private sector issues;
 

3. 	Training, study tours and technical assistance activities contribute in
 
several cases to policy dialogue and policy institution building.
 

This complementarity is one of the program's important strengths; and
 
further enhancing this complementarity should be a priority in future
 
programming. Because the value of the program's activities isgreater than the
 
sum of its individual activities, it is difficult to rank certain program

elements and activities interms of their independent impact on private sector
 
development.
 

L. BALANCED EMPHASIS ON EFFICIENCY AND EQUITY
 

Broad-based economic participation and a more equitable distribution of
 
income on the one hand, and efficient use of capital on the other, are two
 
central objectives of USAID/Kenya's Private Enterprise Program. Relatively
 
fewer resources are used to promote domestic capital mobilization.
 

Broad-based participation and income distribution have been addressed
 
principally by the Mission's focus on SMSEs, micro dnd rural businesses, and
 
to some extent by the Mission's targeting of women anl indigenous entrepreneurs.
 
Other means of achieving these distributional objectives could include:
 

1277-007.001 	 - 61 



- Emphasizing employment generation and investment as an explicit strateqy 

for promoting equity;
 

-
Assisting further in the development of entrepreneurship;
 

- Encouraging larger enterprises to subcontract and to build 
technical and marketing linkages to smaller enterprises; 

-
 Promoting employee stock ownership; and
 

- Promoting interest rate deregulation.
 

Efficient use of capital is pursued by supporting the development of
 
equity markets and venture capital, providing technical assistance to existing

businesses, and through the Commodity Import Program. Relatively little is
 
spent on promoting interest-rate and equity market deregulation, two key means
 
of encouraging capital mobilization and market efficiency.
 

H. PRIVATE SECTOR OPPORTUNITIES INOTHER MISSION PROGRAMS
 

Some of USAID's most important private sector activities and policy

dialogue opportunities lie outside what is currently included in USAID's
 
internal definition of its private sector portfolio. Administratively, the
 
current separation tends to isolate the "private enterprise program" from
 
private enterprise opportunities arising from the Mission's agriculture,

health, housing and training programs.
 

All of the technical offices of the Mission carry out "private enterprise"

related activities, and most Mission projects have private enterprise

development objectives and activities. The effectiveness of the Mission's
 
private enterprise program would ostensibly be increased if there were closer
 
collaboration between these offices, Projects Office staff concerned with
 
private enterprise projects, and the relevant A.I.D. central bureaus with
 
regard to the identification and exploitation of opportunities promote
to 

private enterprise.
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IX. PROGRAM RECOMMENDATIONS
 

The Evaluation Team wishes to record its general view that the private

sector program implemented by USAID/Kenya includes an unusually wide array of
 
imaginative and worthwhile activities. Many efforts were explicitly

experimental, involving new or untested organizations and various innovative
 
approaches to the problems of service delivery and incentives. These
 
activities provide a rich array of options fnr the Mission's future strategy.

The Mission should continue to experiment but should focus principally on
 
national objectives, structural changes, measurable economic impact,

replication and sustainability. While this focus can and should result insome
 
concentration of USAID's private sector efforts, it is important to retain and
 
enhance the complementarity among activities that make up the program.
 

This chapter focuses on suggestions for enhancing the impact of both the
 
current USAID private enterprise portfolio and a future USAID private sector
 
program.
 

A. PROGRAM OBJECTIVES
 

Until now, USAID/Kenya has had a private enterprise strategy (i.e.,

experimentation, demonstration and institution building), but no clear, unified
 
set of program objectives. Based on this review, the team believes the Mission
 
is now in an excellent position to consider evolving towards a program based
 
on a clearly specified set of national level program objectives. One model of
 
a future USAID/Kenya private enterprise program that was suggested during the
 
Mission's current strategy formulation exercise isthe following:
 

PROGRAM GOAL Increased Private Sector Investment
 

(1) (2)

PROGRAL Policy Reform Export Promotion
SUB-GOALS
 

(3) (4)

Capital Markets Entrepreneurship
 
Development Development
 

Whether or not this particular model isadopted, in a subsequent private

enterprise program, the team felt that USAID's goals would be well served by

selecting particular organizing objectives that direct resources toward a
 
single national goal and a set of strategies designed to make a meaningful

contribution to it. Viewing the Mission's private sector activities from this
 
programmatic perspective makes iteasier to identify activities that will have
 
large-scale effects, and that will complement each other inachieving a single
 
private sector development goal.
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B. FOCUS ON INSTITUTIONAL OUTPUTS
 

In the future, USAID's focus should probably shift from institutional
 
development to suDporting increased output and outreach by the most successful
 
of the institutions with which USAID has worked. Performance measures such as
 
client base, cost recovery, efficiency (i.e., cost per unit of product or
 
service), and possibly impact should become criteria for the renewal of
 
institutional support.
 

C. SUSTAINABILITY
 

Ensuring sustalnability of private enterprise services should be a
 
critical consideration infuture USAID progranming. Encouraging and assisting

institutions to charge an adequate price for services and/or to obtain long
term government, donor or charitable support is critical to this effort. Any

short- or long-term USAID subsidies should be undertaken with the
 
sustainability perspective inmind.
 

To increase the long-term sustainability of its private enterprise

activities, USAID could take several kinds of actions within its current
 
program. These include:
 

1. 	Providing loans instead of grants to PVOs for credit activities.
 

2. 	Assessing the possibility of establishing endowments, or long-term
 
agreements among donors and the GOK, to provide partial support to
 
particularly successful PrOs.
 

3. 	Transferring training activities for bank personnel to institutions such
 
as the bank training schools.
 

4. 	Encouraging the government to abolish interest rate ceilings for the
 
costliest target markets.
 

5. 	Charging higher fees for training and technical assistance services.
 
There is considerable evidence of the ability and willingness of clients
 
to pay higher fees for management and entrepreneurs~ip services.
 

6. 	Encouraging competition among financial institutions for USAID credit
 
resources to reduce credit subsidies to intermediaries provided under
 
credit projccts to local IFIs.
 

7. 	Establishing revolving funds for lending activities.
 

8. 	Providing commercial credit at market rates (or higher) to encourage
 
sustalnability and to strengthen the local financial system.
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D. TECHNICAL ASSISTANCE AND TRAINING TO SUPPORT
 
PRIVATE ENTERPRISE PROGRAM SUB-GOALS
 

Technical assistance and training (TAT) should be viewed as complementary

and subordinate to the Mission's principal private sector development

objectives, and should be designed and evaluated accordingly. A secondary

objective of such programs is to provide positive visibility for the Mission
 
and for private enterprise ingeneral.
 

Technical assistance and training have key supporting roles to play in
 
several areas of the Mission's private enterprise program. In the current
 
program, TAT provides essential support to capital markets and economic policy

reform objectives. In future programming, TAT could play a critical role in
 
export promotion and should continue to be directed at capital markets
 
development and economic policy reform. Ingeneral, there is a need for the
 
program to focus TAT activities on more clearly defined program objectives.
 

Inthe framework outlined inA above,7 for example, TAT directed toward the
 
capital markets objective might include:
 

- helping the Capital Markets Development Advisory Council to draft 
legislation establishing an independent capital markets authority; 

- assisting the Kenya Banker's Association indeveloping position papers on 

interest rate regulations; 

- training Kenyan stock brokers inmarket operations through study tours;
 

- providing long and medium-term participant trairing for Kenyans in the 
areas of financial markets operation and regulation, and micro- and 
macroeconomics. 

- continuing actively to assist with a program of studies and advisory
services focused on establishing the "enabling environment". 

E. POLICY ISSUES ARISING FROM PROJECTS AND POLICY COORDINATION
 

The Mission should continue to strengthen its internal procedures for
 
identifying and dealing with policy issues, perhaps by establishing a Policy

Committee, which would meet periodically. Additional training and consulting
 
resources should also be provided to support policy improvements by the
 
Government of Kenya.
 

Existing activities have revealed policy constraints that must be dealt
 
with ifprivate enterprise expansion isto be sustained and accelerated. This
 
will almost certainly continue to be the case as projects mature and as this
 
year's policy changes open up opportunities for further changes inthe future.
 
First priority should be given to policy issues arising frem specific project

experience (e.g., interest rate ceilings inhibiting the flow of institutional
 
credit to small enterprises; lack of legal protection for minority investors).
 

17 Many of these things are already being done under the program. 
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But the committee should also review the policy priorities of the GOK and other
 
donors to ensure that USAID's assistance ispromptly supportive whenever such
 
action is appropriate.
 

Although this recommendation isframed in terms of establishing a Policy

Committee, it is possible that the Mission will find itmost efficient simply
 
to bring a policy agenda to some existing management committee. The point is
 
to give focus periodically to policy issues arising from USAID's projects and
 
from new opportunities in the economy at large, to agree on steps to clarify

(and where necessary to lobby for changes in)policies, and to increase policy
consciousness throughout the Mission.
 

As a start, it will be useful to make an inventory of allocations in
 
various projects that can be used for policy activities, and to see what policy
 
issues currently need attention, either because projects cannot go forward
 
properly or because these projects suggest new avenues for USAID assistance.
 
A small effort might result intwo lists:
 

(i) An inventory of policy issues that need attention, ranked according to
 
feasibility of inducing policy changes through small USAID investments;
 

(i) An inventory of policy resources - funds that can be used to produce
studies, to disseminate Information, to provide training and technical 
assistance related to policy efforts, and to build policy institutions. 

Once the habit of policy discussion is established, it may be useful
 
occasionally to invite outsiders to participate (e.g., to schedule a
 
presentation by a senior Treasury official when the new budget is announced,
 
to hear from the leader of the HIID team how he views the long-term trends in
 
Kenyan development, to have Thunder and Associates explain the new policy

possibilities opened up by computerization of Ministry of Finance information
 
functions, or to discuss with World Bank staff the successes and failures of
 
structural adjustment programs).
 

Certain risks are likely to accompany increased attention to policy

issues. While it is important for project officers to bring policy questions
 
to the attention of Mission management, decisions about how and when to bring

such issues to the attention of government must remain firmly with the
 
Director. Nothing could be more damaging to the possibility of effective
 
policy dialogue than project personnel agitating with project counterparts

regarding new policy ideas that have not been carefully considered inlight of
 
other Mission priorities.
 

F. COMMODITY ASSISTANCE
 

Separate comment is necessary regarding a possible gradual reduction of
 
commodity import financing (from over $15 million per annum inrecent years).

This recommendation reflects the Team's conclusion that such resources, while
 
obviously important to Kenya and to USAID's credibility, are relatively minor
 
interms of Kenya's needs and result inless obvious impact than do certain of
 
the Mission's project activities. While a precipitous decline in CIP funding

would almost certainly be counterproductive, we recommend some gradual

redirection, particularly if on-going economic restructuring enables Kenya's
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export earnings to grow at a more rapid rate than payment requirements for
 
imported commodities and debt-servicing. The exact magnitude of such financing

is difficult for the Evaluation Team to comment on. Considerations to be
 
balanced include:
 

1. A conviction that USAID's comparative advantage isintechnical assistance
 
and project support and that the bulk of donor financing for industrial
 
imports and other commodities must come from the World Bank and other
 
multilateral sources.
 

2. An awareness that 'iport liberalization requires a pool of financing from
 
several sources, including USAID; that USAID particularly wishes to
 
register its strong support in an unmistakably practical way for GOK
 
liberalization policies; and that assistance inthe commodity arena helps

USAID to maintain an active role in policy discussions associated with
 
international support for the structural adjustment process.
 

3. A belief that mutual a griori acceptance of goals and targets can minimize
 
destructive misunderstandings, even though specific targets cannot be
 
enforced stringently inan international economy that issubject to sudden
 
changes due to circumstances over which GOK has little control.
 

4. Evidence that recent USAID financing has been instrumental inacquainting

Kenyan businessmen with U.S. sources of supply and thus increasing trade
 
between Kenya and the United States.
 

5. A sense that there is some minimum amount below which commodity import

financing is no longer an appropriate or practical component of the
 
overall USAID program.
 

The Evaluation Team feels that to some extent USAID may wish to consider
 
commodity imports financing to be a residual within total program amounts,
 
i.e., whatever isnot otherwise allocated once all "project" requirements have
 
been satisfied.
 

G. SELECTING THE RIGHT INSTITUTIONS
 

As suggested above, the Evaluation Team recommends %hat future private
 
sector program efforts gradually shift their perspective from institutional
 
strengthening to institutional performance. This suggests the following
 
possible recommendations:
 

1. 	Consider allocating an additional $2-3 million to IPC, if the seven year
 
program now underway achieves its major objectives.
 

2. 	Allow for financing short-term, quick-response assistance to institutions
 
such as the Ministry of Finance and KNCCI. Just as computerization often
 
characterized institution building needs inthe 1980s, there will be other
 
discrete assistance opportunities inthe 1990s.
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3. 	Maintain current funding levels for IPS for the duration of its present

funding cycle. By that time, IPS should have succeeded inattracting co
investors, thereby generating considerable sales and employment at the end
 
of the current project.
 

4. 	Maintain current funding levels for KEM for the duration of its present

funding cycle. There should be no need for a follow-up project, because
 
by the end of the PED agreement KEM will have either established itself
 
as a viable venture capital organization or will no longer be a viable
 
project.
 

5. 	Maintain Jua Kali programming with KCB over the next three years. At the
 
same time, USAID should explore other "second-tier" commercial banks or
 
NBFIs as possibilities for providing these services at a lower rate of
 
subsidy.
 

6. 	Maintain services to Barclays Bank under the RPE project. However, serve
 
notice that no future assistance will be provided through Standard
 
Chartered due to its unwillingness to commit its own funds to long-term

small business lending.
 

7. 	Maintain current programming with PVOs under REP. Meanwhile, review on
 
a yearly basis changes made to sustain services, terminating agreements

with PVOs that have not made progress toward achieving sustainabillty by

the end of the current commitment period. REP should also have made
 
significant progress toward covering its costs by the end of the current
 
funding cycle.
 

8. 	Funding to LIK and KCFC will be ending and should not be required for
 
future activity.
 

9. 	Continue to support the Capital Market Development Authority through its
 
start-up process as long as itrequires technical assistance or training.
 

10. 	 IESC activities should be maintained at present levels.
 

11. 	 Until significant progress is made in managing the current level of
 
service activity, KMAP funding should not be increased.
 

H. ATTACKING FINANCIAL MARKET REGULATIONS
 

As discussed in the financial and capital markets section of this report,

little progress can be made to increase the availability of credit to smaller
 
businesses unless there are significant changes in current interest rate
 
regulations. It is important therefore to use dir3ctive lending projects (such
 
as KCFC, PED, and REP) only under one of the following circumstances:
 

1. 	There is a strong possibility of the activity continuing because of
 
pending or recently completed financial market deregulation;
 

2. 	The activity encourages financial market reforms; and/or
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3. 	Credit and services can be provided to the target group through continuing

subsidies, either from the Government of Kenya or from donors.
 

It is also important to continue to provide the government and the
 
relevant financial institutions assistance in implementing financial market
 
reforms. This assistance could be in the form of technical consulting,

training, and demonstration projects. Continued emphasis on empirical studies
 
and the formulation of DolicY ogtions isrecommended. To the extent possible,

the Mission should strive to ensure that studies it finances are models that
 
can be imitated by others inthe future.
 

I. OPPORTUNITIES ARISING FROM OTHER USAID PROGRAMS
 

It is important during the planning of USAID's future private sector
 
strategy not to overlook the rich possibilities offered by the Mission's
 
agriculture, health, housing and general training programs.
 

Itmay be worthwhile to establish a mechanism for acting on U.S.- Kenyan

trade and investment opportunities arising from projects. Resources needed
 
include feasibility studies, seed capital, loan guarantees, and trade and
 
investment advice. Some means would need to be found to identify business
 
opportunities and to channel resources to them. One suggestion would be to
 
appoint a Mission staff person as the trade and investment action officer.
 
This person could then assist in the development of opportunities identified
 
inother areas of the Mission's portfolio.
 

J. HICROENTERPRISE PROGRAMS
 

Compared to the thousands of microenterprises currently existing inKenya,

USAID-supported microenterprise programs reach relatively few beneficiaries.
 
In addition, current micrnenterprise programs are far from a point where
 
assistance will be carried on after the completion of USAID support. At this
 
time, no mechanism for involving the private sector in provision of Jua Kali
 
credit on a profitable basis isevolving from USAID supported projects.
 

For 	 both equity and efficiency reasons it is important that
 
microenterprise programs provide benefits to large numbers of businesses. To
 
accomplish this, programs must build the capacity of local institutions to
 
provide this assistance and must demonstrate a model for microenterprise

assistance that is sustainable over the long term. Therefore the Evaluation
 
Team recommends that any future microenterprise projects begin by formulating
 
a strategy to reach large numbers of microenterprises. This strategy should
 
identify any lonQ-term subsidies that may be required to serve Jua Kali
 
borrowers, and focus on developing means of making microenterprise credit
 
Drofitable forDrivate sector institutions.
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K. PROGRAM IMPACT DATA
 

USAID should insist that all private sector projects and activities accept
 
responsibility for documenting their effectiveness in terms of the stated
 
objectives of the program. This will require establishment of an adequate
 
program data base and implementation of procedures to collect valid impact data
 
on a periodic basis. Collecting impact data will require: (i)enforcing
 
reporting requirements for collaborating institutions; and (ii)some form of
 
periodic impact audit carried out independently of implementing institutions.
 
The periodic impact audit also helps to assure that USAID monitors the validity
 
of information submitted by implementing agencies.
 

At the level of the firm, 11]_U, employment, and (for larger enterprises) 
fixed investment are the most feasible purpose-level objectives to monitor on 
an ongoing basis. It is very difficult to obtain valid data on profits on a 
continuing basis. This isboth because of the reluctance that businesses have 
indivulging these important facts, and because smaller businesses often do not 
keep valid data on these measures of business performance. As a minimum, it 
would be worthwhile to monitor the 11les and employment status of businesses 
receiving USAID assistance. At the national level, key indicators include 
private investment, private sector GDP, exports, and aaaregate employment in 
selected sectors of the economy. 

Concerning institutional development objectives, the team suggests that
 
an approach to monitoring and evaluating the success of institutional programs
 
focus on four types of indicators:
 

o 	Improvements in the quantity and/or quality of output of the
 
organization's principal products or services, or efficiency inproducing
 
these outputs;
 

o 	Increases indemand for, willingness to pay for, and/or satisfaction with
 
the organization's principal products or services;
 

o 	Improvements in the organization's financial performance and self
sustainability;
 

o 	Improvements inthe organizations prospects for technical self-sufficiency
 
in the absence of USAID funding.
 

Specific indicators of institutional development include quantity and
 
quality of "product" delivered by the organization, whether this is credit to
 
targeted businesses, technical assistance hours, training hours, policy studies
 
or other measurable outputs; changes in unit costs of products delivered,
 
reduced staff turnover, client satisfaction, demand for services, and price
 
paid by clients for these services.
 

L. TRAINING USAID STAFF IN PRIVATE ENTERPRISE SUBJECTS
 

Because of the highly technical nature of many of the issues involved in
 
financial and equity market reform activities, itwould be worthwhile for the
 
Mission to consider additional training to Private Sector staff inbusiness and
 
finance where appropriate 6-12 week courses can be identified.
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ANNEX 1
 
ATTACHMENT 1
 
PIO/T 615-0238-


EVALUATION
 

-FOR
 

OFFICE OF PROJECTS
 

USAID/KENYA
 

OF
 

PRIVATE ENTERPRISE DEVELOPMENT PROGRAM
 

I. PROGRAM TO BE EVALUATED
 

USAID/Kenya developed one of the first distinct private
 
enterprise development strategies in Africa and is now the
 
leading private enterprise donor in Kenya. The $111 million
 
USAID/Kenya Private Enterprise Program is multi-faceted,
 
employing a "target of opportunities" approach to achieve the
 
program goal of increased economi6 growth among private
 
enterprises in Kenya. The portfolio contains 15 diverse
 
interventions which can be separated into three programmatic 
elements:
 

1. policy dialogue with the GOK,
 

2. financial and equity market developments, and
 

3. entrepreneurial and management development.
 

To help acquaint the contractor with the structure of the
 
portfolio, an "Objective Tree," showing the top three levels of
 
the tree, has been included in Appendix A. The entire tree
 
will be prepared and available to the evaluation team on its
 
arrival in Kenya.
 

II. PURPOSE OF EVALUATION
 

The results of the evaluation will provide USAID/Kenya's Office
 
of Projects with information on the relative effectiveness of
 
the various interventions and the validity of project
 
assumptions for use in long-term program planning. The results
 
of the evaluation will be used to adjust current resource
 

o\L 



allocations for the most efficient use of funds, to take
 
corrective actions under current components, to provide
 
information for follow-on activities and/or to confirm current
 
effective, cost efficient project activities and to help shape
the future private enterprise program.
 

In preparation for the submission of the Country Development
 
Strategy Statement (CDSS) in PY 90, this evaluation and a
 
Manual for Action in the Private Sector (MAPS) activity are
 
scheduled to begin in the second quarter PY 89. It is expected
 
that both the Definition and Description portions of MAPS will
 
be completed prior to the start of the evaluation. The results
 
of this evaluation, combined with the MAPS exercise, will
 
provide extensive information to the Office of Projects for use
 
in program planning.
 

III. BACKGROUND
 

The USAID/Kenya Private Enterprise Program, while referred to
 
as a "targets of opportunities" approach is in fact a complex
 
set of interventions in various stages of implementation. For
 
example, two credit programs can show the variation in the
 
timing of interventions: one, the Rural Private Enterprise
 
(RPE) is completing its sixth year and is within a fiscal
 
quarter of its original PACD; another, Kenya Equity Management
 
(KEM) received its initial funding in June, 1987 and is still
 
considering its first investment. Two other programs
 
illustrate the use of a single implementing agency in multiple
 
elements of the portfolio: the Kenya Association of
 
Manufacturers (KAM) implements both policy studies and a series
 
of training seminars while the Informal Sector (Jua Kali) Lzan
 
Program implements both credit and training programs.. Some of
 
the implementing agencies in all three elements are also
 
targets of institutional development activities.
 

Of the three elements in the private enterprise strategy, the
 
largest amount of funds is programmed for the development of
 
financial and equity markets. The entrepreneurial and
 
management development component is the second ranked element
 
in terms of program funds used. Policy dialogue receives the
 
least amount of program funds. However, if the $46 million
 
Commodity Import Program (CIP) is included in the policy
 
dialogue element, that component becomes the largest. The
 
following table indicates the compo.sition of funding sources of
 
the program:
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Project Name 
Structural 

ProJect I Budget Intervention 
Commodity 

Adjustment 615-0213 $31,500,000 Import 

Structural Adj. 
Assistance 615-0240 $14,500,000 

Commodity 
Import 

Program Grant* 615-0227 $ 3,055,000** Informal Sector 

Credit Program 

Program Grant* 615-0227 $ 1,390,000 Loan Guarantee 

Rural Private 
Enterprise 615-0220 $36,000,000 

Credit/NGO 
Development 

Policy/ 

Private Enter-
prise Develop. 615-0238 $25,000,000 

Training/ 
Credit/Equity 

' Local currency equivalent 
** Stage II of Program, $2,778,000, scheduled for 2nd Quarter 

FY89, is included in this figure. 

table of the sixteen interventions to beaAppendix B contains with
evaluated identified by the elements -- policy dialogue 

GCK, financial and equity markets development, and
 
and management development. A matrix ofentrepreneurial 

The contractor
uses is included as Appendix C.
interventions various can become further acquainted with the status of the 
by reviewing the Project Implementation Reviewinterventions 

(PIR) as of September 30, 1988, available in AFR/PD. The PIR 

and reports of the last evaluetion conducted on some 

will be available on the team's arrival in Kenya.interventions 

Two projects funded by PRE in 1983, the Leather Industries 
of
 

Kenya (Project 940.0002.12) and the Kenya Commercial Bank 
(Project 940.0002.3)through Kenya Commercial Finance Company 

bear close resemblancc to the venture capital and formal sector
 

lending components, respectively, of the current program
 

Both projects were evaluated in 1987. They were
portfolio. 

also included in the recent study by Management Systems
 

International entitled "Lessons from Experience, The Design 
and
 

Bureau for
Implementation of Commercial Lending Programs, AID'S 

7

Private Enterprise." These projects are the most mature of the
 

The prior evaluationsentire private enterprise portfolio. 
existing portfolio at

provide a baseline for comparing both the 

tais stage of its development and with the current impact of 

these two projects. The evaluators of the financial systems 
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program element will therefore review the prior evaluations,
 

collect information on their current status and impact during
 
the course of their consultations wit&) IPS and KC8, draw
 
conclusions and integrate the findings into those of the
 
overall -valuation.
 

IV. STATEMENT OF WORK
 

The evaluation may be considered to be comprised of two
 
interrelated components: 1) evaluation at the individual
 
project dnd project component level for each element uf the
 
program and 2) a comprehensive evaluation of private enterprise
 

The evaluation
development activities at the program level. 

will also include a review of the Mission's current monitoring
 
and evaluation system for capture of baseline data on the
 

The statement
private enterprises served through the program. 

of work will be divided along these lines.
 

A. Project Level Evaluation
 

On the credit programs, the environment of Kenya is important
 
for the evaluators. For example, IMF conditionality resulted
 

in the restriction of 1988 credit to 1,00.08 percent of the 1987
 

credit level. USAID/Kenya's credit programs were included in
 

this ceiling. The evaluators must consider such external
 
as
factors in program assessment and qualify their findings 


appropriate.
 

The evaluators will focus their attention on the following
 

questions at the project component and project 2evel:
 

1. Financial and Equity Market Developments:
 

What is the change in employment,
a. Employment: 

including gender disaggregation, as a resul of the
 

Wore jobs saved as well as created?
intervention? 

Is there a displacement factor evident that would
 
dec:ease or offset employment generation? What was
 
the cost to USAID for each job created?
 

b. Sales: What is the change in sales as the result of
 
What war the cost to USAID for
theintervention? 


eacL dollar of increased sales?
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Is there increased capitalization as a
 c. 	 Investment: 
Was 	there an improved
result of the intervention? 


-- e.g., reduction in
 use of available capital 

amount of funds tied up in inventory? What was the
 

cost to USAID for each dollar of increased
 

investment?
 

For projects and
 d. 	Institutional Development: 

components that include specific goals for
 

institutional development of the implementing
 

agency (e.g. Investment Promotion Center and Rural
 

Enterprise Program), what activities can the agency
 

sustain at the end of the projects without 
further
 

In what administrative,
assistance from USAID? 

financial or programmatic area(s) does 

the agency
 

need additional training to increase 
its
 

effectiveness and/or sustainability?
 

What'unplanned benefits have
 e. 	Unplanned Benefits: 

the 	result of the intervention? What
 

occurred as 

unplanned institutional development impact 

has the
 

program had for interventions which 
did not have
 

For
 
institutional building as a prime objective? has
 
example, has more competiton been generated 

or 


the health quality (sanitary production/increased
 
of products been improved?
nutritional value/etc.) 


What level of local support exists
 f. 	Local Support: 

Is USAID catching the wave or
 for the intervention? 


creating it?
 

Were the assumptions in the logical
 g. 	Assumptions: 

framework for the project valid?
 

What administrative burden
 h. 	Administrative Burden: 

is placed on USAID by the individual 

interventions?
 

Is the appropriate data
 i. 	Monitoring and Evaluation 

being collected by the Mission's M & E 

system?
 

St .uld changes, additions or deletions 
be made in
 

Is the data being
type of data collected?
t 

collected at the appropriate level (implementing
 

agency or USAID)?
 

Management and Entrepreneurial Development:
2. 


For interventions in this element, the above 
questions
 

For the question on institutional
also apply. 

development, the implementing agencies 

to be reviewed in
 

this element are the "enya Association 
of Manufacturers
 

(KAM) and the Kenya tanagement Assistance Program 

(K-MAP).
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3. Policy Dialogue
 

a. 	For the Comhmdity Import Program, the above
 
questions can be applied.
 

b. 	What policy changes of the GOK can be attributed, at
 
least in part, to the intervention?
 

c. 	What is the most effective methodology for measuring
 
results of policy dialogue interventions? Note: The
 
methodology developed by the contractor should be
 
agreed to by the Office of Projects prior to the
 
evaluation. Using those measuring? techniques, what
 
has been the impact of the intervention on GOK
 
policy issues in the private sector?
 

d. 	Whet new avenues of discussion with the GOK have
 
been opened as a result of policy dialogue
 
activity? is the opening of new channels of
 
dialogue a positive indicator of success?
 

e. 	Have existing channels of policy dialogue been
 
changed? Is the GOK now taking the role of
 
initiator for dialogue meetings? Is the dialogue
 
now taking place wiLh higher level personnel in the
 
GOK? Are the changes, if any, in communication
 
patterns a positive indicator of impact on policy?
 

f. 	What cooperation and support has the implementing
 
agency received from other interest groups to
 
support their policy positions in discussions with
 
the GOK? Bow has this improved their institutional
 
development?
 

g. 	For all interventions in this element, the standard
 
questions on the monitoring and evaluation system --
Is the appropriate data being collected by the 
Mission's Monitoring and Evaluation system? Should
 
changes, additions or deletions be made in the type
 
of data collected? Is the data being collected at
 
the 	appropriate level (implementing agency or
 
USAID)? -- should be answered.
 

B. 	Progrim-level evaluation
 

For the development of the CDSS and the future programming of
 
funds to gain the most positive effect on the growth of private
 
enterprise in Kenya, USAID requires information that will allow
 
a comparative review of the interventions currently employed in
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the portfolio. Note: The various implementation stages and the
 

differing management intensity levels of the interventions as
 
or
well as the si..e, ethnicity and location (e.g. rural 


Nairobi/Mombasa) of the beneficiaries may influence the
 

Mission's programming decisions outside the raw data on cost
 

efficiency of the intervention and the effectiveness of the
 

implementation agency.
 

The 	following indicators will be used:
 

a. employment
 

b. sales increase
 

c. investment increase, and
 

d. secondary benefits.
 

The evaluation should include a response to the following
 

questions:
 

1. Within each element - credit/financial markets, 

policy dialogue, and manage.ment/entrepreneurial
 
what is the rank order of the
development 

comparative success of the interventiorr based on 

the cost efficiency of the indicators' 

What is rank order of the relative cost efficiency
2. 

of the three elements - credit/financial markets,
 
policy dialogue, and management/entrepreneurial
 
development? Note: USAIu recognizes this will be a
 

best judgment conclu3ion because the policy dialogue
 
use 	the same indicators as the
element'does not 


other two elements. Further, the evaluator may well
 
a
discover that secondary or unplanned effects have 


greater impact on the program goal of economic
 
growth than the first three indicators. Such
 
effects should be explored, reported as findings and
 

weighed in the balance of program effectiveness.
 

3. 	What constraints to private enterprise development
 
were identified during the evaluation that require
 

USAID's action?
 

4. 	What is the overall success of the program in
 
How 	could these activities
institutional building? 


be strengthened?
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Is the monitoring and evaluation data base system
5. 
being effectively utilized to track any change in 

Is the data
the 	end-users of the project funds? 

base of assistance in response to AID/W requests for"
 

the 	beneficiaries (e.g. micro-

information on 

enterprises served, number of enterprises with women
 

owners, etc.) of the Mission's projects? How can it
 

be improved?
 

The contractor will present the results of the evaluation 
and
 

the answers to the questions referenced above in a final
 

Further details of the reporting format are included
 report. 

in Section VII. of this Scope of Work, but the following must 

-- in
be clearly stated -- and distinguished from one another 

the report: 

1. 	answers to the specific questions posed; 

2. 	the findings of the evaluation -- the evidence; 

-- their interpretation3. 	the evaluators' conclusions 

of the evidence; and
 

4. 	the evaluators' recommendations for reprogramming 
of
 

funds, follow-on activities and/or refocusing of 
the
 

portfolio based on their judgment.
 

C. Data Systems !valuation
 

The 	data systems analyst will review the existing 
D-Pase data
 

recording system and assess its ability to provide 
answers to
 

'questions on program manacement and impact posed by evaluators
 

and project managers. This exercise will include a review of
 

baseline data provided by project clients and the 
data's
 

consistency, comparability and relevance to measuring 
impact of
 

The 	analyst will also assess the ability of
 the 	interventions. 

professional and support staff to input and access 

monitoring
 

and 	evaluation data.
 

the 	above, the analyst will then make
 Based on the findings of 
 These

recommendations for improvement of the system. 


at least the following:
recommendations will cover 


- data collection forms
 
- data input systems oral procedures
 

- staff training 
- the system itself
 

and 	should be generated by the M&E system.
 - reports which can 
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To the extent that additional programming work is needed for
 

points four and five above, the analyst will prepare a scope of
 

work to upgrade the system to make it more relevant, accurate
 
and accessible to users.
 

V. METHODS AND PROCEDURES
 

The evaluation methodology will be interviews with implementing
 
agency personnel, project management staff and random samples
 
of the clients served by the interventions. Precise
 
methodology for the program-level evaluation and the policy
 

element evaluation will be discussed with the team during the
 

Preliminary Evaluation Design Meeting to be held in the first
 

days of the evaluation exercise early in March 1989.'
 
USAID/Kenya has cabled CDIE for references on program
 

as on evaluations ofevaluations of this complexity as well 
policy dialogue interventions.
 

an
It is expected that the evaluation team will be comprised of 


overall team leader who is an evaluation specialist and three
 

sub-teams, representing each of the three intervention elements
 
Each sub-team will also have a designated
to be analyzed. 


leader. The overall leader is respqnsible for execution of
 
report
the evaluation and for the timely prbduction of a final 


Each sub-team leader is responsible for the
and debriefing. 
execution of the individual project evaluations within his or 

for the eleent evaluation.
her element as well as 


for the completion of thePerson-weeks estimated to be required 
evaluation are as follows:
 

Intervention * of # of Total person 
Element people X weeks_* weeks 

u 4 weeks1. Policy-related program 2 people X 2 weeks 
2. Financial systems 3 people X 4 weeks *12 weeks 
3. Mgt. 6 Entrepreneurship 3 people X 4 weeks 12 weeks
 

X 2 weeks 2 weeks*
'. Coordinator 1 person 

5. Data Systems Analyst 1 person X * weeks * 2 weeks 

32 weeks
Total Person Weeks 


*It is expected that the Evaluation Coordinator will be in
 
Kenya only for the first and final weeks of the evaluation.
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A tentative timetable for the completion of the evaluation is
 
as follows:
 

Date (1989) Event
 
March 18 Consultants arrive
 
March 19 U.S. consultants meet with Kenyan teammates
 
March 20-21 Preliminary Evaluation Design Feetings
 
Mar 22-Apr 5 Evaluation field work 
April 6-9 Prepare preliminary report draft 
April 10 Submit preliminary report draft 
April 11-13 Discussion of draft with staff; draft revision 
April 14 Final debriefing by team leader; final report 

submitted
 
April 15 Consultants return to U.S. 

VI. COMPOSITION OF EVALUATION TEAM
 

The timing, expertise, and organization of the consultant teams 
described below are illustrative. The contractor is welcome to
 
provide an alternative mix of skills and organizational 
arrangements if it would better meet the evaluation's 
objectives. Substantive and significant involvement of Kenyan
 
expertise is not, however, negotiable. The recommended
 
composition of the evaluation team is: given belcw. 

The evaluation team is expected to include ten members, at 
least four of whom will be Kenyan. A individual in 
USAID/Kenya's Office of Projects will also be a member of thn 
team. The recommended skills and composition of the teams are:
 

1. The evaluation coordinator (team leader) who should 
have broad experience in evaluation of USAID projects
 
and specific experience in reviewing private sector 
activities.
 

2. The policy program team should be comprised of two 
individuals: an economist and a political
 
scientist/institutional analyst.
 

3. The financial systems team should be comprised of 
three persons whose combined-experience contains
 
familiarity with commercial banking, financial and 
capital ,arkets, institutional and social impact 
analysis, and general business analysis.
 

4. The management and entrepreneurial team should be 
comprised of three members whose combined experience
 
contains familiarity with micro-enterprise development,
 
social analysis, and institutional development analysis.
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VII. Reporting Requirements 

The evaluation team must prepare both a written report and a
 
formal debriefing by the evaluation team or the team leader.
 
The written report will focus on the program level evaluation, 
Evaluations of the individual interventions should be included 
as appendixes. The report must contain the following sections:
 

1. 	Basic program identification sheet (Objective Tree) 

2. 	Executive summary of no more than six pages,
 
single-spaced (Details of this requirement contained 
in Appendix D).
 

3. 	Table of contents.
 

4. The body of the report must include a description of
 
the country context in which the program was
 
developed and is being executed and provide the
 
information (evidence and analysis) on which the 
conclusions and recommendations are based. To the
 
maximum extent possible the report should quantify
 
both costs and benefits. The report must be fewer
 
than 40 pages in length and may contain appendices
 
or annexes which include details supportive of the
 
body of the report.
 

5. 	The report should end with a full statement of
 
conclusions and recommendations. Conclusions should
 
be succinct, with each topic identified by a short 
subheading related to the questions posed in the 
Statement of Work. Recommendations should . 
correspond to the conclusions. Whenever possible, 
the recommendations should specify who, or what 
agency, should take the recommended actions. 

6. 	Appendices should include, at the minimum, the
 
following:
 

a. the evaluation Scope of Work;
 

b. the pertinent Logical Frameworks, together 
with a brief summary of the current 
status/attainment of original or modified 
inputs and outputs (if these are hot already
 
indicated in the body of the report)? 
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c. description of the methodology used in the
 
evaluation;
 

d. evaluations, or mini-reports, on the
 

individual interventions
 

e. a bibliography of docments consulted; and
 

f. a list of persons contacted.
 

A preliminary draft of the report will be submitted by the
 
contractor by April 10, 1989. The contractor will discuss the
 
findings and a formal debriefing to USAID and the GOK on April
 
11 and April 13, 1989. A final report, reflecting comments on
 
the preliminary report and discussions held during the week of
 
April 10 will be submitted by April 14, 1989. The team leader
 
is responsible to see that the preliminary and final reports
 
are completed in a timely and professional manner.
 

The contractor will also draft the AID Evaluation Summary (Form
 
AID 1330-5).
 

VIII. Fundina
 

The evaluation will be funded froi the Private Enterprise
 
Development Project (615-0238). An Illustrative Budget is
 
contained in Attachment 2.
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APPENDIX A
 

OEUECTIVE TREE 

PRIVATE ENTERPRISE PROGRAM
 
of
 

USAID/KENYA-OFFICE OF PROJECTS
 

PROGRAM PURPOSE: TO INCREASE SUSTAINABLE 
GROWTH OF PRIVATE ENTERPISE IN KENYA 

Encourage (GOK to foster Enabling Relieve Private Enterprise iEnvirorment" for Private Enterprise [ Resource Constraints 

Policy Dialogue Financial and Equity Entrepreneurial and 
w th Gr-K Dev.elopment Managment Development 

I, 
rz !0 

Policy initiatives of Kenyan i n Egui ty Opportunities Technical/ Entrepreneurial 
Dialogue Privati Enterprise Market Mgnt. Ski lls Ski lls 

M 

x_ 



Appendix B 
Matrix of Intervention by Program Elememnt
 

Policy Financial Entrepeneurial
Dialogue and Equity and ManagementIntervention 
 with GOK Development Development
 

,?roiect 615-0220, RPE
 

Rural Private Enterprise - Loans 
 X
 
Rural Private Enterprise - Grant.'(Training) X 

Proiect 615-023., PED
 

Investment Promotion Conter 
- Investment 	 X
Investment Promotion Center - Training XKAM - Policy Studies 	 X
KAN - Seminars 

K-KAP - Volunteer Counselling X 

X
K-AP - Seminars 

Kenya Equity Management - Equity
Idustrial Promotion Services 	

x
 
x
 
X


Rural Enterprise Program.- Loans 

Rural Enterprise Program - Grant (Training) 

X
 
X
IESC - Couns ..Itancies 
 X
 

Project 615-0213, SAP and
 
Proiect 615-0240, SAAP
 

CommoJity Import Program 	 X
 

Program Grant, 615-0227
 

Informal Sector (Jua Kali) Loan Program X.
 
Z7 Loan Guarantee Program 
 X
 

w
 



APPENDIX C
 

PRIVATE D1TE ISE PPWgWq* matrix of proleci uWs 

To Puild Capacity To Deliver Gods & To Attract ResourcesTo Tost To Introduce/ 
PAW (pilot M d RID) Dmonstrate (infrastructure) Services(operational) (mamet) 

ICenyan Policy Dialoque Intemventions 

X 	 x1) rumhm _c 

2) Ste D X X X 

Financial Market !ntetventlons 

X 	 X X
3) stzurgti VC 

X X X4) Stra he S 

5) Ceateam x X x X 

6) LcaI OCnUcY -ao.: 
x xa. JklaKaui 	 xb. 	 LoinrA~antee x 


x x
7) M, cret) x X 

x6) CP 

Wan tesource Owevloent and TchnLcal AsAstane interventiOnS
 

9) M (bwu training) x
 

10) we (M sippot) x x
 

X
U) 


X X
12)mP 	 X 

go 
so 

',4
 

0 



APPENDIX D
XCUTIVE SU.MMAPY OUTLINE 

is a two to three page, single-spaced
The Executive SuMary 
document containing a clear, concise summary of the most 

it should be a self-contained
critical elements of the report. 

The sur.mary
document that can stand alone from the report. 


should be written in such a way that individuals unfamiliar 
basic elements 

with the project can understand the project's 

and how the findings from the evaluation are related to it 
to any other document.without having to refer 

or AID/W office initiating the
I. Name of mission 

full evaluationevaluation, followed By tLle anld date of 

report. 

Pur.ose of the activity or activities evaluated. What
2. 

the activity adoress; what is 

c nstraints or opportunities coos 

ik trying to do about the constraints? Specify the problem,
 

specify the solution and its relationship, 
if any, to
 

t en 
rerall mission or office strategy. State the logfcame purpose
 

a dgoal, if applicable.
 

Why (and
3. \ur~ose of the evaluation-and methodology used: 
 -if -asingle proect or program evaluation, at what. stage 

the evaluation undertaken?
interim, final, ex post)' was 


Briefly describe the types and sources.of evidence used to 

assess effectiveness and impact. 

Discuss major findings and
4. Findinas and conclusions: 

interpretations related to the questions in the Scope of Work.
 

Note any major assumptions about the activity that proved
 
Cite progress since
 invalid, including policy related factors. 


any previous -evaluation. 

S. Recommendations for this activity and its offspring (in 
the
 

the office program). Specify the
misson country or in 

in design and management of
 pertinent conclusions for A.!.D. 


the activity, and for approval/disapproval and fundamental
 

changes in any follow-on activities. Note any reco=endatidns
 

from a previous evaluation that are still valid but were 
not
 

acted upon.
 

Lessoni learned (for other activities and for 
A.I.D.


6. 

generally)." an oppoctunity to give A.I.D. colleagues
TiISS 


how

advice about planning and implementation strategies, i.e., 


,
to tackle a similar development problem, key design factors 


factors pertinent to management and to evaluation itself.
 

There may be no clear lessons. Don't stretch the findings by
 

in an effort to suggest
 vague generalizationspresenting 4-5 above are succinctlyroadly applicable lessons. If items 
'nn dae ive pertinent lessons. On the othercovered, the reader 

clear lessons even when these may seem 
hand, don't held back 
trite or naive. Address:
 

Imvlications. Findings/conclusLions about
 * roject Design of other
that bear on the design oc management

t-h1'acOiv.ty 
their assumptions.im'lar activities and 

o road action Elements which suggest* iimPlIvations. 
h" activrty evaluated. and which need to be 

action beyond In oher contexts 
considered in dealgrlng similar activitieb the 
(e..., policy rwpicementa, procedural matters, factors 

i" 


that were particula.rly nitrainifig ot uPpOrtivQ).
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DOCUMENTS REVIEWED 

Project PaRrs: 

Private Enterprise Development, 613-0238, 04/03/87

Commodity Import Program (CIP), 615-0213, 09/20/85
 
Rural Private Enterprise, 615-0220, 08/11/83
 

General Docymnts
 

USAID/Kenya, Private Enterprise Strategy Statement, Edition 2, Sept. 13, 1985.
 

Africa Project Development Facility Report on Operations for 12 months ended
 
October 31, 1988.
 

USAIO/Kenya Office of Projects, Semi-Annual Project Implementation Review,
 
Period Ending September 30, 1988.
 

USAID/Kenya Office of Program, Semi-Annual Project Implementation Review,
 
Period Ending September 30, 1988.
 

Kenya Commercial Finances Company, IFI Loan Case Study PRE Project Number
 
940-0002.3, by Management Systems International.
 

Lessons from Experience Volume II: The Design and Implementation of
 
Commercial Lending Projects by A.I.D.'s Bureau for Private Enterprise,
 
Management Systems International, 1988.
 

USAID/Kenya, Fertilizer Marketing Development Program Impact Study, Final
 
Report, November 1988 by Agriconsult.
 

A.I.D. Private Enterprise Development, Evaluation of the International
 
Executive Service Corps, June 1988 by Multinational Strategies, Inc.
 

National Christian Council of Kenya, Mid-Term Evaluation Report, Small-Scale
 
Business Enterprise (SSBE) inNakuru, Kisumu, Mombasa, November 1988, by
 
Gertude Skopiyo, Consultant (Nairobi).
 

Rural Private Enterprise, Feasibility Study of Proposed Expansion of a Textile
 
Plant for Bedi Investments Limited, December 1988, Deloitte Haskins &
 
Sells Management Consultants.
 

Kenya Rural Enterprise Project, Report for Period Ending March 31, 1989,
 
Contract No.: 615-0220-C-00-4004-00, by Deloitte Haskins & Sells.
 

Long-Term Lending, Kenya Rural Enterprise (RPE) Programme, undated by Deloitte
 
Haskins & Sells Training Services.
 

3/6/89, USAID/Kenya Private Sector Phase One Draft Report, by J.E. Austin
 
Associates (MAPS Activity).
 

K-MAP 5th Cooperative Agreement Report, July-Sept., 1988. Oct. 1988, K-MAP.
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Progress Review of Kenya Management Assistance Program, Cooperative Agreement
 
615-01.38-A-O0-7025-O0, December 21, 1988 by PRJ-USAID/Kenya.
 

Privatizatiorn of the National Commercial Bank of Jamaica, A Case Study,
 
Research in Progress, September 1987, by Roger S. Leeds, Center for
 
Business & Government, Harvard University.
 

IESC 	Grant go. AID-615-0238-G-O0-7022-O0, 6/18/87, IESC/Kenya - USAID. 

Informal Sector Program Grant Agreement, 12/86, Kenya Commercial Bank Limited
 
& GOK-represented by IPC (Jua Kali Loan Program).
 

Entrepreneurs International, Manual for USAID Participation, Nomination
 
Procedures and Guidelines, 6/88, AID/W-OIT.
 

FINANCE COMPONENT
 

Rural Private Enterorise
 

RPE Project Paper
 
USAID Implementation letters
 
Cooperative Agreements
 
Regional Inspector General audit (8/88)
 
DHS progress and annual reports
 
REP reports and evaluations
 

Kenya Eauitv Management/Kenya Eauity Capital
 

A. Semi-annual Project Review, 3/31/89. Office of Projects, USAID/Kenya
 

B. Memorandum of Conversation, May 11, 1988, from Barry MacDonald to
 
D. Kline, G. Bertolin, and M. Mcwherter
 

Kenya Commercial Finance Comany
 

A. 	Primary Data
 
KCFC project proposal submitted to PRE
 
KCFC/PRE Loan Agreement and correspondence files
 
Review of a sample of KCFC's borrower files 

B. Secondary Data
 
Kenya Commercial Finance Company evaluation report by Management Systems 
International
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Leather Industries of Kenya
 

A. Primary Data
 
USAID/Kenya LIK project files and Bureau for Private Enterprise Loan
 
Agreement.
 

LIK Board Papers
 

B. Secondary Data
 
"Leather Industries of Kenya - Direct Loan Case Study'. Management

Systems International/Bureau for Private Enterprise.
 

Jua Kali 

A. Primary Data
 
KCB/USAID correspondence and agreement files
 

B. Secondary Data
 
Evaluation of The KCB Informal Sector "Jua Kali" Loan Program. Feb/March

1988. Linda McGinnis (USAID/Kenya) & Raj Bhatia (Investment Promotion
 
Centre).
 

Money and Capital Market.Development
 

"Recommendations to The Nairobi Stock Exchange," R. Bishop, May 1988
 
USAID Project No. 615-0240, PIL No. 25
 
Memorandum 6372G drafted by M.McWherter, 3/12/87 concerning suggestions


for money and capital market development.
 

Credit Guarantee Scheme
 

The only documentary source for data on the program is a report on
 
borrower statistics generated at the team's request.
 

IANAGEMENT ANM ENTREPRENEURESHI.
 

Rural Private Enterorise
 

A. 	Primary data sources include a random sample survey of KCB, Barclays and
 
Standard banking officers who have received training.
 

B. 	Secondary data sources include:
 
"Rural Private Enterprise', AID Project Paper, August 1983
 
Audit of Kenya Rural Private Enterprise Project, February 1989
 
Evaluation of 18 long-term lending courses, October 1988
 
Mid-Term Evaluation of REP of RPE, June 1987
 
REP Program Report as of June 30, 1988,
 
and other DHS, USAID, and banking documents.
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Kenya Association of Manufacturers
 

A. 	Primary Data: Interviews with randomly selected seminar
 
participants, interviews and office visits by team
 

B. 	Secondary Data: Seminar Participant Forms inUSAID files
 
Reports from KAM on Seminars inUSAID files
 

Kenya lanaaement Assistance Proaram
 

The last tWo semi-annual cooperative agreement reports,
 
The 3/31/89 project review
 
Several local newspaper articles
 
The original PED project paper
 
The Dec. 88 Progress Review report
 
A 1989 workplan

A K-MAP self-sustainability memo
 
P.R. brochures
 
Forms and file documentation
 
Interviews with counselors and local business leaders.
 

Rural Enterorise Proaram jPrivate EnterDrise Develooment)
 

No primary data was collected. Secondary data sources include:
 

The PED Project paper
 
Project financial status report as of 3/31/89
 
REP Program Report 6/30/88
 
and various PVO files and reports.
 

International Executive Service CorDs
 

The project team reviewed written materials, including A.I.D.
 
documentation of IESC programs, correspondence and past project evaluations;
 
quarterly status reports, IESC individual client files (arandom sample of 20
 
were reviewed), and existing independent evaluation reports on IESC
 
activities, and USAID Mission evaluations.
 

Entrepreneurs International (Strateaic SUDoOrt)
 

No primary data was collected. Secondary data sources include OIT
 
evaluations of El participants from interviews conducted 9/26-10/3/88, and
 
USAID files.
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Kenya National Chambers of Commerce and Industry (Strateac SuRoort)
 

Secondary data: B.Bassam's 1987 Report

N. Renzi's 1989 Status Update
 
IESC Reports inUSAID Files
 

Secondary data sources include: the evaluation of the Kenya Commercial
 
Bank Informal Sector "Jua Kalil Loan Program, Feb-March 1988, Linda McGinnis,

USAID and Raj Bhatla, Investment Promotion Center, KCB and USAID memos, and
 
the Jua Kali Grant Agreement.
 

POLICY CONPONENT
 

Investment Promotion Center
 

The Centre's work program for 1989 and supporting documentation on
 
particular subprojects (e.g., scope of work for an Investment Seminar in
 
Kisumu).
 

Several newspaper reports on IPC (e.g., The Nation, April 16, as well as
 
earlier in the week).
 

Private Enterprise Development (PED) Project Paper of April 3, 1987
 
The Project Grant Agreement relating to IPC (June 1987)

The Sent Annual Project Review and Financial Status reports
 
Similar background sources.
 

Kenya Association of Manufacturers
 

Terms of Reference for two additional studies which are about to be
 
commissioned
 
The already referenced USAID financial reports and implementation review
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INDIVIDUALS CONTACTED
 

FINANCE COMPONENT
 

Rural Private Enterprise
 

Persons contacted for the commercial bank component were:
 

Mr. Justus Omolo, Project Officer, USAID;
 
Ms. Judy Beckwith and Mr. Mwende Thiribi, DHS;

Mr. Lawrence Masaviru, Mr. P.P. Muiruri, Mr. A.N Kebeya,

Mr. Johnson Muguimi and Mr. William Odeny, Kenya Commercial Bank;

Mr. S.K. Muumbi and Mr. J.D.W. Mburu, Standard Chartered Bank;
 
Mr. Michael Bristow and Mr. tlarjit Singh, Barclays Bank of Kenya;

Mr. Birech Kuruna, Central Bank of Kenya.
 

Persons contacted for the PVO component were:
 

Mr. Fred O'Regan, Mr. Albert K.Mutua, Mr. C. Aleke-Dondo,
 
Mr. Stephen Mirero, Rural Enterprise Program;

Mr. George Donde, National Council of Churches of Kenya;

Ms. Florence Munene, Kenya Women's Finance Trust, Kiambu Office.
 

Knya Eauitv Manaoement/Kenya Eauity Capital
 

Ms. Holly Wise, USAID/Kenya
 
Mr. Mike McWherter, USAID/Kenya

Mr. Bruce Bouchard, KEM
 
Mr. Godfrey Chamungwana, Standard Chartered Bank
 
Mr. Dickson Gachuche, Kenya Finance Company

Mr. William Wood, Thabiti Finance Company

Mr. Richard Parry, Africa Project Development Fund
 
Mr. Nizar Meruani, Diamond Trust of Kenya

Mr. Ngenye Kariuki, Nairobi Stock Exchange

Mr. Bal Raj Kapoor, Industrial Promotion Services
 
Mr. Lorne Olsen, IESC
 

Industrial Promotion Services 

Ms. Holly Wise 
Mr. Michael McWherter 
Mr. S.H. Poonawala 

USAID/Kenya 
USAID/Kenya 
IPS 

Mr. Bal Raj Kapoor IPS 
Mr. James G. Nduati IPS 
Mr. Nizar Meruani Diamond Trust 
Mr. Richard Parry Africa Project Development Facility 
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Rural Enterortse Program (Private Enterorise Development)
 

Mr. Fred O'Regan, Mr. Albert K.Mutua, Mr. Stephen Masero,
 
Mr. C. Alek-Dondo, REP
 
YWCA
 

Kenya Commercial Finance Comoanv
 

Mr. Ayub Migwalla - KCFC
 
Mr. Justus Omolo - USAID
 
Mrs. Elbuzaidy - KCFC
 

Leather Industries of Kenya
 

Mr. Justus Omolo - USAID Project Officer
 
Mr. Lutafali Kassam - General Manager, LIK
 
Mr. Karim S. Peerbhoy - Financial Controller, LIK
 
Mr. Amin M. Kassam - Assistant General Manager, LIK
 

Jua Kali
 

Mr. Migwe Kimemia - USAID
 
Mr. Lawrcnce Masaviru - KCB(BAS)

Mrs. Lynette Dawa - KCB(BAS)
 

Money and Capital Market Develooment
 

Person Organito 
Mr. Steven Sinding USAID/Kenya

Ms. Holly Wise USAID/Kenya

Mr. Michael McWherter USAID/Kenya

Mr. Peter Leifert Formerly USAID/Kenya

Mr. W.K.B. Arap Chelashaw Capital Markets Advisory Council
 
Mr. Ignatius Ngenye Kariuki Nairobi Stock Exchange

Mr. Nizar Keruani Diamond Trust
 
Mr. Dickson Gachuche Kenya Finance Corporation
 

Credit Guarantee Scheme
 

Mr. Migwe Kimemia, USAID Project Officer
 
Mr. Lawrence Masaviru, Manager, Business Advisory Services, KCB
 
Mr. Shem Okongo, Project Officer, Business Advisory Services, KCB
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MANAGEMENT AND ENTREPRENEURESHIp
 

Rural Privat n ri 

Mr. Justus Omolo, USAID
 
Mr. Albert Mutua, Christopher Aleke-Dondo, Steven Mirero,
 

Mr. Kabucho (REP)

Ms. Judith Beckwith, Mwende Thiribi, (DHS)

Mr. Ian Shipton, Manager Manpower Planning and Training, Barclays Bank
 
Mrs. Janis Mwosa, Principal KCB Training School
 
Mr. Maina, Standard Bank Training School.
 

Kenya Association of Manufacturers
 

Mr. Migwe Kimemia, USAID Component Manager

Ms. M.M. Muigai, KAM
 
Mr. John Kuria, KAM
 
Mr. Silas Ita, KAM
 

Kenya Management Assistance Program
 

Mr. Victor Pratt, K-MAP's founder and chairman of the Executive
 
Committee
 

Ms. Sandi Severn, project advisor at USAID
 
Mr. Gohil, Mr. Ligongo and the secretarial support person
 

Rural Enterprise Program (Private Enterorise DeveloRin-tl-


Justus Omolo, USAID
 
Albert Mutua, REP
 
Louisa Owiti, Director YWCA.
 

International Executive Service Cors
 

Mr. Lorne Olsen (also Regional Director for East Africa)

Ms. Sandi Severn, USAID PRJ
 

Entreoreneurs International (Strateaic Suooort)
 

Ms. Sandi Severn, USAID/PRJ

Mr. Mark Renzi, USAID/PRJ
 
Mr. Steve Ragama, USAID/ARD
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Kenya National Chambers of Commerce and Industry (Strategic Suooort)
 

Mr. Mark Renzi, Component Manager, USAID
 
Anthony Itebete, PEDCO Employee

Charles Gathirimu, KNCCI Acting Director
 
Ms. Doretha Khamtsi, KNCCI Information Specialist
 

Jua Kali
 

Mr. Migwe Kimemia, USAID
 
Mr. Raj Bhatia, IPC
 
Mr. Ezra Mbogori, Director, the Undugu Society

Mr. Jeffrey Njagi, ILO Improve Your Business Program

Ms. Lynette Dawa, KCB Business Advisory Service Consultant.
 

POLICY COMPONENT
 

investment Promotion Centre
 

Mr. J. N. Kimeria, Managing Director
 
Four members of his senior staff:
 

Messrs. Paul S.Muite, Senior Projects Officer
 
F. E.Oyugi, Finance and Administration Officer
 
Ben K. Nzioki, Projects Manager

Joshua Ogola, Projects Analyst


Mr. R. K. Bhatia, Advisor
 

Kenya Association of Manufacturers
 

Mr. Silas Ita (KAM Executive Director)
 
Mr. John W. Kuria
 
Ms. M. M. Muigat

3-5 other members of the KAM Executive Committee
 
Senior Officials, Ministry of Industries
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MANAGEMENT I ENTREPRENEURSHIP C-EERAL CONTACT LIST
 

Mr. J.K. Kanja 	 Director, Kenya Finance Corporation Ltd.
 
Director, Eastern African Finance Consultants
 
Ltd.
 
Managing Director, Nairobi 	Homes
 
Chair, Canadian/Kenyan Business Association
 

Mr. Dickson N. Gachuche Chief Executive & Managing Director, Kenya
 

Finance Corporation, Ltd.
 

Mr. Charles Muchene Manager, Price Waterhouse Counselor, K-Map
 

Ms. Geraldine C. Dunford Commercial Officer, Canadian High Commission
 

Mr. G.K. Gathirimu 
 Acting Director & Finance and Administration
 
Officer, Kenya National Chamber of Commerce
 

Mr. John W. Kuria Executive Officer, the Kenya Association of
 
Manufacturers
 

Ms. M.M. Muigai Executive Officer, the Kenya Association of
 

Manufacturers (K.A.U.)
 

Mr. Munene Kabengi Training Officer, Kenya Institute of Management
 

Mr. Geoffrey R. Rurua Kenya Industrial Estates
 

Mr. Peter Nyangau Projects Officer, I.E.S.C.
 

Mr. Jack Caminker Volunteer Executive, I.E.S.C.
 

Mrs. Marimassor Seekircher Volunteer Executive, I.E.S.C.
 

Mr. Richard Parry 
 Regional Manager, Africa Project Development
 
Facility (APDF)
 

Mr. Robin M. Kimotho A.P.D.F.
 

Mr. Roger B. Jantio Senior Consultant, J.E. Austin Associates
 

Mr. Gichira UNDP/ILO: Project Coordinator
 

Plus numerous private sector contacts and attendance at the Canadian-Kenyan

Businessmen's Association luncheon at the Hilton on April 11, 1989.
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ACTIVITY ASSESSMENTS
 

Filnanc
 

1. RPE - Banks & PVOs
 
2. KEM/KLC
 
3. IPS
 
4. REP - PED
 
5. KCFC 
6. LIK 
7. Jua Kali 
8. Money & Capital Market Development

9. Credit Guarantee Scheme
 

Management & Entrepreneurship
 

10. RPE - Banks & PVOs
 
11. KAM
 
12. K-MAP
 
13. REP - PED
 
14. IESC
 
15. El
 
16. KNCCI
 
17. Jua Kali 

Policy 

18. IPC
 
19. KAM
 
20. CIP
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RURAL PRIVATE ENTERPRISE
 
(Finance Component)
 

Project 615-U220
 

I. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

The purpose of this project is to establish and expand rural private

enterprises in Kenya. End of project conditions expected are a 30% increase
 
inannual gross revenue for businesses assisted and a minimum of 5,600 direct
 
jobs and 9,000 indirect jobs created. Magnitude of outputs are: a minimum of
 
$36 million for 159 loans made to rural private enterprises by commercial banks
 
and a minimum of $1.6 million ($698,000 USAID-funded) for 1,341 loans made to
 
small enterprises by non-governmental organizations (NGOs) (through grants to
 
25 NGOs), with an average loan size of $1,200; bad debt losses less than 2%per

year; arrears over six months less than 10% average. The project provies lnan
 
funds and technical assistance and training (TAT) to rural private enterprises.

Formal sector enterprises receive credit through three commercial banks - Kenya
Commercial Bank (KCB), Barclays Bank of Kenya (BBK) and Standard Chartered Bank
(SCB). El igible enterprises must be private and "be at least 50% owned by Kenyan
citizens or by a firm which is an integral part of the Kenyan economy".
Projects must be rural, off-farm, new capital investments and fulfill one or 
more of the following criteria: create new jobs (i.e., labor intensive); be
 
export oriented (potential to generate net foreign exchange); and/or provide

increased markets, inputs or services for agriculture or other rural production.

TAT to the banks and project management assistance to USAID isprovided through
 
a contract with Deloitte, Haskins and Sells. Informal sector and very small
scale formal sector enterprises receive credit funded by grants to NGOs by a
 
US-based Private Voluntary Organization (PVO), World Education, Inc. (WEI).

These funds will be disbursed through the Rural Enterprise Program (REP), WEI's
 
local affiliate. TAT to the NGOs and the enterprises is provided through a
 
cooperative agreement with WEI and REP. The percent of project time elapsed

is85%. According to A.I.D., funding is 27% expended ($6.5 million) for the
 
loan component ($24 million obligated). Of the committed grant component ($12

million committed, $11.704 million obligated) 54% ($6.4 million) isexpended.

This latter amount includes DHS funding ($218 million) and WEI funding ($7.1

million). Overall, 36% has been expended. The WEI funding includes $0.9
 
million for grants to NGOs for lending to small businesses. See Attachment I
 
for line item expenditures for the overall project to date.
 

II. AVAILABLE DATA
 

Time constraints on this evaluation restricted the data collected by the
 
team to secondary sources. As a result, this evaluation cannot be construed
 
as an audit and cannot be considered as a follow-up to the RIG audit report

dated February 24, 1989 in either depth of investigation or purpose. The
 
sources were: RPE Project Paper, USAID Implementation letters, Cooperative
 

1 These USAID amounts may vary somewhat from the data reported by DHS and
 
REP due to variations inthe exchange rate and currency of the data.
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Agreements, Regional Inspector General audit of August 1988, DHS progress and
 
annual reports, REP reports and evaluations and interviews with project

personnel at the respective implementing institutions. Persons contacted for
 
the commercial bank component were: Mr. Justus Omolo, Project Officer, USAID;

Ms. Judy Beckwith and Mr. Mwenda Thiribi, DHS; Mr. Lawrence Masaviru, Mr. P.P.
 
Muiruri, Mr. A.N Kebeya, Mr. Johnson Muguimi and Mr. William Odeny, Kenya

Commercial Bank; Mr. S.K. Muumbi and Mr. J.D.W. Mburu, Standard Chartered Bank;

Mr. Harjit Singh and Mr. Michael Bristow, Barclays Bank of Kenya; M1r. Birech
 
Kuruna, Central Bank of Kenya. Persons contacted for the PVO component were:
 
Mr. Fred O'Regan, Mr. Albert K. Mutua, Mr. C. Aleke-Jondo, Mr. Stephen Mirero,

Rural Enterprise Program; Mr. George Donde, National Council 
of Churches of
 
Kenya; Ms. Louisa Owiti, YWCA; Ms. Florence Munene, Kenya Women's Finance Trust,

Kiambu Office. Unfortunately, it was not possible to interview a sample of
 
borrowers ineither component. Since this project consists of two complementary

but separate sub-programs, commercial bank lending and PVO/NGO programs, they

will be treated separately in the following discussion.
 

III. COMMERCIAL BANK LENDING
 

A. Major Findings
 

1. Costs
 

Not including bank project related administrative costs (s'nce banks do
 
not segregate project costs), the cost per dollar is $.40. 
 This figure is
 
arrived at by comparing the amount of grant funding expended to date ($2

million) with the amount disbursed ($5 million).
 

2. Actual Outputs
 

Attachment 2 presents various project statistics. The following results
 
have been achieved as of January 31, 
 1989: A total of 42 loans for
 
approximately $11.5 million have been approved (32% of the total loan facility)
and a total of 29 loans for $ 5.1 million hav been disbursed (14.2% of the loan 
facility), including offshore procurement. ' Thus 44% of the approved amount 
has been disbursed. The ratio of A.I.D. funds (Central Bank of Kenya CBK 
reimbursements plus offshore procurement) to net bank disbursements of their
 
own funds is 2.1:1. This figure is in line with the ratio of 2:1 stated in PIL
 
#13. The number of loans approved is only 26% of the estimated 159 loans to be
 
financed under this sub-program. This indicates that the loans are larger than
 
were originally anticipated. In fact, the average loan size is$273,000, with
 
the largest loan at $1.9 million and the smallest at $5,000. Most of the loan
 
amounts approved and disbursed have gone to larger companies. Some 65% of the
 
total amount approved and 57% of the amount disbursed to date has gone to 12%
 
of the companies, whose average assets are $10.3 million and whose average

annual sales are $8.5 million. Th2 average annual sales of all the borrower
 
enterprises are $1.3 million, with the highest being $21.5 million and the
 
lowest being $10,000. The average cost per job created so far is $7,546. 
The
 

2 In this discussion the exchange rate used is KSh 18.5 - US $1,the weighted
 
average since loans were first approved, as calculated by DHS.
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average total assets of all borrowers is$1.4 million, with the largest being

$28.2 million and the smallest $6,000. Incontrast to the large firms, twenty
three of the enterprises on which data is available hold equity of less than

$231,000 and twenty-one of these qualify for incentive payments for loans .to
small businesses as established inthe "Request for Applications from Commercial

Banks". On the other hand, the Project Paper (p.15) states that "to ensure
 
that a reasonable portion of loans go to small- and medium-scale enterprises,

banks will receive incentive payments for loans under $75,000". So far, nineteen

loans (48% of the total) qualify for incentive payments under this criteria.

Yet, requests for incentive payments have been processed on only six loans so

far. The loans approved to date are divided between the following activity

sectors: agribusiness - 62%, manufacturing - 17% and services - 21%. To date,
RPE procurement offshore is approximately $2.4 million. This includes 10% of
the USAID contribution of $24 million and 21% of total approved loans as of
January 31, 1989. There is no information on repayment at this time as most

loans are still inthe grace period.
 

3. mprnnQ
 

All of the loans approved to date meet the eligibility requirement except
one for $24,000. That loan involved only the purchase of an existing concern

with no establishment or expansion. 
No new economic benefits were generated.

One loan for $108,000 (not included in the above discussion) will not be

exercised even though funds have been disbursed to the bank, but not to the

borrower. These two transactions are being reversed. The CBK portion ($32,000)

of another loan for $48,000 has been disbursed to the bank even though the bank
 
has not disbursed to the borrower.
 

4. onstraints to Imolementation
 

Project start-up was impeded by many factors, both external and internal.
 
The Project Agreement with the GOK was 
signed in August 1983, but all the
Conditions Precedent were not met until May 1987 and the first loan was not
approved until August 1987. 
 The main issues constraining bank participation

were: 
previous negative experience with stringent conditions from PRE/W (PRE)

for disbursement of funds; non-inclusion of project loans in the 17%

agricultural sector loans requirement of CBK; requirement asking 
banks to

provide matching funds at a 1:1 ratio; and the 1%:tandby fee for failure to
 meet the pre-agreed 
disbursement schedule. USAID proposed satisfactory

amendments to the latter three conditions of the draft loan agreement with CBK
 
in October 1985. In addition, the CBK and Treasury objected to having to

establish a new discount account for banks at the CBK and to formal 
loan
 
agreements with banks. Therefore, each bank was permitted to set up its own
account inthe CBK and a circular to commercial banks was issued instead of the
proposed loan agreements. Also, the Treasury originally wanted the repayments

from the banks to go to the GOK Development Fund rather than being relent to
 

3 This RfA" (no date, probably 1984, p.2) states that "AID will make an
incentive payment to commercial banks for each subloan to businesses with less
than KSh 3 million equity ..." (approximately $230,770 in 1984). 
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banks for the same purpose. Now the GOK has agreed to keep the revolving fund
 
inexistence for 25 years.
 

Two other constraints to implementation were: 1)the GOK determination in

November 1986 that the interest rate for RPE lending would be 2% below the
 
maximum commercial bank lending rate, and 2) the establishment of a lending

ceiling on banks in October 1987. Both of these actions were part of the GOK
 
macro-economic management that has slowed the rate of project lending. A.I.D.
 
agreed that "a reduction from the maximum interest rate is desirable as a
 
promotional tool" 4 and approved the project lending rate at 2% below the
 
ceiling.
 

a. External
 

The government imposed lending ceiling has adversely affected the amount
 
of funds that can be disbursed under the RPE program. Inorder to honor large

commitments made before the ceiling was imposed inSeptember 1987, SCB and BBK
 
had to drastically reduce the rate of lending. As a result the banks' allocation
 
of funds for RPE virtually ceased. Fortunately, BBK was able to adjust its
 
portfolio to the ceiling and recommenced lending under RPE. SCB has not been
 
able to do so and has approved only three RPE loans to date. KCB, being 70%
 
owned by the GOK, was pressured to lend by the government and parastatals, and
 
so exceeded the ceiling by nearly KSh 1 billion by the end of 1988. Although

the limit was then raised from .8%to 1%credit expansion per month, KCB has
 
suspended lending for loans above KSh 500,000 ($27,000). Based on the fact
 
that RPE loans are for productive purposes and have developmental impact, it
 
has been requested that the GOK exempt these loans from inclusion inthe lending

ceiling of banks, but to no avail so far, One possible option to help alleviate
 
this problem is to have the banks lend through their non-bank financial
 
subsidiaries (currently only KCB has such a subsidiary, although BBK has applied

for a license to establish one), since they are not subject to the lending

ceiling restrictions, but, on the other hand, cannot obtain funds directly from
 
CBK. Thus the funds would still have to go through the banks. This possibility

has already been approved by USAID, but not by the GOK. Another factor which
 
affects liquidity is the 6% reserve requirement. In addition to reducing

liquidity, this has the effect of raising the cost of capital due to 
income
 
lost from not lending this portion of deposits.
 

Another constraint has been that the maximum interest rate permitted under
 
RPE is 2% below the maximum commercial rate. This, in addition to a higher

weighted cost for RPE funds, has meant that the spread on RPE loans is 3.3% 
lower (8.9 - 5.6%) than on regular loans (See table below). Recently the 
maximum commercial rate on loans with terms longer than four years was raised
 
to 18%, which means that the RPE rate will rise to 16%. The margin will be .6%
 
higher than before (6.2 -5.6%), but now 4.5% lower than the normal margin (10.7
 
- 6.2%). This difference (i.e., less margin/spread on RPE loans) has been
 
another disincentive to RPE loans. DHS has proposed that the minimum term for
 

4 Implementation Letter No. 14, Nov. 10, 1986. This lending rate was also
 
reiterated in ILNo. 24, Jan. 15, 1988.
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RPE loans be four years, since only two loans to date have been for terms less 

than four years.
 

RPE Loans l oansTpm Term 
<4 yrs >4 yrs <4 yrs >4 yrs
 

Cost:
 
Bank funds 6.1% 7.3% Normal loan rate 15.0% 18.0%
 
RPE funds 8.0 11.0 Less:
 
Weighted cost 7.4 9.8 Cost 6.1 7.3
 

Margin 8.9 10.7
 
RPE loan rate 13.0 16.0
 

Margin (spread) 5.6 6.2
 

Another serious constraint has been the rather complicated procurement

procedures, especially as concerns the letters of commitment and letters of
 
credit. This has caused major delays inthe arrival of equipment for some of
 
the larger projects. The offset to this disadvantage for banks is the
 
availability of foreign exchange without the exchange risk.
 

b. Internal
 

Inaddition to implementation delays caused by terms of the agreements, DHS
 
indicates that "the time required to build the institutional infrastructure,

initiate administrative change and motivate participants toward involvement...
 
requires a longer time frame if the project is to realize its long term
 
(institutional building) objectives." s The project which was designed for 5.5
 
years has really only been operational for two years, so this isanother factor
 
in the relatively low percentage of project funds disbursed to date.
 

To be eligible an investment must qualify under at least one of three 
criteria - be "labo, -intensive",i.e., require no more than KSh 80,000 (currently
approximately $4,200) for each new Job created; be export-oriented or be for 
import substitution, i.e., have potential to increase net foreign exchange

earnings; and/or provide more markets, inputs, processing or services for
 
agricultural or other rural production based on locally available inputs. 6 In
 
the opinion of DHS, "the operational definition of the Job creation criteria
 
is too narrowly defined. Ineffect, the requirement that $5,000 (now $4,200)

should result in the creation of a new job acts as a barrier. Access to
 
institutionalized credit for a large number of potential sub-borrowers inthe
 
private sector isdenied (for the businesses that do not qualify under one of
 

s Draft of RPE Annual Report, DHS, 4/89, p. 3
 

6 Brochure for RPE Project, p.3. Also, the Project Paper stated (p.14) "A
 
labor intensive investment for purposes of this project is one that requires no
 
more than $5,000 for creation of each new Job."
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the other two criteria)." 7 The average cost per job created so far ($7,546)

has been 80% higher than the required $4,200. DHS makes the observation that
 
such labor intensive objectives may in fact reduce average level of worker
 
output and limit investments which create an increase in productive employment.

Therefore, increased employment may not necessarily have a positive macro
economic effect, only a positive micro effect.
 

The rate of lending has also been hampered by inability of potential

borrowers to meet the collateral requirements. Banks do not keep records of
 
applications rejected, but most of the applications rejected are due to
 
insufficient collateral. All three banks require at least 125% 
coverage

(sometimes more) by tangible assets that are given a forced-sale value. Related
 
to this is that delays in disbursement are often caused by delays ingetting
 
proper (i.e., acceptable to bank) documentation for the collateral.
 

Another common reason for rejection isthe lack of project viability, which
 
would indicate that borrowers are perhaps not making adequate use of the funds
 
available for feasibility studies. The use of these funds has been an 
issue
 
because although the project brochure for borrowers says that project funds will
 
finance between 50 and 90% of the cost, DHS mentioned that in actual practice

"USAID has required that 50% of the study cost be absorbed by the client". 5
 
This has caused confusion and resentment among potential clients. On the other
 
hand, USAID states that banks have financed up to 90% of such costs in a number
 
of cases. This issue should be resolved.
 

5. Institutional Impact
 

The most evident impact on the banks is that they have partially

institutionalized long term lending to varying degrees as a result of the RPE
 
project. This is consistent with the GOK Five Year Development Plan to promote

longer lending for investments. None had lent for as long as $ight years before
 
the project, but SCB had lent for the medium term (5years). There have been
 
no changes in collateral requirements as a result of the project.
 

6. Direct Developmental Impacts (on borrowers)
 

It is estimated by DHS that a total of 1,520 Jobs will be created (217, or 
14.3% of this total, will be for women) or 30% of the total project target.
As indicated above, the average cost per Job created is$7,546, 80% higher than
 

7 Draft of RPE Annual Report, DHS, 4/89, p. 3.
 

a Draft of RPE Annual Report, DHS, 4/89, p. 15
 

9 The main constraint to long term lending with normal funds is the lack of
 
long term deposits. However, due to a rather constant level of deposits of
 
shorter term (net effect of deposits less withdrawals), the banks can make some
 
long term loans, although this ismore risky than using longer term sources. Also,
 
an undetermined amount of short term deposits tend to be renewed at maturity

(rolled over). Depositors prefer finance companies (e.g., KCFC) for term deposits

because they can get a higher return.
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the target of $4,200 ($5,000 inthe Project Paper). There isno information on
 
change in asset size or sales for the loans disbursed so far.
 

7.Sustalnabilllt
 

SCB said that the project requires about 20% more staff time than normal
 
loans due to the need to examine feasibility studies, etc. None of the banks
 
had figured the actual administrative costs associated with the project, so
 
they could not determine ifthe "weighted" spread was adequate. KCB expressed
 
concern that USAID may not provide the 2%needed to cover some of the additional
 
administrative costs. All banks indicated that they would probably continue
 
lending to the best clients of this same target group after project termination
 
using their own funds, but for terms closer to five years and at the normal
 
maximum commercial interest rate. Also, reflows would be lent at the commercial
 
rate, but not necessarily to the same target group. KCB stated that continuance
 
of RPE-type lending would depend primarily on liquidity, government lending

ceilings and the ability to lend through KCFC without affecting their ceiling.

All banks have at least 25 rural branches (KCB has 155) to facilitate lending

inthese areas.
 

8. UnDlanned Effects
 

One unplanned effect of the project is that the lending ceiling, at least
 
at KCB, has caused the bank to make smaller loans which have less effect on the
 
ceiling.
 

9. Administrative Burden on USAID
 

The number of USAID person days spent on this component per year was 131.8,
 
which is6.5% of the total available staff time.
 

10. Additional Observations
 

BBK expressed a need to set up a special unit to centralize functions and
 
to develop a coordinated, structured approach to small business assistance since
 
they have other programs in this area. This unit would monitor, solve
 
administrative problems and provide training to branches when needed. They feel
 
such a unit could minimize their per loan costs since itwould avoid duplication

of effort. In fact, USAID has been encouraging BBK to do Just this and can
 
provide funding under the Business Advisory Services (BAS) line item. KCB
 
already has a BAS established.
 

B. Conclusions 

Ingeneral, this project has shown that when banks must assume the entire
 
risk of lending, they will not participate unless there are adequate incentives
 
and the normal lending practice are affected as little as possible. Change in
 
normal lending procedures will only take place if the banks see a new
 
opportunity or market. Ina sense there has been a changing balance between
 
constraints and advantages which has partially accounted for delays inproject

implementation. Ithas also become evident that ifthere isto be institutional
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development and true institutionalization of changes (i.e., sustainability) a
 

longer start-up period isrequired.
 

C. Recommendations
 

1)The interest rate should be increased to the maximum commercial rate to
 
make the program more attractive to banks and to allow them a greater spread

with which to cover the administrative costs of program implementation.
 

2) Procurement regulations should be simplified so as to expedite delivery

of equipment and disbursement of the local currency portion of loans.
 

3)All loans should be given for a minimum of four years to encourage longer
 
term lending.
 

4) The 2% allocated to cover administrative costs should be maintained.
 

IV.PVO/NG0 PROGRAMS
 

The Rural Enterprise Program (REP) isan organization established inKenya

by World Education,Inc. and funded by the RPE project. Its function is to

upgrade and finance the enterprise development activities of non-governmental

organizations (NGOs) that work with the informal and micro-enterprise sector.
 

A. Maor Fiinns
 

To date ten of the 25 NGOs that received assistance have received grants for

establishing revolving loan funds, inaddition to grants to cover administrative
 
and training costs. This discussion will he restricted to these ten NGOs.
 

I.Losts
 

As of March 31, !989 the total operating costs for NGOs (including pro
rated one time fixed costs) are $946,000 or $889,000 if training costs are

excluded,10 which translates to a cost of $1.67 and $1.57, respectively, for
 
every dollar disbursed. See Attachment 3.for a presentation of operating costs
 
and loan disbursements by NGO. See Attachment 4 for a presentation of unit (per

dollar lent) costs. Inaddition, The WEI home office and the REP office have
 
incurred total costs of $2,847,000, which, added to the NGO costs, brings the
 
cost per dollar lent to $6.70 and $6.60 respectively. These calculations
 
indicate that this is a high cost approach to delivering credit to small

businesses. Ifwe include only the recurring costs to date, the NGO cost per

dollar disbursed is $1.25, or $.73 without training. If the home office and
 
REP recurring costs are added, the respective costs are $6.09 and $5.99. One
 
of the NGOs, NCCK, estimates that it spends $7 for every $1 itlends. Another

NGO, KWFT, estimates that the cost per loan isapproximately 12.5%. However,

REP has indicated that steps are being taken to reduce administrative costs.
 
For example, there will soon be only one resident expatriate on the staff and
 

10 This total Includes only 85% of fixed costs since that isthe percentage
 
of project time elapsed.
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expatriate consultants will be used only when needed for specific tasks. Future
 
financial support to NGOs will be in the form of loans only and will be
 
contingent upon demonstration of movement toward self-sustainabilty. This will
 
entail reduction of administrative costs as well as sufficient income generation

from interest and other sources.
 

2. Actual Outputs
 

A total of $496,000 has been advanced to NGOs for on-lending, which is55%
 
of the amount originally budgeted for revolving loan funds. Attachment 5
 
presents statistics on these loans. Overall these NGOs have disbursed $566,000
 
to small enterprises. Therefore the average fund has been turned over 1.14
 
times using reflows. The maximum turnover rate was 2.07, and the minimum 0.37.
 
A total of 1,365 loans have been disbursed, which is 108% of the original

target. Some $156,000 for 121 loans at an average of $1,290 has been disbursed
 
to groups and $410,000 for 1,244 loans at an average of $330 has been disbursed
 
to individual enterprises. The overall iverage of $415 is65% below the target,

which means that proportionately more enterprises are being assisted than
 
originally planned. The average arrearage rate is15%, with the hiyhest at one
 
NGO being 25%. Approximately 79% of the loans were for production, 17% for
 
trade and 4% for services.
 

3. Comli1ance
 

The Cooperative Agreement with World Education states that the NGOs
 
assisted must be: private, non-profit, U.S. or Kenyan, be administratively

sound, be involved with rural poor and demonstrate prior experience with small
 
enterprise assistance. The programs to be supported must be: targeted toward
 
productive, income generating activities, directly assist the poor, cost
 
effective, for off-farm activates, and financed at least 25% from non-A.I.D.
 
sources. Regarding the likely loan beneficiaries, the PP states they will be:
 
poor ($15-$190 monthly income), largely women (e.g., 85%), largely group

members, and result in1,000 new Jobs. Approximately 21,500 beneficiaries were
 
expected to be helped.
 

The August 1988 Inspector General audit was extremely critical of the
 
PVO/NGO program and concluded that itwas "not contributing much toward the goal

of assisting rural private enterprise". The audit showed that as of June 30,
 
1988 most of the approved loans sampled supported on-farm activity (86%) or
 
retail business (6%). It isnot indicated whether any of these may have been
 
part of a vertically integrated processing or manufacturing enterprise, which
 
would make them eligible enterprises. Since the current report isnot an audit,
 
itwas not possible to verify data supplied by REP. Ifthe data inthe above
 
section is correct, however, the majority of the loans are now for productive
 
purposes.
 

It was possible to visit only two of the ten NGOs. At the first, Kenya

Women's Finance Trust (KWFT), 60% of the loans in a sample of borrowers (40%)

received loans for trade, the rest for productive purposes. However, at the
 
National Council of Churches of Kenya (NCCK), 48% of the borrowers were engaged

intrade. Monthly income of 76% of borrowers isbeloti $135. The average income
 
per owner is $26.
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4. Constraints to ImRlementation
 

a. External
 

NCCK cited the delay in purchase of the vehicles, the USAID change to
 
monthly reporting, and the inefficiency of the previous coordinator as the most
 
recent constraints.
 

b. Internal
 

The lack of an efficient information system isa constraint to disbursements
 
from REP, since USAID isnow requesting monthly reports instead of the previous

quarterly reports before disbursement.
 

5. Institutional Impact
 

Both NGOs visited had been making these kinds of loans before the RPE
 
program. However, the grant to NCCK was given specifically for the purpose of
 
setting up a small business program within the organization with its own staff.
 
At the time of the audit the following problems were identified: inappropriate
 
use of funds, inappropriate handling of cash receipts, funds used after a
 
previous grant period, funds not used in accordance with budget, funds used
 
inappropriately for procurement and maintaining an excessive cash advance. At
 
the time of the current evaluation a new National Coordinator of the Small Scale
 
Business Enterprises (SSBE) had just been hired and was trying to address some
 
of these and other problems left by his predecessor, not the least of which was
 
trying to cover the cumulative deficit. One important change is that NCCK is
 
now relending reflows from loan repayqents. Previously itwas thought that the
 
entire commitment from REP had to be drawn down before the funds could be
 
relent. The recent purchase of three vehicles with project funds means that with
 
this outreach, NCCK can triple the number of borrowers and the rate of lending.
 

6. Direct Developmental Impacts (on borrowers)
 

So far these loans have generated 4,408 Jobs (38% full-time, 43% for women)

and have 65,294 beneficiaries (9%direct). Of the NCCK borrowers, 67% had an
 
increase of more than 40% inprofits during the past twelve months, 11% had a
 
20-40% increase, and 21% a 0-20% increase. Of the sample of KWFT borrowers,

the average increase insales six months after the loan is142%. Ifthese two
 
groups of borrowers are representative, then one may assume that similar
 
borrower impacts have occurred with all clients. The number of women borrowers
 
isunknown for NCCK, but all 50 KWFT borrowers are women.
 

7. Sustainabillty
 

The NGOs charge borrowers 12-14% interest per annum for the loans. Although

there is no cost of capital since the funds are disbursed as grants from REP,

the administrative costs are high and appear to exceed this income. Up to now
 
the NGOs have really not had any incentive to become self-sufficient. Donor
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support from various sources seems to always be available. The objective of
 
self-sufficiency will become more important when REP provides funds for on
lending as loans to the NGOs. One of the criteria for selection will be to
 
demonstrate "movement toward making the program sustainable at least in the
 
administration of the credit fund and disbursements from REP will be tied to
 
achievement of their objectives".
 

Ingeneral, the NGOs seem to be relending the reflows. The average turnover
 
rate of the funds is 1.14. However, three NGOs have very low turnover rates
 
and have not even disbursed all the funds advanced by REP.
 

REP is not currently sustainable without donor support. It has charged
 
token amounts for training and fo' some consultancies. However, with the advent
 
of loans to NGOs an important source of income will be developed.
 

8. Administrative Burden on USAID
 

The number of USAID person days spent on this component (not including PED
 
related activities), was 131.8, which was 6.5% of the total available staff
 
time.
 

9. Additional Observations
 

The information system capabilities at REP are impressive and can provide
 
a variety of management reports. The constraint is the timely receipt of
 
information from NGOs. An NGO Aggregate Monitoring Form has been developed in
 
an attempt to receive information in a consistent and comparable format.
 

B. Conclusions
 

1) The cost of providing credit to small businesses through NGOs is very
 
high. Because self-sufficiency has traditionally not been an NGO objective,
 
they have historically had almost continual support from donors who have neither
 
required nor stressed self-sufficiency. Although USAID makes "no assumption
 
that sustainability excludes ability to attract donor support", inreal terms
 
donor support is not necessarily reliable from one year to the next and is a
 
poor foundation for doing long range forward planning. Italso has less impact
 
on institutional development than the ability to generatp one's own sources of
 
income.
 

2) The Cooperative Agreement statement that "the programs to be supported
 
must be targeted toward productive, income-generating activities" gives the
 
impression at least that priority should be given to production-oriented
 
businesses inmaking loans. Although retail operations do not add value, they
 
can provide a valuable outlet for locally produced items, especially if the
 
producer does not have the ability, time, interest in or resources to market
 
his/her own products.
 

3) The program appears to have substantial positive, direct, developmental
 
impact on borrowers.
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4) At present the program isnot self-sustainable without external financial
 
support.
 

5) REP is an effective intermediary between donors and NGOs and can provide

institutional development support which donors do not have the personnel 
nor
 
expertise to provide.
 

C. Recommendations
 

1) Loans for retail activities should be given equal priority with

production enterprises if they provide a distribution outlet for domestically

produced items.
 

2) Inorder to give greater incentives to strive for sustainability, future
 
support to well-established NGOs should be in the form of loans, which should
 
be on-lent to borrowers at commercial rates.
 

3) NGOs should be encouraged to become more business-like in their
 
administration of credit programs
 

4) Relending of repayments should be maximized to the extent possible.
 

5) REP should have better control over disbursement of funds advanced to

NGOs. 
 Funds that are not on-lent to borrowers within a reasonable time should
 
be repaid to REP. 
 One way to reduce idle funds is to require NGOs to have
 
approved applications in hand before funds are disbursed. 
 This and the new
 
USAID reporting requirement will require an improvement in the -,iformation

systems at NGOs. This is inline with the audit recommendation to "require that
 
sub-grantees provide documentary evidence that they are ready to disburse loans

before providing cash advances for the loans, and immediately liquidate any

excessive advances still retained by sub-grantees."
 

6) REP should explore the possibility of developing other sources of income
 
in a move toward self-sufficiency.
 

7)Although REP should continue to request monthly liquidation reports from
 
NGOs, the NGOs should make quarterly estimates of the expected loan demand.
 
The net capital needs after deducting estimated repayments (which can be relent)

should be the amount of monthly disbursements. These disb,,rsements would not
 
be made until the liquidation reports are received by REP. However, knowing

that these reports may not be possible every month, USAID should make quarterly

disbursements to REP based on 
the quarterly estimates from NGOs. This will
 
reduce the administrative burden for USAID and provide needed liquidity to REP.
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ATTACHMENT I
 

RURAL PRIVATE ENTERPRISE
 
STATUS OF EXPENDITURES
 
As of 31 March 1989
 

IUS SO00's) 

CUNULATIVE 1 ANT AUTH % ANT OBLI6 AMOUNT 
AMOUNT AMOUNT EXPENDITURES EXPENDED EXPENDED TO BE 

BUDGET LINE ITEMS GiL AUTHORIZED OBLIGATED TO DATE TO DATE TO DATE EXPENDED 

Manaesent t Technical Assistance 6 2.866.0 2.823.0 .923.0 67.1% 68.1% 900.0 

Sasl Entrarse Praotn (incentive) 6 0.0 460.0 5.2 NA 1.11 474.8
 

Business 9dvisorv Services (banks) 6 400.0 480.0 0.0 0.01 0.0% 490.0
 

Business Advisory Services (IPS) 6 0.0 100.0 100.0 NA 100.0? 0.0
 

PYD Minaqement &Loain Funds 6 6.468.0 7.076.7 4.399.6 68.0% 62.21 2.677.1
 

Evaluatton 6 1.150.0 250.0 0.0 0.0? 0.0% 250.0 

Continoencies 6 l.l16.0 494.3 0.0 0.0. 0.0 494.3 

Total 6rant 6 12.000.0 11.704.0 o.427.8 53.61 54.9% 5.276.2 

Total Loans to Sub-Borrowers L 24.000.0 24.000.0 6.495.1 27.1? 27.1% 17.504.9 

Grand Totals 36.000.0 35.704.0 12.22.9 35.9% 36.2? 22.791.1 
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AIIACHMENI 3 
RURAL ENTERPRISE PROGRAII ----------
6rantees with Revolviao Loan funds 

(US $1 
t R e v I v In q L o a n F u a d 

0 p # r a t i n 9 C o s t sI Relendino 
I Rate of 

Srant Operating Fixed Equip t Vorkina Tech Assist I Repayments Cash Loans Turnover Cash 
lisbursed Costs Assets Tools Capital t traininq Total IOblioated Advanced (Reflows) fnlow Disbursed Ratio Inflow 
------ I -------------------------------------------------------

kenva Vomen Finance Trust 80.178 93,059 15,356 
 0 0 1,832 110.246 1 69.346 48,206 19,466 67,693 50,796 1.05 0.75 
Pres Church East Africa 11,658 11,993 0 0 0 0 11,983 1 9,975 9,915 3,351 13,326 3,617 0.37 0.28 
CPK Eldoret &5,589 50,470 2!1503 0 0 9.221 90,193 1 99,142 99,142 22,027 121,169 96,505 0.97 0.90
 
Upueoni 228,919 93,954 0 119,733 0 9,089 222,615 1 91,155 34,383 3,261 31.644 
 32,015 0.93 0.e5
 
HCCK 115,405 142,191 16,531 0 0 13,161 172,491 1 318,944 121,901 26,955 149,857 148,496 1.22 1.00
 
PIP 107.415 84,291 10,019 0 0 3,77 99,"39 1 97,040 65,726 79,394 145,111 135,751 2.07 0.94
 
Marvknoll-lura 10,004 4,079 0 0 5,941 0 10,020 1 35,921 36,082 36,082 72,165 36,082 1.00 0.50 
PCER-Chogoria 130,277 75,369 20,745 0 0 8,049 104,192 1 155,530 24,021 0 24,021 14.916 0.62 0.62
 
botota 137,706 75,758 19,171 18,412 0 11,686 124,028 : 33,476 33,476 2,600 36,084 25.645 0.77 
 0.71
 
Isiolo 57,075 12,568 40,137 0 0 1,331 54,042 I 
 44,326 22,695 3,439 26,134 22,695 1.00 0.87
 

lotals 944,125 644,232 142t46 139,145 5,941 571152 91,939 1 959,755 495,608 196,594 692,202 566,481 1.14 0.92
 

Prorated (85Z1 fixed costs 
 121,099 117,424 945.8471
 



lutdl Costs 

1410 operatilic costs 


14601 costs w/o training 


Itumue office (WE!) & REP operating costs 


Home office 
(WEI) & REP costs w/o trainina 


Iotal operating costs 


tatal olveraLioeq costs w/o traininq 

lNt.curri ng Costs 

1I44 uperal.im; couts 

146U costs wio training 

Home office (WEI) & REP operating costs 


Ilunse office 
(WEI) & REP costs w/o training 


r'otal uIuraLitiy costs 

lutal operaLing costs w/o training 


RuJI<AI. IPRIVAlE ENIERPRISE 
UperaLtina Costs 

- PVU/NGD PROGRAMS A 
. 

I lAC.IIHE.4T 
... 

4 

ToLal ($) 
Cost 

$ ilt 
per 

NOD 
Fixed 
costs 

Hf/Fid 
Fixed 
costs 

Irailigii 
costs 

Aeuouam 
Di sht"-r 

F'Vlis 

I ,. 
:a1 

945,847 1.67 238,522 105,331 57,152 566.01l 

808,695 1.57 

2.846,727 5.03 

2,789,575 4.92 

3,792,574 6.69 

3,735,422 6.59 

7U7.325 1.25 

411,651 0.73 

2.741,396 4.84 

2,578,913 4.55 

3.440,721 6.09 

3,391,569 5.99 

http:uperal.im
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KENYA EOUITY NANAGENIT A KENYfA EQUITY CAPITAL 
(Finance Comoonent)
 

PRIVATE ENTERPRISE DEVELOPHENT
 
Project 615-0238
 

I. BASIC OBJECTIVES AND STAGE OF IIPLEENTATION 

The basic objectives of the KEM/KEC project are to help establish a new
 
equity capital company in Kenya in which local financial institutions can invest; 
to assist in the financing for 10 to 15 business start-ups or expansions; to 
increase the number of experienced project development personnel; and to 
contribute to the development of a mature equity capital market inKenya.
 

Legal structures for KEC and KEN are complete. The KEN Managing Director
 
has been appointed and has started work. The KEN board met three times and is
 
considering final approval of three investments. The initial contract for KEN
 
($260,000) has ended and funding isnow provided through a second contract with
 
IRG/EASL.
 

The Trust for Equity is an integral component of this venture capital
initiative. The Trust is established at Standard Chartered Bank, and a 
management agreement between the Trust and KEN has been signed. This agreement 
governs access by KEN to the line of credit for KEN investments. $1.6 million 
has been obligated to the Trust for Equity to provide debt financing for the 
upcoming KEN investments, but there have been no disbursements into the Equity

Capital Trust account by USAID for KEC as of April 15, 1989.
 

II. AVAILABLE DATA

A. Pri|mary Data
 

(i) 	Semi-annual Project Review, March 31, 1989. Office of Projects,
 
USAID/Kenya.
 

(ii) Memorandum of Conversation, Nay 11, 1988, from Barry MacDonald to
 
D. Kline, G. Bertolin, and N.Kcwherter.
 

B. Informed O~iniOl 
Holly 	Wise, USAID/Kenya
 
Mike HcWherter, USAID/Kenya
Bruce Bouchard, KEN 
Godfrey Chamungwana, Standard Chartered Bank 
Dickson Gachuche, Kenya Finance Company
William Wood, Thabiti Finance Company 
Richard Parry, Africa Project Development Fund 
Nizar Heruani, Diamond Trust of Kenya 
Ngenye Kariuki, Nairobi Stock Exchange 
Bal Raj Kapoor, Industrial Promotion Services 
Lauren Olsen, IESC 

10/24/89 
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III. NAJOR FINDINGS 

A. fots
 

Cost - (%of project time elapsed x total fixed/start up expenses)
plus (recurrent to date) plus (program expenses) plus

(%of project time elapsed x PSC total salary)
 

Fixd to Date Recurrent Proarn PSC Salary to Date
0 260,000 0 $48,650 (194,602 as of 

191,504 3/31/89 x 25% of time
 
on KEN)
 

Total cost as of March 31, 1989: $500,154
 

Other public money Invested inthe project: $0
 

Other investor funds (Actual): KSh. 16,275,000 * 19.16 - $849,426
 
(Planned to date): $13,477,309 x .29 of elapsed time -$3,908,420.
 

(The $13,477,309 total includes $9,762,000 inequity from local financial
 
institutions, and $3,715,000 inequity from local private entrepreneurs.)
 

Total Leverage to Date: (Other Funds/USAIC Funds): 1.7
 
Total Planned Leverage to LOP: 13,477,309/6,982,698 w 1.93
 

USAID direct contribution: $6,190,000

USAID trust contribution: 731,000
 
PSC Salary (.25 x 246,793) 61,698
Other sources: 13.477.000
 

Total component cost: $20,459,698
 

Ifwe classify the USAID trust contribution as an opportunity cost to USAID, then
 
the USAID contribution is 34% of the component total.
 

KEN Ownership: 
Two U.S. companies own Kenya Equity Management: International
 
Resources Group (IRG) and Equator Advisory Services Limited (EASL). 
 Both have
 
invested KSh. 137,500 for a total initial shareholders' equity of KSh. 275,000.
 

KEC Ownership: KEC is owned by several Insurance 
and finance companies,

including CODA, Kenindia Insurance, Apollo Insurance, and Kenya Finance Company.
 

Commitments as of March 31, 1989 were:
 
CCommitment in Kenyan Shillings

IRG/Equator Bank: 4,000,000
 
Kenindia Insurance: 6,000,000

Cannon Insurance: 4,000,000

ARollo Insurance: -2,000,000
 
Total as of 3/31/89 16,000,000
 

10/24/89
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The targeted level for the fund was KSh. 48,000,000; a minimum of

KSh. 16,000,000 isrequired to initiate operations of the Fund. This level has

been reached. Investors must pay up KSh. 75,000 when the investment agreement

issigned. Thus, a total of KSh. 300,000 has been paid up.
 

Other possible investors include:
 
Kenya Finance Corporation KSh. 6,000,000
 
Alico Insurance 6,000,000

Thabiti Finance Company 1,000,000
 

B. Actual Outputs
 

Total Amount Lent: $0
 
Number of Loans: 0
 
Number of Investment Proposals Reviewed: 150
 
Number of Active Proposals: 75
 

There are three complete proposals that are going to be presented inApril

for approval by the KEN board. These include a bakery, a restaurant, and
 
one other.
 

Reasons for rejection of previous proposals:
 
i) Project too large;

ii) Undeveloped proposal;

iii) Difficulties in the agricultural sector.
 

KEN's source of proposals:
 

KEN has taken a glow profile approach 1 to creating a flow of proposals.

Host proposals have come through personal referrals from the local business 
comunity. KEN is currently looking at four proposals developed by the

Africa Project Development Fund, and has considered several proposals
referred by Industrial Promotion Services. At this time, KEN has
sufficient high quality proposals for its short-term investment require
ments. 

As of April 17, 1989, 25% of businesses referred are companies that need

financial restructuring. A common problem with these referrals is that

the companies need long term foreign exchange credit and have too much hard 
currency debt.
 

Characteristics of the 75 Proposals Considered:
 

Gender: Only two of the 75 proposals come from women entrepreneurs or 
investors.
 

Conversation with Bruce Bouchard, 4/5/89.
 I 

10/24/89 
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Sector: 20% Manufacturing, 60% Agribusiness, 20% Service
 

Urban/Rural: 70% are in the Nairobi metropolitan area.
 

Ethnicity: 25% Indigenous, 75% Asian or Neither
 

Business Size:
 
Target: 	SNSEs, according to USAID/Kenya definition, with gross assets 

of KSh. 100,000 to KSh. 50,000,000. 

Actual: Gross assets of proposed projects range from a low of KSh.
 
3,000,000 to a high of 50,000,000.
 

Technical Assistance or Training: KEN has USIIDgrant funds available to

provide up to $550,000 for preparing foasibility analyses, proposals, and
 
technical assistance to businesses.
 

C. Constraints
 

1. 	 KEN needs to demonstrate to local investors that venture capital
investments can yield returns that are substantially above returns in real 
estate, 	T-Bills and interbank lending.
 

2. 	 Success of the KEN project depends to a large degree on alterations in GOK 
regulations governing the issuance and sale of public securities before 
ithas viable routes for exiting its investments, which requires continuing
liberalization of the stock market. 

The state of the Nairobi Stock Exchange is a major constraint for the
development of the venture capital industry in Kenya. Lack of well
developed equity markets makes itdifficult to establish fair market values 
of companies. 

In addition, one important mechanism for encouraging honest operation of 
a company by co-investors isthe promise of future capital gains by selling 
a company on a stock exchange or Over-the-Counter market. If investors 
are offered the prospect of their capital gains being directly proportional
to the publicly disclosed performance of their company, then they have a
 
strong incentive to run their business on a transparent basis. Thus, a

well developed stock and OTC market is an important part of the development
of a venture capital industry. 

3. 	 The government is under pressure from international donors to reform its

capital 	markets. To the extent that this is an externallyInmosed process,
itmay not be sustainable. 

4. 	 According to Richard Parry, Bruce Bouchard and Ayub Nigwalla, project and 
feasibility analysis skills are a weak area in the venture capital
industry. There are few local business people with sufficiently well 
developed skills inthe feasibility analysis area. 

10/24/89 A 
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D. Institutional imacts
 

- Can KEN sustain this kind of investment program without USAID support? 

It depends upon KEN's ability to make successful investments within the 
near future. KEN has been approached by investors interested in
establishing a fund for local NNCs. Other investors express concern that 
the company has taken a 'long time' to make its first investments. 

- Does the government help or hinder in developing this project? 

The 60K helped the creation of KEC by passing an executive order declaring
KEC an 'approved ipvestmentO. Further 60K action on capital market issues
 
is important to the long term success of this project.
 

- Would the institution have been established without USA!D assistance? 

There is little doubt that there would have been no vonture capital fund
 
set up without USAID assistance. There were no other serious proposals
 
to establish another venture capital fire.
 

- Is USAID's loan program cost covering? 

Local commercial banks and finance companies would not be willing to make 
loans of the size and terms to be provided under the USAID line of credit. 
Because of the significant credit risk involved in loans to new starts,
it is probable that USAID's loan program isnot cost covering.
KEN's exit strategy: 

1. Provide the co-owners with first right of refusal and other means of
 
buying back KEN's equity.
 

2. The Over-the-Counter Harket (OTC), ifcertain regulations are changed.
 

3. Private placements.
 

Because Kenya does not have a well developed equity market, it will be 
difficult to evaluate (and sell) the shares of companies owned by KEC. 
Therefore, KEN will try to arrange a means of divesting its shares when 
itmakes each investment. Item I above is one mechanism that KEN hopes
will work fov divestiture.
 

- Who manages the Trust for Equity loans? 

Trust for Equity loans are to be managed by the Trust Division of Standard 
Chartered Bank. After recent questions were raised about the role of the bank 
in selecting loan recipients, it was decided that the bank acts only as a 
custodian for the funds and manager of loans. Accord'ing to Hr. Bouchard of KEN
and Hr. Chamungwana of Standard Chartered Bank, now that this issue of the bank's 
fiduciary responsibility has been resolved the Trust isa functioning component

of the project.
 

10/24/89
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E. Direct Develowent ImrDacts 

Change in Sales (Latest 1 Year): None 
Change in Employment (Latest 1 Year): FT 0 PT 0 
Amount Invested (Latest 1 Year): 0
 

F. Unplanned Effects
 

1. 	 Backward Linkages to Agriculture. One of the projects (the TexNex 
Restaurant) proposes to buy types of produce that are not currently
available inKenya. Ifthis project isundertaken, it promises to create 
backward linkages to agribusiness. 

2. 	 Policy Dilogue. The Insurance Act limits the kinds of investments in
 
which insurance companies can invest. KEC was not included under this act
 
as a 	"prescribed investment", and therefore the local insurance funds 
could not invest inKEC when the PED project began. After negotiations

with the GOK, USAID offered to provide funds to establish the College of
 
Insurance using local currencies. The GOK then gazetted a notice that
 
included KEC among prescribed investments for insurance companies, thus
 
allowing these companies to invest inKEC.
 

This isan example of the ways inwhich policy issues arise out of project
activities. The gazetted notice isa one-time only act by the government,
but it Indicates a willingness on the part of the 60K to experiment with 
policy changes. The same might be accomplished with interest rate ceil ngs
for SHSEs. 

3. 	 Complenentarity among USAID Drivate sector activities. There is remarkable 
complementarity among USAID's IESC, KEN, RPE, IPS and capital markets 
development activities. KEN has referred 12 businesses to IESC, and has 
requested one IESC volunteer for a company inwhich KEN was considering 
an investment. IPS has also provided referrals and advice to KEN officers. 
There is hope that RPE loans may be provided to some of the projects
undertaken by KEN, but so far the banks are not willing to ta'e on the
 
risks associated with loans to new starts.
 

4. 	 Good timina of the project. The project has dUonstrated that investors
 
are now willing to consider venture capital investments in Kenya.
 

G. Administrative Burden on USAI
 

A total of 98.8 person days per year is the average administrative burden. 
This is 4.9% of the total person days availrble for project office personnel. 

10/24/89
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IV. AI)DITHIONAL OBSERVATIONS 

1. 	 KEN does not have monitoring and control systems d&veloped for Its 
investments. This isa concern of the ND, and issomething that will need 
to be developed soon after the first investment ismade. The company is
hopin- to hire a Kenyan to establish the monitoring system, and may obtain 
technical assistance from IESC.
 

V. CONCLUSIGHS 

1. 	 KEN, KEC and the Equity Capital Trust have been established and are in
 
operation.
 

2. 	 KEN has taken a relatively long time to make its first investment. This
has caused serious concern among KEN's investors. S)veral senior officers 
in Kenyan financial institutions stated that making some initial 
investments within the next few months is critical to keeping investors 
comitted to the project.
 

3. 	 KEN has found itdifficult to find sound business proposals sponsored by

indigenous entrepreneurs.
 

4. 	 There is no indication that other firms intend to establish other venture 
capital firms based on the KEN/KEC model. 

5. 	 The lack of a well developed stock and OTC market in Keny is causing
problems for KEN intwo ways. First, lack of sound public tre markets
 
means 	 that entrepreneurs cannot expect their returns on investment to come 
through capital gains. Because of this, good entrepreneurs have little
 
incentive to operate their business in ways that will maximize publicly
disclosed retained earnings and capital gains, and have little incentive 
to give KEN its fair share of corporate earnings. Second, itisdifficult 
for KEN to obtain a fair market price f'or corporate shares when there is 
no efficient market for stocks. Unless an efficient share market develops
in the near future, KEN will have to take a more active role in the 
management of the companies in which it invests. 

VI. R-ECONNOMATIONlS 

1. 	 Continue suDport for the develonment of caDital market institutions. 
- Technical support in the GOK's efforts to reform capital market 

policies and to form new capital marksts legislation.
 

- Assistance to both the GOK and the Nairobi Stock Exchange in 
establishing an independent capital market authority. 

2. 	 Limit USAlD involvement in selocting inVestments. It has been noted by

several respondents that this project is first and foremost a caoital 
markets develoment Droject, and only secondarily a mechanism for providing
long term funds to new starts. Given that the company is under pressure
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to make some investments, itmay be advisable for the company to give most 
priority to the financial viability of the first few projects business and 
only later elevate developmental criteria for screening projects in the
project selection process. Making several first "dealso is essential to 
the viabillty of thie venture capital experiment at this Doint in the 
2roject. 

It is also important that the capital market development processes
initiated by the KE?1/KEC venture capital project are viewed as long term 
in their devolopmeni. Given the constraining factors of finding viable 
projects associated with good entrepreneurs, and lack of well developed
exit routes, it will probably take a long time to develop a local venture 
capital industry.
 

3. Encourge-c lJance with USAID reporting reguirenents. KEN is supposed

to provide quarterly progress reports to USAID starting March 31, 1989.
 
This requirement was not met as of April 17, 1989.
 

10/24/89
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CONPONENT LOGFRANE
 

GOAL 	 Replication of venture capital lunds by local private sector 
investors.
 

PURPOSE 	 Establishment of a new, self-sustained venture capital company in 

Kenya.
 

Creation of one to four more funds managed by KEN. 

Investment by KEN inten to fifteen businesses.
 

OUTPUT 	 Establishment of the three principal institutions: KEN, KEC and
 
the Kenya Equity Trust.
 

Commitment of funds by local investors to KEC.
 

INPUT 	 A grant of $4.125 million to establish a line of term credit inKenya

shillings to be available to projects inwhich KEC invests and to pay
 
a 3% annual management fee to KEN.
 

A $1,350,000 contract with KEN for core costs during the first few
 
years of operation.
 

Up to $715,000 for business plan preparation for prospective KEC
 
investments and post-investment business advisory services.
 

Foreign exchange inputs: $2,065,000
 
Local currency inputs: $4,125,500
 
Total inputs: $6,190,000
 

10/24/89
 



ANNEX 4-3
 
Page 1
 

INDUSTRIAL PROMOTIOLSERVICES (IPS)
(Finance C aonentU
 

PRIVATE ENTERPR;E DEVELOPMN

Project 6,5-0238
 

I. BASIC OBJECTIVES AND STAGE OF INPLENENTATION
 

I. AVAILABLE DATA
 

Holly Wise USAID/Kenya

Michael McWherter USAID/Kenya

S.H. Poonawala IPS
 
Bal Raj Kapoor IPS
 
James G. Nduati IPS
 
Nizar Meruani Diamond Trust
 
Richard Parry Africa Project Development Facility
 

11I. NAJOR FINDINGS
 

A.Costs
 

Loans $619,877
 
PSC Time 19,460
 
Personnel Grant 100,000
 
Management Support 0
 

B.Actual Oututs
 

Staff Improvements: IPS has hired and trained five new project officers. One
 
of these officers left to Join another company. The remaining four are currently

engaged inreviewing projects.
 

Investments: IPS has made two investments using USAID loans. Both of these

investments are industrial expansions of existing companies and involve
 
rehabilitating companies undergoing financial difficulties.
 

1. Premier Foods Limited (Fruit and vegetable processing company)
 

USAID loan Ksh. 5,000,000
 
Other loans 18,000,000
 
Equity (IPS,IFC,Others) 6,000,000
 
Bank overdraft facilities 5..Q000
 
Total Capital Investment 34,000,000
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Permanent employees: 45
 
Male employees 21
 
Female employees 24
 
Employment increase due to investment: none yet

Sales 25,000,000 estimated latest year.
 

2. Premier Refrigeration and Engineering
 

USAID loan Ksh. 6,000,000
 
Other loans 18,000,000
 
Equity 6,000,000

Bank overdraft facilities 5,000,000

Total Capital Investment 35,000,000
 

Permanent employees: 73
 
Male employees 71
 
Female employees 2
 
Part time employees 47
 
Employment increase due to investment: 40
 
Gross sales before investment: Ksh. 40,000,000

Gross sales 1 year after investment: 120,000,000
 

Proposals
 

As of April 15, 1989 there are thirteen proposals under serious consideration
 
by IPS. These include:
 

7 manufacturing
 
5 agribusiness
 
1 primary (vermiculite mining)
 
0 services
 

Location: 8 rural/ 5 Nairobi or Mombasa
 

Sjzj: Projects range intotal investment size from Ksh. 10 million to 50
 
million.
 

Ethnicity of applicants:
 
8 indigenous

3 indigenous and Asian joint venture
 
I Asian
 
1 European
 

Sources of ProDosals: IFC, USAID, KCB Business Advisory Services,
 
Investment Promotion Centre, Africa Project

Development Facility, Diamond Trust, Jubilee
 
Insurance, Embassies, GOK development banks.
 

C. Constraints to Implementation
 

1. The GOK's import policies make itdifficult to accept many of the
 
proposals that are submitted to IPS.
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2. 	Obtaining permits for land is difficult.
 

3. 	Finding a sufficient supply of high quality proposals from
 
indigenous entrepreneurs.
 

4. 	Underdevelopment of the stock market makes divestiture difficult.
 

5. Absence of protection for minority shareholders' rights under
 
Kenyan corporate law makes it difficult to take passive equity
 
positions in Kenyan firms.
 

D. 	Institutional Impact
 

1. IPS has not changed its project appraisal techniques as a result
 
of the USAID project. It has, however, changed its presentation of
 
proposals and its consideration of project externalities such as
 
environmental impacts and waste treatment. IPS has also begun to
 
examine raw material supply arrangements more carefully during project

analysis. It has recognized that, in some projects, there must be
 
investment made in developing raw material supplies.
 

2. IPS has not changed its investment selection criteria, particularly

with respect to rate of return, cash flow, sales and other key business
 
projections for a project. IPS has, however, changed the types of
 
projects and co-investors it will consider. IPS will now consider
 
agribusiness and food processing projects. It will also consider
 
investing in projects with indigenous African investors.
 

3. 	Premier Foods was the first IPS investment in food processing.

In part because of the USAID project, IPS is now willing to consider
 
agribusiness and food processing projects.
 

4. IPS plans to use the USAID/IFC facilities to invest primarily in
 
projects sponsored by indigenous investors. IPS is more open to
 
considering investments in indigenous companies.
 

5. 	Because the USAID/IFC facilities offer long-term funds for IPS
 
projects, IPS is willing to consider projects that take longer to
 
develop than it was willing to consider previously.
 

E. 	Direct Develomental Impacts
 

As of April 15, 1989, two established companies are being rehabilitated
 
through IPS investment programs. The result has been capital investments of Ksh.
 
69 million. it isdifficult to estimate the number of Jobs created, because the
 
investment programs are not complete. Nevertheless, numerous Jobs were saved
 
because of the rehabilitation of the two companies, and more Jobs are being
 
created because of the new investment:.
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F. Opportunities Identified
 

IPS is aware of the technical skill deficiencies that constrain both
 
preparation of sound project proposals and project management. IPS officers
 
expressed a willingness to provide advice to USAID on the specific training and
 
technical assistance that would help remedy these skill deficiencies inKenya.
 

G.Administrative Burden on USAID
 

The IPS component requires 59.8 person days per year; this is2.9% of the
 
Mission's available staff resource.
 

H.Additional Observations
 

Many of the constraints that IPS has identified inits review of potential

projects have important policy dimensions. Particular areas identified are
 
import and export regulations, investment regulations, capital markets
 
regulations, fiscal policies, and the preferential treatment for indigenous

investors. Some of these policy issues may be appropriate targets for USAID
 
policy dialogue efforts.
 

IV. CONCLUSIONS
 

IPS has been successful inits initial efforts under the USAID project to
 
hire and train new staff, to change its investment policies, and to identify

suitable investment opportunities. Ithas been remarkably cooperative with the
 
terms and conditions of the USAID project, and has been willing to assume the
 
credit risk for USAID loans to individual businesses.
 

Because IPS does not raise capital on public stock markets, this project

has little impact on the development of capital markets through the mobilization
 
of domestic resources. Achievement of the capital markets dimension of the PED
 
project purpose will be difficult until there are significant changes in the
 
operations and regulations governing Kenya's capital markets. Until these
 
changes occur, it ishighly likely that IPS will have to continue its policy of
 
involving it staff heavily in the management of the companies in which it
 
invests.
 

V. RECOMMENDATIONS
 

1. The project is doing well. Other than encouraging IPS to meet its
 
investment projections under the USAID/IFC project, there are no
 
pressing management issues that require USAID attention.
 

2. Advice from IPS staff on technical assistance and training requirements

under various USAID/Kenya projects may be helpful in identifying

specific skill deficiencies and technical requirements.
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RURAL ENTERPRISE PROGRAM
 
(Finance Component)
 

PRIVATE ENTERPRISE DEVELOPMENT
 
ProJect 615-0238
 

I. BASIC OBJECTIVES AND STAGE OF INPLEMENTATION
 

The overall purpose of the Private Enterprise Development (PED) project

is twofold. It seeks to strengthen institutions that can improve Kenya's

business environment and directly encourage growth of businesses through the

financial and advisory assistance those institutions provide. The objectives

of the Rural Enterprise Program (REP) component of PED are strengthen
to: 

finance organizations that work with very small businesses; promote small
 
business growth innew ways; and assist the REP to bacome an indapendent Kenyan

organization. PED could be considered the second phase of REP's loan programs.

The main difference from Phase I isthat the revolving funds to NGOs will 
now
 
be in the form of loans rather than grants. Also, REP can make these loans
 
directly to community based enterprises (CBEs). The objectives are to make 16
 
loans to NGOs for $704,000 and 20 loans to CBEs for $330,000. The USAID
 
contribution to estimated costs is$5.8 million, the amount of the contract with
 
WEREP. $493,000 has been budgeted for a sub-contract with World Education.
 
The project time is 26% elapsed and the funding for this component is 5%

expended. Loans to NGOs will be at an interest rate of 5% since they will be
 
on-lending to small enterprises at the commercial rate of 15%. Loans to CBEs
 
are at 15%.
 

II. AVAILABLE DATA AND METHODOLOGY
 

Data was obtained directly thorough interviews with REP staff and the
 
YWCA. The YWCA is sponsoring the CBEs that have received loans so far.
 

11. MAJOR FINDINGS
 

A. Qos=
 

To date $79,000 of the grant has been expended to cover REP administration
 
and operating costs. Ifthe fixed costs are prorated, this amount isreduced
 
to approximately $54,000. This sum includes the salaries of two Kenyans who
 
are working on previous programs, making itdifficult to determine which costs
 
are strictly related to the administration of these four loans.
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B. Actual Outputs
 

Available statistics on the loans made so far are presented in

Attachment 1. To date loans for $32,000 have been disbursed to four women's
 
CBEs in Mombasa associated with the YWCA. 
 The loan will be used as working

capital to allow the CBEs to buy mangos from the producers for picking, grading,

packing and selling to traders. Unfortunately, the Saudis, the main market for
 
Kenyan mangos, cancelled all orders this year, causing many problems. Currently

there are ten more applications pending from CBEs for approximately $38,000.

Most of these are from women's CBEs wanting to set up posha (flour) mills. One

is to produce roof tiles for sale to construction companies. REP has just

concluded an agreement with the Council for International Development - Kenya

for $209,000 to support Private Rural Industry and Development Enterprises

(PRIDE). An additional $54,000 will be lent to micro-enterprises who are

members of groups, mostly women. The loans (maximum $270) will be made to
 
groups of five members who will cross guarantee each other. Another $54,000

will be contributed to the loan fund by Barclays Bank from its development fund.

The initial activity for the introduction of new technology ishoney production

and marketing.
 

C. Constraints to Imlementation
 

Delay in making the first loans under this phase was caused by the need
 
to recruit new staff, the interviews for which lasted six months. Other
 
problems were the need to promote the program throughout the country, the need
 
to educate NGOs regarding contents of proposals, and the development of a loan

policy and loan management system. Now that the proper infrastructure is in

place, presumably the rate of loan approval and disbursement will accelerate.
 
As mentioned, there are ten more applications pending from CBEs for
 
approximately $38,000.
 

D. Institutional Imact
 

Although it is too early to tell, 
it is expected that the provision of
 
credit, rather than grants, to NGOs for on-lending will make them more concerned

with self-sufficiency and increase efficiency. The advantage of lending to CBEs
 
istheir involvement in revenue-generating production. REP will build on its

institutional development efforts by lending only to current NGO recipients of

REP assistan'e. REP has developed a set of criteria for lending to these
 
organizations which include: past performance meeting established benchmarks;

submission of satisfactory proposal linked with *.n on-going REP-funded project;

proof of improved management performance and cost efficiency; demonstration of

plan for and movement toward self-sufficiency; plan to make the credit fund
 
cover its own costs; loan repayment rate from borrowers of at least 75%; loan

portfolio turnover rate of at least 1.5. Disbursements will be tied to the NGO
 
achievement of their targeted objectives.
 

The change from grants to credit will also make loan repayments available
 
to WEREP for re-lending inorder to assist a larger number of projects with a
 
given amount of funds. Also, the interest paid to REP will provide an important
 
source of income aiding self-sufficiency.
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E. Direct Developmental Impacts on Borrowers
 

Inaddition to fulfilling the above institutional criteria, an NGO seeking

funds must show that the loans made to date have had a significant developmental

impact on borrowers interms of jobs created, income increased, and business
 
skills improved.
 

On the mango projects inMombasa there will be 143 direct beneficiaries
 
of these loans, all of them women. 715 indirect benefilaries are projected.

It is estimated that there will be an average of 1,251% increase in yearly

income per woman and that the CBEs will earn an average profit of 23.4%.
 

F. Sustainability
 

The development of a credit program will provide an important source of
 
income to REP. To achieve self-sufficiency, however, REP must target other
 
sources of income such as: direct lending to individual enterprises; direct
 
investments inprojects; training; and consultancies. REP investments will be
 
incompanies which have backward and/or forward linkages to micro-enterprises.

REP will take an equity position to participate inthe management for the first
 
few years, allowing other owners to buy them out later on. Charging full cost
 
for training has already proven successful. Infact, inone case, REP was able
 
to net a 40% profit. Other full cost training is planned. Business
 
consultancies have been inother countries (e.g., Somalia) as well as inKenya.

REP estimates that by the end of this project (PACD-1994) they will be 70% self
sufficient. Some grants will still be needed to cover some activities (e.g.,

technical assistance to upgrade NGOs).
 

As mentioned above, the provision of credit will be a greater incentive
 
for NGOs to become more self-sufficient. That donor support for administrative
 
costs without requirements for planned self-sufficiency by the recipients always
 
seems to be available works against the trend toward self-sufficiency. However,

such funds generally change from year to year and do not allow for any forward
 
planning.
 

G. Administrative Burden on USAID
 

The number of USAID person days spent on this component each year, not
 
including Phase I,was 122.2. 
 This sum is 6.0% of the total available staff
 
time.
 

IV. CONCLUSIONS
 

This project can be seen as a logical succession to the RPE project because
 
it focuses primarily on the institution building of NGOs. The extension of
 
loans to the best of the NGOs assisted in-that phase builds on that experience.

The project now requires more concern for generating income to cover costs and
 
more efficiency to reduce costs.
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V. RECONNENDATIONS
 

1. 	REP should continue to explore additional sources of income. One
 
possibility is starting to publish information on some of the lessons
 
learned and selling these to other institutions with similar interests
 
both within Kenya and in other countries. Training materials developed

for REP use could also be sold to outside organizations.
 

2. 	REP should investigate the possibility of working with credit unions.
 
Credit unions tend to have a wide outreach and many of their members are
 
micro-enterprises. The natural link-up would be KUSCCO, the national
 
federation of credit unions.
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KENYA COMMERCIAL FINANCE COMPANY (KCFC)
 
(Finance Component)
 

I. BASIC OBJECTIVES AND STAGE OF INPLEMENTATION
 

The purpose of this project was to provide a package of financing and
 
business advisory services to small- and nedium-sized enterprises (SMSEs).

Priority was to be given to agribusiness and businesses in rural areas.
 

The Bureau for Private Enterprise provided a loan to KCFC of US $2.5
 
million for 12 years and KCFC matched these funds with $2.5 million in local
 
currency, making a total of $5.0 million available for KCFC lending to SMSEs.
 
Inaddition, PRE provided a grant of $250,00 to KCFC to strengthen its
 
Business Advisory Services (BAS) division. The interest rate paid by KCFC to
 
PRE on the loan was 8.38% per annum on outstanding balances plus a stand-by

fee of 1% per annum. The loan was provided inU.S. dollars, but the
 
Government of Kenya agreed to cover all foreign exchange risk associated with
 
the project.
 

The first loans were made in 1983 and funds were fully committed by July

1986.
 

II. AVAILABLE DATA
 

A. Primary Data
 

KCFC project proposal submitted to PRE
 
KCFC/PRE Loan Agreement and correspondence files
 
Review of a sample of KCFC's borrower files
 

B. Secondary Data
 

Kenya Commercial Finance Company evaluation report by Management
 
Systems International
 

C. Informed Opinion
 

Mr. Ayub Migwalla - KCFC
 
Mr. Justus Omolo - USAID
 
Mrs. Elbuzaidy - KCFC
 

Il1. MAJOR FINDINGS
 

A. Josts
 

$250,000
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B. Actual Outouts 

The total amount lent under the project was $5.0 million (Kshs

77,214,566). The total number of loans was 86. The outstanding number of
 
loans as of April 6, 1989 was 68 (Ksh. 43,100,795). The total number of
 
applicants was 208, of which 122 were rejected. The main reason for
 
rejection was that applicants requested loans to finance businesses (posho

mills') located too close to other similar firms. The average loan size was
 
U.S. $58,588, at an average interest rate of 18.5% per annum. The average

loan term was 5 years.
 

There were no conditions inthe PRE loan agreement that required the
 
funds to be recirculated to the target group. Funds repaid have not been
 
relent to the target group.
 

At an average interest rate of 18.5% and with the cost of funds at
 
9.38%, KCFC's average spread under the PRE facility was 9.12%. This spread

isconsiderably higher than the finance company's usual estimated average

3.5% spread on loans.
 

Loan recipients were concentrated inthree sectors:
 

Manufacturing 4
 
Agribusiness 80
 
Service 2
 

Of these, 83 were indigenous Kenyans and 3 were Asians.
 

A total of Kshs 21 million of the loans are inarrears (36 recipients)
 
as of March 31, 1989. There has been only one default; the amount indefault
 
isKsh 10 million. Thus, the total default rate is 13% of the total amount
 
lent. The defaulting client is a tannery that isnow under receivership and
 
has been restructured.
 

The major reasons for the arrears and default are:
 

1. Unavailability of spare parts for posho mills;
 
2. Transportation problems from farm to processing plant in the
 

sugar cane industry;

3. Lack of raw materials (e.g., hides and skins inthe tannery
 

industry).
 

1 Posho mills are small-scale grain mills. 
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C. Constraints to Implementation
 

In implementing this project, there were three major constraints:
 

1. Lending deadlines established by PRE. PRE demanded that all
 
funds must be utilized by a specific date. To meet the
 
deadline, KCFC was forced to grant and disburse its loans very

quickly. Many loans went to posho mills that often received
 
loans without adequate feasibility studies. Many of these
 
borrowers ended up with repayment problems.
 

2. Foreign exchange risks. The foreign exchange risks involved
 
in the project were not appreciated by KCFC at the time of
 
contracting. KCFC has sustained large foreign exchange

losses, with the result that KCFC officers say that they feel
 
that USAID has taken unfair advantage of the bank. IFI staff
 
mentioned that they feel that they are "subsidizing ?RE."
 

Infact, the Ministry of Finance, ina letter dated November
 
12, 1982, agreed to undertake the foreign exchange risk
 
associated with the PRE loan to KCFC. According to a 
memo
 
dated April 26, 1989 commenting on this KCFC evaluation (which

ispart of the USAID Kenya PED Program Evaluation), inMay

1988, the Treasury disbursed to KCB KSh. 20 million to cover
 
KCFC's exchangc losses associated with an AID/W foreign
 
currency loan. The memo also reports that the Kenyan Treasury

is currently disbursing KSh. 32 million for the same purpose.

The April 26, 1989 memo referenced the KCB FX Risk Fund File
 
and USAID Implementation Letter No. 8, dated July 21, 1988
 
under the Structural Adjustment Program.2
 

KCFC's calculation of total foreign exchange loss sustained by

KCFC under the PRE loan i;KSh. 8 million. The head of the
 
Business Advisory Unit of KCFC claims that as of March 15,

1989, they had been reimbursed for only KSh. 1.4 million of
 
the 8 million that they claim they are owed. It ispossible

that this officer isnot aware of the payments (referred to in
the April 26th, 1989 USAID memorandum) made to compensate KCFC
 
t' its foreign exchange losses. This belief of KCFC
 
; nijement that USAID still isresponsible for compensation

should be corrected inorder to maintain good relations
 
between USAID and KCFC.
 

2 
It would seem ulikely that the Treasury would reimburse KCFC with
 
KSh. 52 million for foreign exchange losses under the PRE loan project. The

entire PRE loan was equivalent to a total of orly (approximately) KSh. 77
 
million, with foreign exchange losses estimated by L. Masaviru of KCFC
 
totalling only KSh. 8 million.
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3. High administrative costs. KCFC found administrative costs of
 
lending to the target market and reporting to PRE to be much
 
higher than its usual lending programs.
 

D. Institutional Impact
 

1. KCFC has changed its loan disbursement poocedures under the
 
PRE project. Instead of giving cash directly to borrowers,
 
money was paid directly to suppliers of goods that the
 
borrowers pu''hased, on presentation of pro forma invoices.
 

2. KCFC has learned that the target SMSE market is average in
 
terms of profits (when KCFC has a lending spread of over 9%);

however, when the project ends, the bank will not continue to
 
lend to PRE-project clients.
 

3. The company has not made any significant changes in lending

criteria, credit analysis and loan management procedures or
 
collateral requirements.
 

E. Direct Developmental Impacts
 

No information is kept by the bank on borrowers' changtis in sales,
 
assets or employc.ent. An interview with a KCFC loan officer revealed that as
 
of March 31, 1989 the project had generated employment for 987 people on a
 
permanent basis, and five times as many part time jobs. The MSI evaluation
 
report indicated that, on the average, sales and assets increased for most of
 
the borrowers during the loan period.
 

F. Sustainabllity
 

It is clear that given current interest rate and credit regulations in
 
Kenya, the costs of this type of lending program are high and the net
 
earnings are low The bank does not intend to continue lending to this
 
target market after the end of the project. Major costs associated with the
 
project include:
 

(1) Administrative costs of lending and reporting to PRE;
 
(2) Loan losses under the project;
 
(3) Foreign exchange losses that have not been reimbursed by the GOK
 

(reported to be KSh. 6.4 million outstanding);

(4) Transaction costs of obtaining foreign exchange loss reimbursement;
 
(5) The opportunity cost of using scarce staff resources to run a
 

lending program for a low profit market. The officers that were
 
assigned to make SMSE loans under the PRE project could have been
 
making loans to "better accounts", i.e., customers whose accounts
 
yield higher returns on KCFC funds.
 

IFI loan officers say that, because of these costs, they would prefer to
 
lend to a market that is better organized and more familiar with banking
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operations -"a group that sees the bank as a resource and not just as a
 

source of funds".
 

G. Unplanned Effects
 

None
 

H. ODortunities Identified
 

None
 

1. Administration Burden on USAID
 

78 person days were expended per year during the first two years of the
 
project; none were used after that. This isequivalent to 5% of one
 
officer's time during the 12 year life of the project and an average of 13
 
person days per year over the life of the project, or 0.6% of available staff
 
time.
 

J. Additional Observations
 

1. The USAID/Kenya officer concerned with the KCFC project reported

that foreign exchange losses' are to be covered by the GOK from
 
the Foreign Exchange Risk Fv j,a $3million local currency fund
 
established under USAID projvct no. 615-0213.
 

2. KCFC reports that itwill not continue lending to the target

market at the end of the project, but that this market is also
 
about average interms of profitability to the bank. The market
 
isprofitable because PRE provides cheap funds (9.38%) and what
 
is in effect a $250,000 (or 5%) administrative subsidy on the

total amount lent under the project. Without the subsidies of
 
cheap funds and administrative grants, the finance company would
 
have to lend 15% money to businesses at 18.5%. This
 
unsubsidized spread of 3.5% would not be sufficient to induce
 
KCFC to lend to PRE's target market.
 

IV. CONCLUSIONS
 

Although the project was generally well managed, itsuffered from a
 
number of shortfalls:
 

1. The foreign exchange risk was not given the attention by KCFC that
 
it deserved.
 

2. Arrears and defaults were much higher than expected, perhaps

reflecting poor screening of loan applicants by the IFI.
 

3. The project proved to be unprofitable for the IFI and resulted in no
 
significant changes in lending practices by the bank. Even ifthere
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had been no foreign exchange losses (and costs of obtaining

reimbursement of losses), KCFC would have found the lending program

profitable only because of PRE's cheap funds and administrative
 
grant.
 

V. RECOMMENDATIONS
 

1. Clear up any existing misunderstandings between KCFC and A.I.D.
 
concerning responsibility for payment of compensation for foreign

exchange losses under the KCFC/PRE project. This action is
 
important for maintaining a sound relationship with KCFC, a major

local financial institution.
 

2. If a credit project's objective is to establish a sustainable
 
lending program for small businesses, select a target market that is
 
profitable for the IF!under unsubsidized conditions. IfA.I.D.s
 
target market will be unprofitable for the IFI under current
 
financial market conditions, the IFI will continue lending to the
 
target market only if itrecelves a continuing subsidy. Therefore,

ifA.I.D. decides to target a SMSE market that is notprofitable,

then a continuing source of subsidy needs to be identified and
 
developed.
 

3. According to KCFC staff, there is a wide variation among small
 
borrowers in their profitability and ability to service loans
 
properly. Bank staff reports that the cost of operating a SMSE loan
 
program are heavily influenced by the types of businesses targeted.
 

Itwould be valuable for the 1Ission to collect information from
 
KCFC on the profitability of various sub-markets among the target

businesses of the KCFC/PRE project. This information will hclp to
 
determine which businesses will need continuing subsidies ifthey
 
are to receive credit from local lenders, and which can receive
 
unsubsidized loans.
 

3 This evaluation did not permit detailed discussions with KCFC
 
officers concerning the characteristics of small borrower sub-markets.
 
Additional information could be obtained from interviews with bank loan
 
officers and by analysis of KCFC's loan portfolio under the PRE-funded
 
project.
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LEATHER INDUSTRIES OF KENYA (LIK)
 
(Finance Comnonent)
 

1. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

The purpose of this project was to establish a tannery inKenya that would
 
export high quality, finished leather. The project was intended to create new
 
employment, provide a market for quality Kenyan hides, stimulate rural
 
agribusiness in Kenya and earn foreign exchange.
 

The A.I.D. Bureau for Private Enterprise provided a long-term loan of U.S.
 
$1.6 million, with facilities for an additional $200,000 for cost overruns.
 
Due to efficient construction and low start-up costs, total projects costs were
 
less than budgeted and the total loan from USAID was reduced to $1.6 million.
 
Total project cost was $7.2 million. PRE's loan was for 12 years at an interest
 
rate of 12% per annum, plus a 0.5% annual commitment fee per annum on undrawn
 
balances.
 

PRE was part of a consortium of international and local equity and loan
 
investors inthis project, including the International Finance Corporation, and
 
Industrial Promotion Services (Kenya).
 

LIK began operating on a profitable basis during the first quarter of 1988
 
and declared its first dividend at the end of 1988, at 10% of equity.
 

The waste treatment plant that was built as a requirement under the PRE
 
loan agreement isoperating well, and (reportedly) no toxic tannery effluents
 
are being discharged outside of the plant.
 

I. AVAILABLE DATA
 

A. Primary Data
 

USAID/Kenya LIK project files and Bureau for Private Enterprise Loan
 
Agreement.
 

LIK Board Papers
 

B. Secn dryata 

"Leather Industries of Kenya - Direct Loan Case Study". Management Systems 
International/Bureau for Private Enterprise. 

C. Informed Opinion 

Mr. Justus Omolo - USAID Project Officer
 
Mr. Lutafali Kassam - General Manager, LIK
 
Mr. Kar4- Peerbhoy - Financial Controller, LIK
 
Mr. Amin M. Kassam - Assistant General Manager, LIK
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III. KAJOR FINDINGS 
A. Cost 

No costs to A.I.D.
 

B. Actual Outputs
 

The company started operations in October 1985 with 160 employees,

producing at 30% capacity. The target was to operate at 33% capacity for the
 
first four months, then at 66% for the next 8 months, and 100% after that. As
 
of April 15, 1989, the factory isoperating at 68% capacity on an average basis.
 
Loan payments by LIK to PRE have been made on time.
 

Against the initial targeted employment of 400, LIK has created jobs for
 
280 people, with 70 women employees.
 

Though the initial intention was to produce only finished leather,

currently only 65% of the output is finished leather. This is,according to
 
the LIK officials, still a good achievement given the difficulties of obtaining

sufficient high quality raw materials.
 

C. Constraints to Implementation
 

There have been no serious problems in the project. LIK has, however,

encountered several minor operational problems. These include:
 

1. Obtaining imoort and export licenses, The major complaint isthe
 
time ittakes to process these documents. The delays inobtaining

import licenses has made itnecessary to stock 6 to 8 months of
 
imported tanning chemicals, resulting in high working capital

requirements. Delays in obtaining export licenses has also
 
required the company to use airfreight more often than was
 
projected.
 

2. GOK export regulations do not aive any incentives to finished
 
leather, Therefore, LIK finds little economic advantage to

producing and exporting the types of leather that provide the
 
greatest net foreign exchange earnings to Kenya.
 

3. LIK has found it difficult to obtain asuDlvof high oualitv hides
 
for tanng,. There isan increasing awareness inthe markets that
 
supply hides that high quality brings a higher price.

Nevertheless, the hide supply is still characterized by problems

with branding and flay marks.
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D. Institutional ImDact
 

1. The LIK project has set an industrial standard for tanning waste
 
treatment in Kenya. As of April 15, 1989, the GOK has taken no
 
action to require improved toxic waste treatment by other Kenyan
 
leather manufacturers.
 

2. The project has created significant demand for improved hides.
 
This encourages cattle growers to use animal husbandry practices
 
that produce higher quality hides.
 

3. LIK is the first Kenyan tannery that has been able to export
 
superior grades of finished leather.
 

4. LIK has assisted its employees insetting up a workers cooperative
 
society.
 

E. Direct Development ImDacts
 

Sales increased from Ksh. 72,021,000 in 1987 to Ksh. 142,840,000 in1988,
 
and to Ksh. 191,761,000 in 1989 (estimated). Reliable estimates are that 86%
 
of sales in 1989 will be exports.
 

The employment pattern over the three years of operation was:
 

1987 - 210
 
1988 - 245
 
1989 - 280
 

Total assets of LIK have not increased materially, but project sponsors
 
plan an expansion beginning later in 1989. The expansion will enable LIK to
 
produce high finish and patent leather. The main constraint to expansion

currently isthe availability of skilled workers.
 

There may have been an improvement inthe health status of LIK's employees
 
as a result of LIK retaining a resident medical doctor on the plant site.
 

F. Sustalnabillty
 

LIK is a viable and profitable company.
 

G. Unplanned Effects
 

LIK has resulted in an increase inquality of raw materials and finished
 
leather available in Kenya. This has been achieved by offering premiums for
 
properly flayed hides.
 

H. Oooortunities Identified
 

1. Policy dialogue with the GOK on formulation and enforcement of
 
environmental protection laws.
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2. Policy dialogue with the GOK on rationalizing export policies to
 
provide incentives to products that offer higher net foreign

exchange earnings or/and higher domestic value added.
 

3. Dialogue with the GOK on streamlining import regulations for raw
 
materials and industrial inputs.
 

4. The expertise that LIK has gained indeveloping its waste treatment
 
plant could be sold to other firms in industries that produce

similar toxic effluents.
 

5. LIK isalso considering setting up a chrome recovery plant; this
 
facility would process chrome from LIK's effluents, and would
 
purchase wastes from other tanneries to recover its chrome content.
 
Chrome is reportedly the most toxic industrial waste produced by

the tanning process.
 

6. 	There is a possible role for the GOK's agricultural agencies in
 
improving animal husbandry practices to provide a better raw
 
leather supply.
 

I. Administrative Burden on USAID
 

One FSN project officer spent 30% of his time on LIK during the first two
 
years of the project, and no time inyear three to the present. This equals

78 person days per year for the first two years, an average of 5% of one
 
officer's time over the 12 year life of the PRE project, and an average of 13
 
person days per year over the life of project, or 0.6% of available staff time.
 

J. 	Additional Observations
 

.1. 	Statistics attached to this report show that growth inLIK's sales
 
has been almost exclusively from exports. LIK officers said there
 
are three reasons for this:
 

-	 sales in local markets have peaked; 

- sales margins in exports are larger; 

to increase the sales inthe local market, they would have to
 
produce cheaper, lower quality leather, and they prefer not
 
to produce for the lower end of the market.
 

2. There are disagreements between LIK and the technical and marketing

partners - UTAMMO. LIK management feels that there were
 
differences of marketing objectives between the two partners.

Marketing isnow being done by LIK staff, though some UTANMO agents
 
are still used because the contract is still in force.
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3. Profit margins are high, but pressure for fast delivery to European

markets means that leather has to be air freighted, thus reducing

margins considerably.
 

4. Cash flow seems to be a problem (though not serious). This is
 
because they have to buy raw hides on a 
cash basis while receipts

for deliveries take up to four months, and because they must keep

extra supplies of imported processing chemicals.
 

IV. CONCLUSIONS
 

1. The project has been quite successful to date. LIK has met most of

its targets regarding repayments, production, sales and earnings, and
 
waste treatment. This project demonstrates that it is feasible for

A.I.D. to identify agribusiness opportunities and to collaborate
 
successfully with competent local private sector institutions.
 

2. The project has enabled the first Kenyan tannery to break into the
 
European market for high quality finished leather.
 

3. The success of LIK in establishing a new tannery using imported

technologies was heavily dependent upon the project having sound and
 
competent financial backers and technical support.
 

4. The project has raised important private sector development issues in
 
the following areas:
 

a. export incentives and licensing;
 
b. import regulations;
 
c. environmental protection standards;

d. animal husbandry and livestock extension deficiencies and
 

opportunities.
 

5. PRE's loan had low additionality because (according to reports by IPS

officers) IPS would have gone ahead with LIK even ifA.I.D. had not
 
provided a loan.
 

V. RECOMMENDATIONS
 

1. There are no pressing management issues on which USAID needs to take
 
immediate action.
 

2. There are private sector development opportunities for USAID arising

out of the project inthe areas listed in IV.4. above.
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3. Given the success of the LIK project, it would he worthwhile for
 
USAID/Kenya to identify and develop more agribusiness projects inthe
 
future. Long term, direct loans are an effective means of supporting

this kind of project. When direct loans are not possible, itmay be

feasible to use financial intermediaries to lend to promising
agribusiness projects.
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JUA KALI LOAN PROGRAM
 
(Finance ComDonent)
 

Program Grant 615-0227
 

I. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

This three-year program provided a local currency grant of KSh. 2.5 million
 
to cover the administrative costs of lending by Kenya Commercial Bank (KCB) to
 
Jua Kali businesses, and KShs 2.5 million to be used as a 98% guarantee for

loans to these businesses. The Ksh. 2.5 million for the guarantee was deposited

by the Central Bank in a collateral account at KCB. Under this arrangement,

KCB agreed to cover 2% of portfolio losses under the project and to pay 8%

interest on the outstanding balance in the guarantee account to the Central
 
Bank. KCB then used their own funds for loans. The program's purpose was to:
 

- Assist the growth of informal sector enterprises;
 

- Train informal sector entrepreneurs in business skills;
 

- Test the feasibility of providing credit and training to Jua Kali 
entrepreneurs through the formal co;ercial banking sector. 

The Program Grant (A.I.D. No. 615-0227) was signed in December 1986.
 
Targeted program completion date was December 1989. The Jua Kali account was
 
established inKCB inJanuary 1987. The first loan disbursement was made in
 
September 1987. Most figures inthis report are as of December 1988, at which
 
time two years had elapsed and all the project's funds had been lent or used
 
for administrative costs.
 

II. AVAILABLE DATA
 

A. Primary Data
 

KCB/USAID correspondence and agreement files
 

B. Secondary Data
 

Evaluation of The KCB Informal Sector "Jua Kali" Loan Program,
Feb/March 1988, Linda McGinnis (USAID/Kenya) & Raj Bhatia (Investment

Promotion Centre).
 

C. Informed Ooinion
 

Mr. Migwe Kimemia - USAID
 
Mr. Lawrence Masaviru - KCB(BAS)

Mrs. Lynette Dawa - KCB(BAS) 
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II. MAJOR FINDINGS 

A. kot KSh. 5,000,000 inlocal currency funds
 

KSh. 5,000,000/18.5 - US $270,270 

B. Actual Outguts
 

It was Initially intended that the program would benefit between 100 to
 
150 Jua Kali artisans over the three year period. After only two years, however,
 
not only did the number of recipients exceed the target, but also the amount
 
lent out exceeded the targeted amount. There was extremely high demand for
 
loans under the program, with a total of 1163 applications received by KCB.
 
Because of excessive demand, KCB confined loan sizes to KSh. 20,000 or less.
 
The table below shows targets and actual results:
 

TARGET ACTUAL 

Loan Applications None 1163 
Sub borrowers 100-150 164 
Target amount Kshs 2.5m Kshs 2.83m 

Loans Outstanding:
 

Date 9/87 1/88 4M L/ 
Amount 1st Loan 862,000 1,075,000 2,830,000
 

Outstanding disbursed
 

Lending interest rate until 12/87: 14%; after 12/87: 15%
 
Number of recipients inarrears (3/31/89): 37 (23% of recipients)

Amounts inarrears: KSh. 188,989 (6.7% of total volume)

Expected defaults': KSh. 500,000
 
Number of defaults to 4/89: 10 (6.2% of recipients)

Estimated total amount of defaults to 3/31/89: KSh. 175,616
 

Detailed statistics are attached as an appendix to this report.
 

1 From L. McGinnis & R. Bhatia, Jua Kali Evaluation Report, Feb.-March 
1988. Appendix B-15. 
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Project Imolementation
 

There were no serious Implementation problems under the project. IFI

officers stated that both USAID and the Treasury were flexible and accommodating
 
as problems arose during implementation.
 

A common comment by loan recipients was that loans were too small. There
 
was also a feeling that loan application and approval procedures were too long.

Recipients felt that the small 
amounts lent did not Justify such involved
 
procedures.
 

KCB does not keep detailed records on administrative costs under the
 
program, and it is difficult to determine actual administrative expenditures.

Figures given below for administrative costs are estimates provided by KCB's
 
Business Advisory Services Division.
 

Comparison of Budgeted vs. Estimated Actual Administrative Costs
 

ITEM BUDGET ACTUAL LOP BUDGET
 
TO DATE TO 06/88 TOTAL
 

Direct Staff Expenses 1,097,500 753,200 1,557,500

Manpower o/heads 0 376,600 0

Vehicle expenses 300,000 93,200 420,000

Training Costs 460,000 485,000 
 575,000

General Expenses 0 75,000 0
 
Loan losses 501,400 ? 500,000
 

Lendinq SDreads Under the Program:
 

Funds lent at 14% until Dec.'87 15% after Dec.'87
 
Funds borrowed at 8% 8%
 

Spread 6% 7%
 

Estimate of KCB's Usual Short-term Lending Margin2
 

KCB's Estimated Weighted Average Cost of Short-term Funds: 6.1%
 
KCB's Average Short-term Lending Rate: 15,

KCB's Estimated Average Margin on Short-Term Lending: 8.9%
 

Given an estimated 2 - 3% default provision inKCB's portfolio, a default 
risk-adjusted margin for KCB would be in the 
area of 5.9 to 6.9%, which is
 
comparable to the spread under the Jua Kali program.
 

Negative effects of ooliticization of the program. KCB staff commented that
government announcements that this isa GOK program and that the program serves
 

2 KCB's margin under lending programs other than Jua Kali. 

\ I, 
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some political ends resulted inhigher arrears and default rates. 
The higher
defaults arose from the perception among borrowers that loans could be treated
 
like grants.
 

C. Institutional Impact
 

None. Itwill be very difficult to convince KCB staff that Jua Kali lending
can be profitable for the bank without USAID or GOK subsidies. 
This isbecause

Jua Kali lending is much less profitable than KCB's alternative uses of its
 
funds.
 

There are two institutional changes that USAID can expect over the longer
term: 
 (i)changes in lending procedures that reduce the administrative costs

of running the program and cut loan loss rates; (ii)concentration of Jua Kali

lending resources on more reliable borrowers and more profitable accounts.
 

D. Direct Developmental Impact
 

Though there was no attempt made by the IFI to track changes in thebusinesses as a result of loans, interviews with 12 recipients (in the same
business activity) revealed that more than half had increased their sales during
the period of their KCB loans, and 30% increased their workforce by 20% to 30%.There was generally no significant increase in assets or investment by loanrecipients during the loan period because loans were primarily used for working

capital.
 

E. Sustainability
 

Under the USAID program, KCB received an administrative subsidy equal to

88% of the funds lent, a 98% guarantee, and medium-term funds at 8%, for a

lending spread of 7%. KCB estimates that the 88% grant its
covers
administrative costs under the program, and itsustains very little loan losses

because of the guarantee. Therefore, most of the 7%spread isnet earnings for
 
the bank.
 

Even with this significant source of earnings, it is clear that the bank

considers Jua Kali lending unprofitable because of the opportunity costs and
lack of long-term promise of profitability for Jua Kali lending. The bnk does
 
not intend to 
lend to this market without the continuation of substantial

subsidies and political pressures from the government. Bank officers suggested

that itwould be more effective to establish a Jua Kali lending program through

financial institutions owned by Jua Kali businesses and designed specifically

to operate this kind of loan program. These officers mentioned credit unions

and savings cooperatives as alternatives.
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F. 	Unolanned Effects
 

1. One side effect of this program on borrowers isthe demonstration
 
of the operations of formal sector banking institutions. The
 
program exposed loan recipients to other services offered by

commercial banks.
 

2. 	Although itwas not the original intention that all recipients open

bank accounts, all were required to do so under the program. This
 
encouraged better cash management by businesses.
 

3. 	Itisclear from the results of this program that providing credit
 
at below market rates (15%, which isfar below the rate charged to
 
Jua 	Kali businesses by informal sector lenders) results inexcessive
 
demand for credit by Jua Kali businesses.
 

F. 	ODDortunities Identified
 

1. Many borrowers are capable of properly repaying loans. Itmay be
 
possible to provide significantly larger loans than those available
 
in the current program.
 

2. 	Allow the bank to segment the Jua Kali market based on its
 
experience under this program, and to lend to better Jua Kali
 
customers with lower program subsidies.
 

G. 	Administration Burden on USAID
 

79.3 person days; 3.9% of available staff time.
 

H. 	Additional Observations
 

1. Suitability of Commercial Banks for Jua Kali Lendina. The IFI is
 
of the opinion that commercial banks are the wrong institutions to
 
use in lending to Jua Kali businesses. Instead, the institutions
 
should work with banks owned by the Jua Kali sector, for example,

savings and credit societies.
 

KCB is willing to continue Jua Kali lending only as long as it
 
receives (i) funds, administrative and risk subsidies that
 
compensate the bank for its out-of-pocket and opportunity costs of
 
this kind of lending; and (ii) political pressure from the
 
government to carry out Jua Kali lending.
 

Thus, to the extent that USAID hopes to induce a local commercial
 
bank to lend to Jua Kali businesses on an 0rubsidized basis, KCB
 
is the wrong institution. To the extent thAt a continuing source
 
of subsidy for this kind of lending is available to compensate KCB
 
for 	its costs, then KCB is an effective institution to carry out
 
Jua 	Kali lending.
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2. KCB has found that women are much more dependable borrowers than
 
men.
 

3. Many borrowers claim they were capable of paying higher payments
 
than were required.
 

4. Administrative subsidies. Inthe opinion of KCB staff, at the Kshs.
 
2.5m lending level, a 90% administrative grant isappropriate. At
 
the Kshs. 50m level, a 20% grant would cover costs. KCB staff also
 
stated that the amount provided by a donor for administrative costs
 
has a direct impact on the number of defaults by borrowers. In
 
general, the more that isspent on servicing Jua Kali accounts, the
 
lower the default rate will be.
 

5. Politicization of the program causes higher default and arrears
 
rates.
 

6. Who should screen and select Jua Kali borrowers? Several USAID
 
staff have raised the issue of which institutions should select Jua
 
Kali borrowers. There are at least three possible institutions that
 
could carry out this critical function. (i) the bank; (ii)

consultants; (iii) the GOK.
 

The worst suggestion is that some agency within the government

select borrowers. Involvement of government agencies would
 
encourage political factors playing a prominent role inlending the
 
scarce resources that are available for Jua Kali loans.
 

Ifconsultants can reduce the cost of selecting borrowers without
 
reducing the quality of the Jua Kali portfolio, and if KCB finds
 
this an acceptable arrangement, then it may be worthwhile to
 
seriously consider using consultants for screening. Selecting

clients, however, isusually considered one of the key comparative

advantages that banks possess. Therefore it is advisable to
 
maximize the involvement of the bank inclient selection and loan
 
management.
 

One option isto encourage KCB to both economize on loan selection
 
and to select the best possible clients within the target group.

This could be done by (i)reducing the guarantee from 98% to 60%
 
or 70%; and (ii)decreasing the interest rate paid by KCB on the
 
guarantee funds to increase KCB's lending spread. This would give

KCB a direct orofilt incentive to operate efficient and effective
 
marketing and credit appraisal procedures.
 

10/24/89
 



Page 7
 

IV.CONCLUSIONS
 

1. Overall, the Jua Kali 
Loan Program was well managed and achieved its
output and purpose level objectives. As mentioned above, however, there
 
are presently no means to accurately assess the impact of the program
 
on borrowers.
 

2. One objective of the program was to help existing Jua Kali enterprises

expand. It is clear that (at 
least in the tinsmith/blacksmith

activities) this has not been achieved. 
This isperhaps due to the fact

that loan sizes were so small that they could only be used for working

capital.
 

3. It is clear that it is possible but not profitable for the formal

banking system to provide 
credit to the informal sector. Large

continuing subsidies are necessary ifcommercial banks are to undertake
 
lending to Jua Kali businesses on a non-compulsory basis.
 

4. The bank has learned that you cannot satisfy demand for loans from Jua

Kali customers when lending under current interest rate ceilings.
 

5. Bank staff still perceive that this target group is very risky and

costly despite the relatively low default rate.
 

6. There is ample opportunity to reduce subsidies under the Jua Kali

Program by (i)reducing paperwork involved in loan application; (ii)

reducing the guarantee coverage and increasing KCB's lending spread to
 
compensate for reduced risk coverage; (iii) increasing lending ceilings

and charging fees; (iv)targeting more profitable sub-markets.
 

V. RECOMMENDATIONS
 

1. a. Collect valid and 
cost effective impact information. USAID is

currently not receiving adequate information on the impacts of Jua

Kali loans. On the other hand, collecting information for USAID
 
isconsidered a substantial burden by KCB.
 

b. A cost-effective system for monitoring impacts of Jua Kali 
loans

should be set up. Because it iscostly for KCB to collect impact

data, USAID should consider paying a consulting, training or audit

firm to collect impact and compliance data on a periodic basis.

A once-a-year impact audit of a
small sample (or panel) of borrowers

would be sufficient to collect impact data. 
 This is discussed
 
further inCO.Apter 4, Recommendation 10.
 

2. Reduce costs by reducing Daoerwork. Loan application and approval

procedures need to be simplified to reduce administrative costs and

delays. To the extent that USAID can 
reduce the procedures that it

requires of KCB, USAID can also reduce its subsidies under the program.
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3. Rationalize Jua Kali Program subsidies. The administrative subsidy

provided to the bank under the program should be rationalized. The
 
subsidy now seems high, and the bank may be willing to accept

considerably less incentive to carry out Jua Kali lending. Itmay also
 
be worthwhile to offer the program to other banks, to encourage

competition among commercial banks for the earnings available under the
 
program.
 

4. Target soecific Jua Kali sub-marketg. The subsidy provided to the bank
 
should also depend upon the particular Jua Kali market segments targeted

under the program. According to KCB officers, there are Jua Kali
 
markets that require minimal subsidy, while others require subsidies
 
similar to those provided under the Phase I effort. Follow-on Jua Kali
 
lending programs should be more specific about the sub-markets that the
 
program will serve.
 

5. Make loan terms more flexible. The loan repayment period need not be
 
uniform for all borrowers. Loan terms should depend on ability to pay.

Some borrowers can pay larger payments and can use shorter term loans.
 

6. Renew loans to good borrowers. As long as they repay on schedule, it
 
should be possible to renew loans on completion of repayment.
 

7. Collect delinauent loans. It is essential to demonstrate resolve in
 
collecting Jua Kali loans. Ifthis is not done, then borrowers will
 
treat loans as grants. Inaddition, the bank suggests that there be
 
no public announcements that the GOK isinvolved inthe program because
 
this public knowledge encourages borrowers to view loans as grants.
 

8. Raise the "Drice"of loans tr Jua Kali businesses. Given the excess
 
demand for Jua Kali loans ac the current interest rate, we recommend
 
that the "prices" of loans be raised by (i)attaching fees to loans,

(ii)making itpossible for KCB to lend at 18%, or (iii) obtaining an
 
exemption on interest rate ceilings to allow KCB to lend at rates that
 
cover its costs. USAID/GOK subsidies can then be rednced accordingly.
 

3 This evaluation did not allow analysis of the characteristics of various
 
sub-markets. Additional information on the performance of sub-markets can be
 
obtained from KCB.
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MONEY AND CAPITAL MARKET DEVELOPMENT
 
(Finance Comoonent)
 

PROJECT 615-0240 & 615-0238
 

INTRODUCTION
 

This activity evaluation combines USAID/Kenya's money and capital market
 
development activities occurring under two projects: The Structural Assistance
 
Program (615-0240) and Private Enterprise Development Project (615-0238). These
 
activities are combined because they are interrelated activates directed at
 
closely related objectives.
 

Activity Prolect Cost,.to Date 
Grant to CMDA SAP 0240 0 
Stratejy Support 

Privatization of KCB 
PED 

12,450 
Nairobi Stock Exchange
Capital Markets Devel. Authority 
Financial Markets Specialist 

11,000 
2,000 
6,322 

Kariuki/Entrepreneurs Internatl. 
Private Sector Advisor __58.381 

Total $190,153 

I. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

Basic objectives of the projects were to assist in modernizing and
 
expanding the Nairobi Stock Exchange; to assist inthe creation of the Capital

Markets Development Authority; to assist inthe development of the money market
 
inKenya.
 

A condition for the World Bank's Industrial Sector Loan is that the GOK
 
establish a Capital Markets Development Authority by June 30, 1989. 'USAID also
 
agreed inOctober 1988 to provide assistance under USAID's Structural Assistance
 
Adjustment Program. The agreement included three forms of assistance: one long

term technical advisor, $92,000 to be used to fund short-term technical
 
consultancies to assist the CMDAC, and $230,600 to fund administrative costs of
 
the Capital Markets Development Committee during start up and the first year's

operationt. USAID's Capital Markets Advisor has been withdrawn from the CMDAC,
 
and a replacement has been requested by the government.
 

USAID has also provided assistance to capital market development activities
 
through the Strategy Support component of the Private Enterprfe Development
 

1 This figure is based on an estimate that the Private Sector Advisor
 
spent 30% of his time on money and capital markets activities.
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Project. As of March 31, 1989, 24% of the PED project's time has elapsed, with
 
13% of the PED Strategy Support component funding expended. The Strategy Support

component has funded the following money and capital market development

activities: two reports, one short-term technical assistance mission, and one
 
study tour.
 

A Capital Markets Development Advisory Committee was established inJanuary

1989, with a principal purpose of establishing the CMDA. As of March 21, 1989

the final legislation for the CMDA (originally specified an implementation action
 
leading to establishment of the CMDA in PIL 25, Attachment 2) had not been
 
prepared by the GOK. The target date for the CMDA has been changed to October
 
1989.
 

II. AVAILABLE DATA AND CONTACTS
 

The major sources of data were "Recommendations to The Nairobi Stock
 
Exchange," R. Bishop, May 1988; USAID Project No. 615-0240, PIL No. 25; and
 
Memorandum 6372G drafted by M.McWherter, March 12, 1987, concerning suggestions

for money and capital market development.
 

B. Secondary Data
 

C. Informed ODinion
 

Person OrgaizationJ
Steven Sinding USAID/Kenya
 

Holly Wise USAID/Kenya

Michael McWherter USAID/Kenya
 
Peter LeCfert Formerly USAID/Kenya

W.K.B. Arap Chelashaw Capital Markets Advisory Council

Ignatius Ngenye Kariuki Nairobi Stock Exchange

Nizar Meruani Diamond Trust
 
Dickson Gachuche Kenya Finance Corporation
 

I1. MAJOR FINDINGS
 

A. 2ots
 

$190,193 as of March 31, 1989
 

B. OUtDUtS
 

Several influential studies of financial markets, equity markets and
 
privatization issues have been completed. 
Advice and technical assistance has
 
been provided to the Nairobi Stock Exchange in its modernization program and to
 
the Treasury Department's Capital Market Development Advisory Committee in its
 
program to establish a Capital Market Development Authority. A study tour for
 
the chairman of the Nairobi Stock Exchange under the Entrepreneurs International
 
Program to the New York Stock Exchange.
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USAID has also supplied studies and information on stock exchanges outside
of Kenya to members of the NSE.
 

Some advice and technical assistance has been provided to the GOK and the
NSE in strengthening the money market. 
 The ALICO/PRE/NBFI loan project is
intended to encourage the development of markets for bankers' acceptances and
other forms of bills of exchange. Progress in other areas of money markets
development, for example establishing a secondary market for Treasury Bills, a
rediscounting facility for qualified Treasury Bill dealers, offering Treasury
Bills on a
bid basis, and the creation of markets for commercial paper, have made
little progress beyond the introduction of these ideas to the government and the
 
financial community inKenya.
 

C. Institutional Impact
 

1. USAID's capital market activities are associated with significant interest
 among stock brokers inimproving the NSE and establishing an independent capital
markets regulatory authority. 
There isdemand for additional assistance inthe
form of (i)computerization of NSE trading; (ii)study tours of appropriate moc-;

markets such as Thailand and Korea.
 

2. The effort to establish a CMDA has resulted in a 
public debate over the
appropriate nature of the authority responsible for reforming the capitalmarkets. The GOK is now considering several issues, including (i) the particulararrangements for the CMDA; (ii)presentation of issue papers to the Council of
Ministers on capital markets matters. 

3. The USAID-financed study on privatization of KCB may have been helpful insupporting the recent public sale of 20% of KCB's equity. It is difficult to
determine the role of this particular study inthis public issue.
 

4. The Secretary of the CMDAC had not read "Recommendations to the Nairobi
Stock Exchange" report. 
The Chairman of the NSE had read the "Recommendations"
 
report, as well as the Ferris report on financial markets development.
 

5. The NSE has been engaging inpolicy discussions with the GOK on several
subjects, including the role of the Capital 
Issues Committee, the future role
of the CMDA, and the usefulness of the stock market for privatization of state
owned enterprises. 
The Bishop and Ferris reports were useful to NSE members in
formulating their positions inpolicy dialogue.
 

6. 
 The Bishop report has helped the NSE to define issues informulating its
longer term development plan. 
This report, as well as other assistance provided
by USAID, has helped to demonstrate the importance of developing a transparent,

face to face market for securities.
 

D. Direct Develoomental Imoacts on Businesses
 

None yet.
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C. Constraints to Imvlementation
 

1. Technical skills of USAID personnel to provide the assistance needed by the
NSE and CMDA. Assisting the CMDAC, the GOK, and the NSE in using the outputs

of studies and other outputs provided by USAID in the capital markets 
area
requires specialized technical expertise. 
 After the current Capital Markets

Advisor leaves, continued progress indeveloping appropriate local solutions to
complicated capital market problems requires assistance from individuals with
specific expertise in stock and money market development.
 

2. There are indications that the GOK intends to establish a CMDA as a

parastatal directly associated with the Treasury. 
 The original objective of
USAID was to encourage the establishment of an indeiendent capital 
markets
regulatory body. Ifthe CMDA isestablished as a parastatal, then it islikely

that there will be continuing over-involvement of the GOK inthe stock and money
markets. Direct involvement of the GOK in the market 
will inhibit the

establishment of a competitive market for 
securities, and the evolution of

mechanisms of self-regulation by the securities industry and public.
 

3. Lack of understanding among GOK officials and local bankers about the
mechanics and possible results of establishing improved money market instruments.
 

4. The GOK has not provided any incentives to public listing by companies.
 

F. Sustainabtlity
 

There isa clear, demonstrable interest inthe office of the Secretary of
the CMDAC incontinuing the process of constituting a CMDA. The CMDAC appears

to be proceeding with the establishment of the CMDA with or without assistance
 
from USAID.
 

There isalso a sustained interest among members of the NSE incontinuing
with the modernization program. 
 The Chairman of the exchange is currently

searching for feasible next steps build a face
to to face, open market for
 
stocks.
 

G. UnDlanned Effects
 

The CP1DAC appears to be considering establishing a CMDA as a parastatal

corporation wuner the direction of the Treasury Department.
 

H. ODoortunities Identified
 

1. There isdemand for technical assistance to the CMDAC indrafting

issues Daoers and other technical reports insupport of the GOK's
 
consideration of the regulatory and policy involved
issues in
 
capital markets improvement.
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2. There exists both demand and absorptive capacity among members of
the Stock Exchange for continuing assistance in drafting and

carrying out the development plan. NSE members expressed interest

in continued assistance in ibtaining information about stock
 
market3 in other countries, financial and technical help in

installing a computer network for stock transactions, and funding

for a public capital markets educational program.
 

3. There is interest in receiving in-country and overseas training

to concerned private sector and GOK individuals instock and money

market operations. Study tours to some of the Asian NIC stock
 
markets would be appropriate now.
 

I. Administrative Burden on USAID
 

Money and capital market activities have constituted 33% of the accrued

and disbursed expenditures under the Strategy Support component of PED. Strategy
Support had an estimated total of 244.4 person days of time spent by Direct Hire,
PSC and FSN staff to March 31, 1989. Thus, the administrative burden is32 days,

or 12% of total available person days.
 

There isalso an administrative burden associated with the $100,000 grant
 
to the CMDA; this burden has not been calculated.
 

J. Additional Observations
 

The assistance requested by the CMDAC Secretary was explicitly for issues
 papers drafted in close coordination with the CMDAC for use 
by the cabinet.
Assistance in drafting legislation to liberalize the capital markets should

perhaps follow the drafting of issue papers presenting options, prioritizing and
describing the mechanics of financial markets liberalization actions to be taken
 
by the government.
 

IV. CONCLUSIONS
 

The mix of policy studies, assistance by the capital markets advisor and
grant support to the NSE and CMDA has been very effective in facilitating the
development of both capital markets reform and development of key policy
institutions. USAID has played an important supporting role in assisting theprincipal institutions involved in capital markets development. 
 Significant

progress has been made in terms of institutional development, and there is
sustainable interest both within the government and inthe financial community
incontinuing to develop "appropriate local solutions" to improve Kenya's capital

markets.
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V. 	RECONMENDATIONS 

This is an area that has significant potential for mobilizing local 
resources and encouraging long-term investment in productive assets. USAID's
 
assistance to date has been relatively small in terms of dollars, but this help

has resulted in noticeable progress in the capital markets. Several specific

recommendations for further programing in the capital and money markets areas
 
include:
 

1. 	Provide immediate assistance to the CHDAC in drafting issue papers.

This assistance should be targeted directly toward the specific

requirements of the CMDAC. If not properly targeted, the assistance
 
will not be accepted or used. Itiscritical that the person providing

the assistance have the requisite understanding of the technical issues
 
involved in improving a relatively undeveloped equity market.
 

Use this technical assistance as an opportunity to carefully encourage

the GOK to limit its involvement in securities markets, and to
 
establish an independent CMDA.
 

2. 	Continue training, technical assistance, study tours and other small
scale activities with the NSE. 
 The have used the resources
 
productively inthe past, and are interested incontinuing to formulate
 
and implement a development program.
 

3. A long-term view of capital markets development is essential.
 
Continued progress in capital and money markets depends upon several
 
interrelated factors that change slowly:
 

i. 	Elimination of the price setting function of the CIC;
 
ii. Establishment of an effective CHDA;
 

iii. Development of a fair and orderly NSE;
 
iv. GOK provision of incentives for selling public equity;
 
v. 	Rationalization of taxation on earnings from stocks;
 

vi. Building public confidence in the public equity markets.
 

It is likely that a program to encourage changes in these factors will
 
take years or even decades to accomplish.
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CREDIT GUARANTEE SCHEM
 
(Finance Comonent)
 

I. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

The purpose of this project is "to allow the bank (Kenya Commercial Bank)

the opportunity to assist and support clients whom they would normally not be
 
able to serve".
 

The main objectives of this project are to: enhance the viability of SSEs

through access to commercial bank credit; introduce SSEs to commercial credit
 
sources; reduce the failure rate of SSEs; demonstrate the viability of lending

secured by non-traditional, non-tangible, collateral (i.e., debtors, stocks,

etc.) for cash flow-based lending; and to demonstrate the viability of loan
 
guarantees to increase SSE lending. A guarantee account of KSh 25 million was

established at KCB to cover 75% of the losses on working capital loans to SSEs.

These accounts used grant local currency generated by the USAID Rehabilitation

Program and remitted by the Treasury, using IPC as agent. Other project

components were to be: 
improved procedures for discounting receivables and

valuing stocks and improved procedures for coordination with other lenders,

including term lenders. 
KSh 5 million of the fund isavailable to cover extra

administrative costs. 
The treasury charges KCB an interest rate, currently at

9%, six points below the maximum commercial lending rate, currently at 15%. The
 
maximum loan was 
to be KSh 1 million and the maximum asset size of borrower

enterprises KSh 3 million. The maximum term isfour months. 
The program does
 
not have any quantifiable target objectives. 
 This is an ongoing project and
 so does not have a PACD. The Grant Agreement was signed in 1986. Loans using

KCB funds have been made since that time.
 

II. AVAILABLE DATA AND METHODOLOGY
 

The only sources for data on the program are KCB personnel at the main

office and a report on borrower statistics generated at the team's request.

The persons contacted were: Mr. Migwe Kimemia, USAID Project Officer; 
Mr.

Lawrence Masaviru, Manager, Business Advisory Services, KCB; Mr. Shem Okongo,

Project Officer, Business Advisory Services, KCB.
 

III. MAJOR FINDINGS 

A. Costs
 

Although KSh 5million has been allocated to cover administrative expenses

incurred since December 1986, the account has not been debited because no
 
expenses have been submitted to the Ministry of Finance or Treasury. The

Treasury authorizes all vouchers prior to debiting the Guarantee Account. 
The

voucher currently in preparation should give a fairly accurate picture of
 
program costs. The program officer estimates that he spends 50% of his time
 
on program administration.
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B. Actual Outputs
 

Statistics on the loans approved and/or disbursed as of April 5, 1989 are

presented inAttachment 1. To date 41 loans (of which 10 are second loans) for
 
KSh 13.6 million have been approved, of which KSh 7 million have been disbursed
 
to assist 31 enterprises. The average loan size is KSh 0.3 million. The
 
current arrearage rate is rather high - of the KSh 3.3 million currently
outstanding, 36% is in arrears, representing 50% of the 12 loans outstanding.

However, the other 29 loans 
have been paid in full, which is an overall
 
repayment rate of 85% to date. Only one borrower has defaulted. KCB will
 
exhaust all efforts to collect before accessing the guarantee fund. Some 58%
 
of the enterprises are inthe manufacturing/industrial sector and another 10%
 
in the service sector. The rest are in trade. There are approximately 100
 
applications pending for about KSh 10 million inloans.
 

C. Constraints to Implementation
 

I. External
 

The bank does not see this as a very profitable program. The normal
 
commercial bank spread is nearly 9% (15% - 6.1%). Inthis program it isonly

6%. This disparity has slowed the lending rate. The CBK lending ceiling is
 
also a constraint, but less so since all of the loans are less than KSh 1
 
million. Indeed, 80% are for less than KSh 0.5 million, and so have less effect
 
on the bank's ceiling than larger loans. Infact, the bank isstill processing

all loans below KSh 3 million, but may not be able to disburse the larger onas.
 
Inany case, KCB feels that this and all special programs for productive lending

should be exempted from the ceiling. Management now has less incentive to train
 
new people for the program since itcannot be aggressively promoted.
 

2. Internal
 

The long (100 pages) and cumbersome application designed by the Treasury

without any collaboration from KCB has caused delays inprocessing applications

and often takes a full week to complete. The normal KCB application for
 
overdrafts, in contrast, is only one page. Further delays are encountered
 
because all applications are sent to the main office. Branches do not have the
 
staff to either assist applicants or to analyze the forms. Branch managers have
 
been reluctant to make loans without traditional security. Since their
 
promotions have been based solely on how many good loans they made, they

consider these loans very risky and do not promote them. 
However, promotions

for managers inthe four branches making these loans have recently taken into
 
account the number of loans made under special programs such as this one. One
 
requirement asks that borrowers have an overdraft account established with KCB
 
for at least six months before being considered. This requirement effectively

excludes borrowers with no previous bank contact. Since overdrafts are secured
 
by the normal tangible assets, this scheme merely extends the amount of credit
 
beyond that covered by such assets.
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D. Institutional ImDact
 

KCB was doing this type of lending before but to much larger companies.

Thus some procedures have been changed to allow for loans to smaller companies.

For example, the rate of discounts for accounts receivable and inventories has
 
been established. The technical assistance to borrowers through Business
 
Advisory Services (BAS) was already being provided before the program, but to
 
larger-sized companies.
 

E. Direct DeveloDmental Imoacts (on borrowers)
 

The direct impacts to date have been minimal. As a result of program

loans both total employment and full time employment have increased 13%, from
 
289 to 329. Only 10% (three) of the enterprises assisted are owned by women.
 
Average monthly sales have increased by 28% (from KSh 4.16 to 5.33 million) and
 
assets by 3% (from KSh 17.95 to 18.49 million).
 

F. Sustainability
 

KCB will probably continue this type of lending after the program ends,

but without the coverage of the guarantee. Somewhat larger, medium-size,

businesses will be targeted. Ifthe program were continued, KCB says itwould
 
greatly simplify the application process. Since administrative costs have not
 
yet been calculated, itis not possible to tell whether the spread will cover
 
them.
 

G. Adminj.jirtive Burden on USAID
 

The number of USAID person days spent on this component each year was 13
 
or 0.6% of the total available staff time.
 

J. Usditional Observations
 

KCB commented that guarantee programs tend to distort the market and should
 
represent a small percentage of the portfolio of any institution.
 

IV. CONCLUSIONS
 

This program has established an innovative approach to collateral which
 
allows cash flow-based lending. However, since all tangible assets must have
 
been previously pledged for establishment of an overdraft account, itisreally
 
a collateral enhancement program rather than a true alternative to traditional
 
collateral requirements. 

V. RECOMENDATIONS
 

1. Reduce the maximum loan size (only 20% of tie loans were for thanmore 
KSh 0.5 million), since KSh 1 million is really too much for working

capital loans. Ifmore is needed by a borrower a second loan could be
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made. This would allow more borrowers to be assisted with the funds 
available. 

2. 	Make the program more attractive by increasing the spread to approximate
 
the normal comnercial spread.
 

3. 	Open the program to more branches by training more managers.
 

4. 	Simplify the application process.
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RURAL PRIVATE ENTERPRISE
 
(Management a Entroreneurshio Comonent)
 

Project 615-0220
 

I. MAJOR OBJECTIVES AND STAGE OF INPLENENfATIOrN
 

The purpose of the Rural Private Enterprise Project is to establish and

expand rural private enterprises inKenya. The principal project activity is
 
the provision of credit and management assistance to rural private enterprises.

Formal sector enterprises are assisted through a commercial bank loan program

and a management and technical assistance contract. Informal sector and very

small-scale formal sector firms receive assistance through PVOs supported by

an intermediary, the Rural Enterprise Programme (REP). REP provides financial,

managerial and technical support to PVOs and their clients. 
 The project was
 
signed inAugust 1983 and will end inApril 1990.
 

Deloitte, Haskins, and Sells holds a management and technical assistance
 
contract to provide training and technical assistance to commercial banks and
 
to monitor long-term iending activities to rural enterprises using RPE credit.
 
World Education was awarded a PVO management assistance contract to provide

training and technical assistance to Kenyan PVOs to reinforce their abilities
 
to administer rural enterprise credit provided under RPE. 
 In 1986, A.I.D.

approved a REP request to allow assistance to for-profit sub-grantees as well
 
as non-profit institutions.
 

In 1984, RPE established REP with a mandate to promote small enterprise

through institutional development of local organizations, credit and technical
 
assistance. A.I.D. is providing additional support to REP under the Private
 
Enterprise Development Project, expanding the life of REP through 1994. An
 
additional report on these activities isfound inthe REP activity assessment.
 

Reasons for delayed implementation have been cited in USAID evluations
 
and audit reports. These factors also delayed scheduling of trailling and
 
technical assistance activities designed to strengthen commercial banks and NGOs
 
to extend credit to rural enterprises.
 

An audit completed by the Regional Inspector General in February 1989

concludes that the grant program has not made significant contributions toward
 
th2 purpose of increasing rural production, employment and income at the small

business level. The report found that progress made was neither cost effective
 
nor sustainable becausi most of the project's funding was directed toward
 
assistance to PVOs that did not appear to be sustainable, and because little

of the $7.1 million of grant funds support qualifying Kenyan rural private

enterprise.
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II. IATA COLLECTION METHODS
 

Primary data was collected from random sample surveys of KCB, Barclays

and Standard banking officers who have received training. Secondary data
 
sources include "Rural Private Epterprise", AID Project Paper, August 1983;

Audit of Kenya Rural Private Enterprise Project, February 1989; Evaluation of
 
18 long-term lending courses, October 1988; Mid-Term Evaluation of REP of RPE,

June 1987; REP Program Report as of June 30, 1988; and other DHS, USAID, and
 
banking documents.
 

The following key informants were interviewed: Justus Omolo, USAID; Albert
 
Mutua, Christopher Aleke-Dondo, Steven Mirero, Mr. Kabucho (REP); Judith
 
Backwith, Mwende Thiribi, (DHS); Ian Shipton, Manager Manpower Planning and
 
Training, Barclays Bank; Mrs. Janis Mwosa, Principal KCB Training School; Mr.
 
Mamna, Standard Bank Training School.
 

I1. MAJOR FINDINGS
 

A. o.ts 

RE: The audit report found that of the $7.1 million grant funding to REP,about $5.6 million will have been spent by March 31, 1989. Of this $5.6 
million, $1.15 million represent loans to businesses and expenditures for 
setting up training facilities. About $4.44 million will have been spent for
 
institution-building and administrative costs of both REP and the PVOs.
 
Although the project agreement indicated that most assistance would be non
financial, and REP views institution-building as a major objective, the auditors
 
found the 80% figure for institution-building, training and administration too
 
high. It is not a cost-effective approach to assisting rural private

enterprise.
 

A 1987 mid-term evaluation of REP under RPE indiates an average cost per

trainee of 10,000 KSh (about $526 at current exchange rates), including staff
 
time ane related expenditures. The evaluation suggests that training will be
 
reduced inthe future as groups become more self-reliant. Training costs should
 
be lowered by 60% by 1990. The need to develop a local training capability

accounts for much of the high training costs. More costly expatriate

consultants have been used since the demise of PfP/I. REP calculates 80% of
 
this cost lies inmateri's development. REP now reports a cost of less than
 
4000 KSh per participani (Fred O'Reagan)
 

DHM: The value of the subcontract for management and technical assistance
 
to commercial banks is $2.8 million. As of March 2, 1989, $69,588 had beeti
 
spent extending technical assistance to the CBK in training and technical
 
assistance indata processing, record keepiri9 and the design aiid installation
 
of a monitoring and evaluation system. An additional $31,568 had been spent

extending technical assistance to the bank branches and reviewing CBK
 
procedures. A cost efficiency calculation isdifficult to perform as the number
 
of individuals benefitting from technical assistance has not been approximated.

The exact number of branch manager traineei is known, but cost per training
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course isnot known. However, level of effort isestimated at 3,071 hours, or
 

23 hours per participant.
 

B. Actual Outouts/Results
 

RfE: Between October 1985 and November 1988, REP trained 304 Kenyan PVO
Project Managers and Supervisors, extension workers and project field staff from

31 PVOs and direct beneficiaries. These PVOs have, inturn, trained and given

technical assistance to 117 groups (average membership size 
 is twenty

individuals) and 4,099 individuals. 
 Ifone can assume that approximately the
 
same ratio of male to female borrowers exists for beneficiaries of technical
 
assistance, then 53% of beneficiaries were female.
 

QHS: 132 bank officers (mostly branch managers) from Barclays (52), KCB

(40) and Standard Chartered (40) BaRks were trained in nine ten-day courses
during the period November 1987 - April 1989. A total of 1,320 recipient days
of bank tr:'ning were given. Discussions have been held with the banks 
regarding suo-borrower training, but none has taken place at the present time. 

C. Constraints to ImDlementation
 

Expanding the training curriculum isproblematic given the heavy workload
 
of the banking institutions' training staff.
 

D. Direct Develoment Imoact
 

BE: By all reports from PVOs, REP staff, and others in the business
training community, REP enjoys 
a solid training and technical assistance

reputation and is the only organization providing this type of assistance to

PVOs. 
 The mid-term and various PVO evaluations support REP's accomplishments

inthe training area. 
 Itappears they have developed a unique capability and

have talented training staff. PVO staff receive guidance in the areas of

accounting, project design, group formation, skills training, management, cost

effectiveness, marketing and feasibility studies, project evaluation, credit
and credit administration, and training of trainers. 
One problem inmeasuring

the practice of skills taught in the training programs has been the delay

between training, proposal development, approval and disbursement (often nine

months to a year). 
 By the time this entire cycle is complete some of the

training lessons have been lost. 
 The ability of PVOs to evaluate training

impact is not very sophisticated and hinders an accurate assessment of REP's

training efforts as well as PVO training efforts. The 1987 evaluation indicates
 
that following PVO staff training participants reported a high level of skill
 
improvement.
 

Client satisfaction is high. Local support is only moderate as PVOs pay

their transport and per dtem costs when attending training. Non-REP-assistad
 
PVOs pay the above plus a fee to lower REP's cost of 4,000 KSh.
 

DMS: Interviews with the training principals of the three commercial
banks served by DHS training report high marks on the training received. Fifty
seven 
percent of branch managers trained report changes in loan procedures

attributable to the training program. 
 A relatively comprehensive training
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evaluation conducted by a OHS training consultant also indicates successful
 
training efforts and gave practical suggestions on improving the course work.
 
No similar evaluation has been done of CBK staff receiving training and
 
technical assistance from OHS.
 

E. Unplanned Effects
 

Somali PVOs have received training by REP with CIDA funding and KCB has
 
purchased Advanced Credit training from OHS.
 

F. Administrative Burden - VSAID 

USAID/Kenya expends 46.8 person days each year managing the training

activities under RPE. This represents 2.3% of the total staff time available.

This has not 
been 	further broken down between the OHS and World Education
 
training components.
 

IV. 	CONCLUSIONS
 

1. 	REP training is appreciated and appears appropriate as measured by PYO
 
staff.
 

2. 	OHS training isalso appreciated and banks are demanding more as evidenced
 
through interviews and proposals submitted to USAID.
 

V. RECONNENDATIONS
 

1. 	Training should increasingly focus on future financial sustainability of
 
the PVO institutions.
 

2. 	USAID should assist REP, and by extension the PMs, to develop a stratogy
 
for sustainability.
 

3. 	Increased attention should be placed on training PVO trainers.
 

4. 	OHS should continue to expand its bank training, focusing on training bank
 
trainers to integrate long-term lending training into ongoing bank courses.
 
(Supported by Barclays and KCB.)
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KENYAN ASSOCIATION OF MANUFACTURERS 
(Trainina Coioonent) 

1. OBJECTVES AND STAGE OF IMPLEMENTATION
 

USAID's support to KAM for 
seminars was designed to increase the
 
organization's capacity to conduct specialized training for participants from

its member firms and to attract additional KAM member firms through marketing

the seminars. Small businesses are targeted for both training and new KAM

membership. KAM's Cooperative Agreement with USAID, signed in June 
1987,

includes a budget of $56,167 for two seminars per year over the five year period

of the agreement; at the time of this evaluation, 37% of project time has

elapsed. Subsidy for participation by informal sector and small businesses in

the trainiig sessions isprovided by USAID funding. KAM, prior to each seminar,

presents for USAID's approval, course objectives and outline, estimated budget

and proposed level of USAID funding. Topics are to be selected by polling Vf's

members. The seminars are conducted by training contracted from the US and

local sources. A basic assumption of this component is that the GOK supports

direct donor involvement with the Kenyan private sector.
 

I. AVAILABLE DATA
 

Primary data was collected through a random sample interview of 12 seminar

participants. Secondary sources consulted consisted of Seminar Participant Forms

inUSAID files, and reports from KAM on Seminars inthe USAID files. Informed
 
opinion sources consisted of Migwe Kimemia, USAID Component Manager; Ms. M.M.

Muigai, KAM; Mr. John Kuria, KAM; and Mr. Silas Ita, KAM, as well as Interviews
 
with a few randomly selected seminar participants.
 

III. FINDINGS
 

A. Costs
 

Total accrued expenditures billed to date amount to $13,432. Forty-five

percent of these expenditures have been in USAID administrative time. The
 
average cost per recipient day of assistance is$20.
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Billed to USD Title # of Cost per

To USAID Cost Of Course Participant Participant
 

Days Days
 

Quality Control in
 
Ksh. 53,000 $3,127 Food Processing 95 $33
 
Ksh. 14,300 $ 842 Metal Working 88 $10
 
Ksh. 31,000 $1,615 Industrial Maintenance 138 $12
 
Ksh. 35,000 $1,823 Food Product Development 42 $43
 

SUBTOTAL $7,407 363 $20
 

$1,924 Migwe, 10% of $19,424

$3,659 Vicki, 15% of $24,390
 
$ 424 Sandi, 2% of $21,206 

SUBTOTAL $6,007 

TOTAL $13,414 363 $37 

Note: No fixed costs to be prorated over life of project.
 

B. Outputs/results
 

KAN has to date sponsored five workshops with assistance from the
 
Cooperative Agreement with USAID. The fifth workshop, Jua Kali Metal Working,
 
was conducted during the period of the evaluation and final costings are still
 
being calculated. Consequently, its costs were not included inthe evaluation.
 

Of the four KAM seminars conducted through February 1989, the first two
 
seminars were held prior to the initiation of the M&E system at USAID. However,

limited monitoring data is available from the participant lists and semizr
 
planning doucments KAH supplied to USAID. The USAIP Seminar Participant

Questionnaire supplied to KAN was initiated in late CY k9. 
 Where available,
 
this data isdisplayed below:
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Title # Cost to % % % %

Of Course Attend Attendee Women Indig. Rural Sm/Med Sm/Ned


(Kshs) Planned Actual
 

Quality Control in
 

Food Processing 19 4,100 
 21% 47% n/a 60% n/a
 

Metal Work;ng 22 2?0/2500* -0- 95% n/a 100% n/a
 

Food Product Dev. 14 2,000 -0- 75% 
 75% 50% 38%
 

Industrial Maint. 46 3,000 -0- 75% 25% 
 69% 31%
 

* Jua Kali Participants - Ksh. 200; KAM member participants - Ksh. 2500 

The Quality Control in Food Processing seminar was planned to instill

quality control awareness, expose the participants to local and international

standards (e.g., preservation) and to introduce the latest technology and

equipment. The target audience was product managers 
and quality control
 
managers. Project Sustain provided some instructors but local support was

given by the Kenya Bureau of Standards (KBS) and University of Nairobi's Food

Technology and Nutrition Department. On-site visits to KBS and a factory were

included. Although 30 participants were anticipated, only 19 attended. 
KAM

explained the low attendance by the fact that a similar seminar was held by KBS
 
on a
similiar subject. ( KBS had inform KAM they would postpone their seminar).

Also, non-KAM members invited to the seminar felt the topic might be too

advanced. 
 The evaluation forms completed by the participants indicated the

seminar was relevant and beneficial. Suggestions for improvement included more
 
advance notice and more practical demonstrations.
 

The Metal Working Seminar was to demonstrate methods. skills, technologies

and machines in metal working, specifically in welding, metal sheeting and

founder. The seminar was 
to encourgage interaction between the Jua Kali

artisans and technicians from the formal sector. 
All local resources were used
for conducting the seminar -- the University of Nairobi, Christian Industrial
Training Center and members from KAM. A factory visit to a local firm was

included. KAM explained low attendance by the fact that member companies were

reluctant to send participants because they felt the Jua Kali participants would
 
lower the level of instruction.
 

The purpose of the Food Product Development Seminar, was to introduce
 
objectives, strategies, consumer evaluation, equipment selec ion, labelling &

packaging as well as skills 
and technology in the development of new food
products. Project Siustain in conjunction with local resources from the
University of Nairobi's Department of Food Science and Technology conducted
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this KAM-sponsored seminar. Although 
the targeted audience was Product

Development Managers, the 14 attendees also included production and marketing
specialists. 
The attendance was low due to the holiday celebrating President
 
Moi's tenth year inoffice.
 

The Industrial Maintenance seminar, attended by 44 individuals, was the
 
most popular. 
Its training objectives included reliability engineering, fault

diagnosis, efficient and reliable maintenance, and the teaching of skills to
coordinate an in-plant maintenance program. KAM-member firm engineers, Kenya
Polytechnic Insitute, and National Council of Science and Technology provided

the instructors.
 

C. Compliance
 

KAM isincompliance with USAID targets interms o.small businesses served

and number of seminars per year. There isno target for women inthe Cooperative

Agreement with KAM. In addition, KAM has provided reports to USAID on 
all
 
seminars conducted.
 

D. Constrain.tto imolementation
 

The most persistent implementation problem concerns locating the venue

for the seminars and identifying sufficient numbers of participants --both of
these due to the need for pre-planning sufficiently ahead to give pirticipants

plenty of advance notice. 
 KAM has found that most of its large member firms

have specific training plans and budgets; if the KAH-sponsored seminar is not

planned well enough inadvance, some potential participants cannot attend due
 
to training budget restrictions of member firms.
 

E. Institutional ImDacts
 

KAM personnel report that their ability to organize the seminars has been

developed significantly. KAM now feels very confident inits ability to recruit

local instructors and to estimate the supplies and administrative support time
 
needed to conduct the seminars.
 

KAM also demonstrates excellent knowledge of what training being
was

conducted by other organizations, such as Federation of Kenyan Employers and

Kenyan Institute of Management. They have specifically identified for topics

technical training specific to a production environment.
 

Itisapparent that KAM isreviewing lessons learned from earlier seminars
 
and applying them to the planning process for subsequent ones.
 

F. Direct UeQo ment Imoact
 

No consistent effort has been made to collect data on changes in sales,

employment and investment. Inaddition, KAM has no system to evaluate the long
range effects of the seminars on their client firms. To gather data on direct

development impac%, iO0 or the 46 attendees of the Industrial Maintenance seminar
 
were interviewed, as were two participants of the Food Product Development
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Seminar. Very little empirical data was provided by the telephone contacts on

changes in sales, employment and investment. However, results of the survey
of the participants of the Industrial Maintenance Seminar revealed the following

information regarding client satisfaction and management changes following the
 
seminar: 

Client satisfaction 90% 
Increased use of maintenance records 60% 
Specific management changes
Technical knowledge gained 

70% 
60% 

Planning for maintenance and control of spares for machinery were most

frequently cited as the new management techniques learned in the seminar.

Employee health and safety was also among the most mentioned "lessons learned"
 
of the seminar.
 

Although only two of the 
14 attendees of the Food Product Development

seminar could be reached by phone, the comments were extremely positive. Both

firms have increased investment by adding new equipment to introduce new food
products. One said sales had increased by five percent while the other said
sales had increased by five percent each month. 
 In both instances, the new
products were introduced without the discontinuance of existing products. One

manufacturer converted almost all 
of its former casual 
labor force to its
 
permanent, full-time staff. Both naw
cited approaches and the groundwork

necessary to introduce new food products as the major benefits of the seminar.
 

G. Sustainabillity
 

KAM isconfident that the seminars to date have provided a 
demonstration

effect of the value of the seminars and that members will pay full cost of
seminar expenses once the USAID funding expires. Regarding the level of local
 
support, Project Sustain provided instructors for three of the four seminars.

KAM also received local support from University of Nairobi, Bureau of Standards,

Kenya Polytechnic, Ministry of Science and Technology, National 
Council of

Science and Technology, and Christian Industrial Training Center for its
 
courses.
 

H. Una net-Effets 

The fact that two of the five seminars conducted to date have targetted
Jua Kali artisans was not orginally planned ia the Cooperattavi Agreement. The
focus on small, formal business was included in the Agreement design. Inaddition, 80% of those attending the Industrial Maintenance Seminar indicated
that they had trained in-house staff following training, and 50% indicated they
had improved inter-departmental communications as a result.
 

1. Administrative Burden
 

The administrative burden for USAID for this component is71.5 person days
per year, or 3.5% of the total administrative burden. This component has,

since the agreement was signed, been assigned to PSC project advisors.
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J. Additional Observations
 

KAM personnel could not provide a specific number of new KAM members that
 
Joined the association inorder to attend a seminar. However, KAM recognizes

that inviting non-members to the seminars by letter without a personal visit
 
to the non-member's Managing Director/Industrial Relations Manager is not
 
productive. However, KAM states that most 
new members join the association
 
due to the recommendation of a satisfied association member who either Rttended
 
a seminar or received a beneficial membership service from KAM.
 

KAM seminar topics are recoumnended by members inthe various sector groups.

The sector groups report to one of the four professionals on the KAM staff.
 
The KAM secretariat member responsible for the sector group which recommends
 
a specific topic is responsible for organizing the seminar. Although no one
 
person has responsibility for handling all seminars, it is apparent that the
 
"lessons learned" are shared. KAM is currently recruiting three new
 
professional staff members to more adequately respond to the high workload of
 
the association.
 

KAM has participants complete USAID's Seminar Participant Questionnaires

for USAID's H & E data base but KAM has no computer facilities to tabulate the

data; they currently tabulate by hand. KAM isconsidering approaching donors
 
for assistance incomputerizing their member records.
 

IV. CONCLUSIONS
 

1. KAM's success in reaching small businesses to sponsor participants

for the seminars has been disappointing to date, when compared with
 
the targeted number of participants from small businesses. This may

be directly related to topic selection and cost of seminars.
 

2. KAMt's seminars have not yet demonstrated their potential for marketing

the association to non-members.
 

3. Although KAM now requires participants to complete USAID's Seminar
 
Participant Questionnaires, KAM has no computer facilities to tabulate
 
information on these forms.
 

4. The number of women participants trained inKAM seminars islow, but
 
the available audience targeting technical managers, is almost non
existent.
 

5. Two of five seminars being directed to Jua Kali artisans, who are not
 
eligible for KAM membership, does not appear to be the best use of KAM
 
limited resources for serving its own membership.
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6. Without a post-training evaluation system to gathe- Information on long
 
range benefits of the seminars, KAN isnot currently able to provide

its membership with information on the cost efficiency of its training
 
program. Questions exist on how the seminars could be improved for more
 
impact.
 

7. Awareness of other programs and particularly the experience of the U.S.
 
National Association of Manufacturers is low.
 

V. RECOMMENDATIONS
 

1. A survey of small businesses, crossing sector committee lines, may

indicate one or more seminar topics of general interest to this size
 
of business. The seminar on Industrial Maintenance, which also crossed
 
sector committee lines, was by far the best attended seminar. This
 
may be a worthwhile approach for at least a portion of the seminars.
 
The KAM membership fees are prorated for size of business; perhaps the
 
membership would also consent to the concept of scaled seminar fees.
 
This could possibly attract additional participants from small
 
businesses.
 

2. KAM should be encouraged to pursue its strategy of making personal
 
contacts with non-member companies invited to seminars as a means of
 
increasing membership.
 

3. USAID and KAMIcan coordinate the design of a client data report from
 
USAID's M&E system to be supplied to KAM.
 

4. There is no target for women in the Cooperative Agreement with KAM.
 
USAID may wish to initiate discussions with KAM to determine what level
 
of information KAM has on women owners and women employees of its
 
member firms. Based on those di.cussions, topics that have the
 
potential to serve more female participants might be identified.
 

5. It is recommended that no further seminars for Jua Kali workers be
 
funded under the Cooperative Agreement. Ifself-funded seminars are
 
to be conducted for KAM members after the expiration of the USAID
 
Cooperative Agreement, the demonstration effect of the seminars must
 
be made to KAM members during the period of the Agreement.
 

6. When the USAID Cooperative Agreement expires, KAM wants to be in a
 
position to demonstrate to its members what its seminars have yielded

in the past. USAID can coordinate with KAM to develop (i) a
 
post-training telephone survey form to collect training impact data,
 
and (ii)a report format for displaying the data. USAID could assess
 
training needs assessment and delivery systems to help improve and
 
bring "state of the art" sophistication the training progtams.
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7. USAID/Kenya should take advantage of the cooperative climate with KAM
to see iftechnical assistance in institutional development would be

desired. The timing on 
this action should be immediate, given the

level and number of staff changes inprocess. Funding of a computer

and MIS assistance isa possibility.
 

8. KAM should be helped to take advantage of E.I. funds for an educational

visit by a 
KAM officer to the U.S., NAN and other associations. An

association with other similar organizations inother countries might

also be considered.
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KENYA MANAGENENT ASSISTANCE PROGRAM 
(Nanagement & EntreDreneurshID ComDonent)
 

PRIVATE ENTERPRISE DEVELOPMENT
 
Prolect 615-0238
 

I. BASIC OBJECTIVES AND STAGE OF INPLEMENTATION
 

The Kenya Management Assistance Programme (K-MAP) is a non-profit

organization which provides seminars and consulting 
services to small

businesses. K-MAP was launched in 1986 by a
group of local Kenyan businesses
 
(between 74 and 100 firms). The member companies agreed to give their highly

qualified mid-level managers leave with pay ifspent on counseling clients who

registered with K-HAP. They resolved to set up an office to assist small

businesses and those who wanted to enter business or expand existing ones.
 

K-MAP formed a secretariat to run its affairs. 
A board of directors was

established, chaired by the chairman of East African Breweries. 
 Other board
 
members were and still 
are drawn from chairmen or managing directors of some
 
of the most successful local companies inKenya.
 

The Board meets quarterly to review activities and outline actions for

the coming quarter. There is an Executive Committee, headed by the Chief
 
Executive of Continental Consultants and founder of K-MAP, Mr. V. Pratt. 
This

committee meets once a
month and last met on April 11, 1989 with three members
 
present.
 

Currently K-MAP is maintaining a skills bank of 97 counselors and 164
registered small business clients. During its two-year history, K-MAP has
 
conducted five public seminars. An average of 100 individuals have attended

these seminars which have been well received by participants. Of the 97

registered counselors, approximately two thirds are actively involved in

business counseling. At the present time, these counselors have offered

approximately 83 days of small business counselling to K-MAP clients.
 
Implementation is slow given that t3 executive director post isvacant. 
This
 
post is due to be filled immediately, following USAID concurrence on the
 
individual chosen by the Executive Committee.
 

IT. AVAILABLE DATA
 

No primary data was collected on the impact of business counseling or
 
seminars. 
Secondary data sources included reports of the last two semi-annual
 
cooperative agreement reports, the March 31, 1989 project review, several local
 
newspaper articles, the original PED project paper, the December 1988 Progress

Review report, a 1989 workplan, a K-MAP self-sustainability memo, public

relations brochures, forms and file documentation. Informed opinion sources
 
included interviews with Victor Pratt, and Sandi Severn, USAID project advisor

interviews with Mr. Gohil, Mr. Ligongo and the secretarial support person, and
 
interviews with counselors and local business leaders.
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I11. NAJOR FINDINGS 

A. Costs 

K-MAP project costs were to total $560,000 for USAID, and equivalent L.O.P.
 
costs of $469,000 for local private sector support and other donor foreign
 
currency inputs (Source: Project Paper April 8, 1987). Accrued expenditures
 
to date, are shown below.
 

Counseling Semin~r
 

Fixed Cost $38,977 X 15% (time

Fixed Cost $38,977 x 85% (counseling estimate for seminars) X 35%
 
time estimate) X 35% time elapsed - time elapsed 

$11,596 $2,046
 
% OE/PROG Ex 90.667
 

$102,263 $22,083
 

PSC Costs: 19909 $3,499
 

$122,172 $25,582
 

IQAL $l27L TOTAL $25,582 

At a total cost of $122,172 for 83 days of counseling, K-MAP offers these
 
services at a cost of $1,471 per day. For seminars, K-MAP spends $54 per
 
recipient day of assistance, having offered 473 participant days of assistance
 
at $25,582.
 

B. Cutnuts
 

Seminars: As of February 1989, five one-day seminars have been condi'cted.
 
The February session on "Pricinq for Profit" had 100 individuals 1r. attendance
 
(76 of whom were registered K-MAP clients or potential clients). Of the 473
 
individuals attending K-MAP seminars, 71% were actual clients or potential
 
clients. The other participants were invited guests or counselors. The Seminar
 
Participant Questionnaire for USAID's M&E system have been routinely used since
 
the fourth seminar and seminar evaluation forms are collected from the
 
participants at each K-MAP seminar.
 

K-MAP clients indicate generally high satisfaction with both content and
 
presentation. No post-seminar evaluation has been conducted by K-MAP.
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Counseling: Targeted outputs were 120 clients and 380 hours over 6 months.
 
K-MAP reports for first half of 1988 69 counseling sessions of 212 hours.
 
During the second half of 1988 K-MAP reported 141 client sessions of 211 hours.
 
For the first quarter of 1989, 138 hours of counseling were recorded. This
 
brings the total number of counseling hours to 661, averaging 2.5 hours per

session. K-AP does not record the number of contacts a single client receives,
but an estimate for number of counseling hours received per client would be from
2-13 hours. In a sample file review of 14 businesses, only one business 
exceeded 13 hours incontact time. Client demand for counseling isgrowing and

exceeds the counseling resources currently available. K-MAP also has a
Counselors Club whose purpose is to provide a support group for business 
counselors. InNovember 1988, 28 counselors attended a counselors club meeting.
 

C. Cmpliance
 

K-MAP target clients include the small formal sector including retail,

wholesale, transport, construction, matalwork, repair, tailoring, bakery and
 
other small manufacturing. K-MAP operates in the Nairobi metropolitan area
 
exclusively, under the terms :F the PED Project. K-MAP appears to be complying

with the terms of the PED Project.
 

D. £onstraints to Imolementation
 

The growing client demands are exceeding the counseling resources and even
 
using the secretariat as rounselors has not alleviated the gap. The observed
 
work pressures on staff do not seem excessive. Rudimentary systems are inplace

to support the project required workload, but it isquestionable what the new
 
director will be able to manage and lead interms of expanded output.
 

K-MAP intends to demonstrate through their clients that small-scale
 
businesses, if properly managed, are capable of generating higher employment

and incomes for Kenya. But the Secretariat does not have adequate systems of
 
monitoring and evaluating clients.
 

Recruitment of counselors is a problem. There are no strong and
 
authoritative links with companies' Public Relations Officers to recruit
 
prospective volunteers. The need for more counselors in record keeping and
 
financial management isparticularly hiyh.
 

E. Institutional Impact
 

K-MAP isa new tion-profit organization with which USAID has had no prior

experience. Inthe eighteen months of start-up operations, USAID funding has
 
had a significant impact on the operations of the organization, and USAID is
 
well positioned to make suggestions to the organization to improve its
 
performance standards and record keeping.
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F. Direct Development Impact
 

Data indicating the impact value of the USAID funding of $500,000 over five
 
years have been collected on a routine basis since October 1988. For clients
 
who have received counseling, K-MAP does some trecktng of changes insales and
 
employees but not assets. Gender disaggregation statistics of clients'
 
employees has not been collected by K-MAP to date. The evaluation team did
 
not sample K-MAPS clients to validate the direct development impact reported.
 

The most available impact indicators are found in the anecdotal reports
 
and press clippings demonstrating high client satisfaction and a perception of
 
positive impact.
 

G. Sustainability
 

Resources are available within the Kenyan national and international
 
business community to sustain and institutionalize an expanded K-MAP concept.
 
Donor and foundation endowments could also be used to insure sustainability.
 

To become self-sustaining, K-MAP can use at least two different strategies.

First, seeking endowment funding where the operations are supported is one
 
possibility. Second, K-MAP can increase its fee for services approach as well
 
as expand into consulting areas where profit-making potential might exist. Mr.
 
Pratt reports that Botswana, Uganda, Malawi and the Gambia have all shown an
 
interest in the K-MAP model. At the present time, however, sustaining the
 
current level of benefits isdependent on USAID funding.
 

H. Unplanned Effects
 

Several businesses outside Nairobi have registered this interest inbeing
 
assisted by K-MAP.
 

I. Administrative Burden on USAID
 

K-MAP counseling has required 135.9 person-days or 6.7% of the total USAID
 
administrative burden of the private sector activities under review. K-MAP
 
seminars have required 40.9 person-days or 2%of the total available staff time.
 

IV. CONCLUSIONS
 

1. The high level of media coverage for a USAID-sponsored program has 
provided a very visible program useful for attracting the attention 
and involvement of present and future business people. 

2. The demand for K-MAP counsel ing exceeds the supply of matched volunteer 
counselors and hours available. 

3. The seminars are attracting signifi:ant interest.
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4. If the current operation is managed well under the new director,
 
potential exists for a gradual take off inexpanding the breadth and
 
depth of the program. However, recruitment of counselors, self
sustainability of current program level and new membership are issues
 
that should be resolved prior to such expansion.
 

V. RECOIMENDATIONS
 

1. K-MAP counselors should be provided with training to improve their 
consulting skills. These actions are already included on the K-MAP
 
1989 workplan.
 

2. The seminars should be refocused on specific rathar than generic
 
interests and targeted to smaller audiences so that more participatory
 
and skill-focused training designs could be used. In addition,
 
seminars focusing on sectoral interests could be organized to provide
 
thie opportunity for some businesses to meet their own technical
 
assistance needs directly. These actions are included inthe 1989 K-

MAP workplan.
 

3. While media usage is helping to attract clients, publicity should be
 
monitored carefully, especially attribution claims of increased sales
 
and employment generation. Validation of K-MAP's ongoing monitoring
 
and evaluation needs to be conducted by USAID inthis regard. Also,
 
since K-MAP's financial resources currently limit its counseling
 
services to Nairobi area clients, all press releases and media coverage
 
should specifically mention this geographic restriction.
 

4. USAID should take advantage of the potential impact of the K-MAP
 
concept through replication inother African countries with developed
 
private sectors. Coordination and information sharing with REDSO
 
should be continued.
 

5. Once K-MAP resolves current programmatic and funding constraints, it
 
should be able to focus on regional and sectoral diversification with
 
a decentralized administrative system.
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RURAL ENTERPRISE PROGRK4 (REP)

(Nanament A EntrebreneurshiD ComDonenl)
 

PRIVATE ENTERPRISE DEVELOPMENT
 
Project 615-0218
 

I. BASIC OBJECTIVES AND STAGE OF IMPLENENTATION
 

With A.I.D. funding of $5.8 million, REP will continue its core function
 
of providing technical and assistance and credit to PrOs; expand its services
 
to new target groups (business associations and comunity-based enterprises);

and finance research and related activities on small business development. Of 
the $5.8 million, $2.6 million will be in the form of grants to these groups,

and a little more than $1 million will be inthe form of loans.
 

The PED Project was signed in1987, but as of March 31, 1989 only $272,719

had been expended, including four loans and three grants totalling $60,000.

Implementation has been slow thus far and itistoo early to assess training and
 
entrepreneurial development activities under the PED financing. (See REP activity

report under RPE.)
 

11. AVAILABLE DATA
 

No primary data was collected. Secondary data sources include the PED
 
Project paper, Project financial status report as of March 31, 1989; REP Program

Report of June 30, 1988 and various PVO files and reports. Informed opinion
 
sources include Justus Omnolo, USAID; Albert Mutua, REP; and Louisa Owiti,
 
Director YWCA.
 

III. MAJOR FINDINGS
 

ConstraInts to implementation issues and opportunities are noted in the
 
RPE activity report. No direct devolopment impacts under this project are
 
reported thus lfar. REP training thus far has taken 31.2 USAID person days of
 
management effort. This accounts for 1.5% of the total person days of the USAID
 
Projects Office, a medium level of effort compared to the administrative burdens
 
of other private sector activities.
 

IV. CONCLUSIOIS
 

None to rIeport thus far.
 

V. RECONMENDAIIONS
 

None to r'port thus far.
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INTERRAT'NrNAL FXICUTIVE SERVli'E CORPS (IESC) 

jE ent' Entrepreneurshtio Component) 

PRIVATE ENTERPRISE I2E.ELfPET[
 
.. Project 615-0238
 

I. BASIC OBJECTIVES AND STAGE OF IMPLEHEITATION
 

The objective of the IESC program, isto improve the capabilities of
 
selected Kenyan companies in the areas of production, marketing and
 
management through consultancies by experienced volunteer U.S. executives.
 
IESC provides assistance to clients intwo forms: technical or "shop-floor"
 
assistance, and management assistance. In practice, the two may be
 
difficult to distinguish. IESC has been inKenya since 1973, with a break
 
from 1980 to 1983. From 1973-1980, it averaged seven projects per year;
 
from 1983-84 six consultancies were conducted, followed by seven in 1985
 
and another eleven during the first three quarters of 1986. By mid-1986 IESC
 
had completed some 95 projects.
 

In June 1987, IESC received a seven-year, $1,728,000 grant from
 
USAID/Kenya to provide short-term technical assistance to as many as 20
 
Kenyan firms per year. The target group 'includes small business,
 
agribusiness, export and labor-intensive business. IESC's core grant was
 
evaluated inJune 1988. Informal USAID evaluatlns were conducted inMarch-

April 1988 and again inFebruary-March 1989. A 1O-member board isnow being
 
recruited to assist inmarketing and inbusiness relations.
 

II. AVAILABLE DATA
 

Data for evaluating IESC's contribution to USAID's private sector
 
initiatives was collected from informed opinion, secondary sources and
 
primary data from program administrators, as well as files, clients served,
 
and one volunteer executive. The Country Director (also Regional Director
 
for East Africa) and the USAID project officer were interviewed and an
 
interview was conducted with a volunteer executive and his business client
 
currently receiving assistance under the IESC program. The project team
 
also reviewed written materials, including A.I.D. documentation of IESC
 
programs, correspondence and past project evaluations; quarterly status
 
reports; IESC individual client files (arandom sample of 20 were reviewed);
 
existing independent evaluation reports on IESC activities; and USAID
 
Mission evaluations.
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11. MAJOR FINDINGS
 

A. Costs
 

Accrued expenditures as of March 31, 1989 include $172,783, or $6,400
 
per consultancy (27 had been billed). Client contributions averaged $5,350.
 
The USAID/Nairobi contribution is paid to IESC on a per project basis
 
estimated at $10,700 per project based on a two month or more project
 
duration, and $178 per day on a one-to-two month basis. No reimbursement is
 
given for corsultancies lasting less than one month or more than 90 days.
 
The average project duration has been 54 days, or slightly under two months.
 
The resulting reimbursement has been considerably less than the $10,70n
 
estimated cost. As a result, IESC headquarters contributions have exceeded
 
the amount budgeted by the IESC core grant by $400,000. This cost overrun
 
ishigher than that inany other IESC country as reported by the CD. He is
 
seeking a i'ixed cost reimbursement grant amandment with USAID to remedy the
 
situation.
 

When one takes into account the annual $27,360 PSC supervisory costs
 
of this activity, the cost per recipient day of assistance increases to $137
 
or $7400 per consultancy.
 

The subsidized cost Lo USAID/Nairobi has been $118 per recipient day of
 
assistance. Total cost isestimated at $528 per recipient day of assistance
 
(based on estimated $28,500 per project and 54 days average consultancy).
 

B. Actual Outputs
 

At the end of 1988, 26 projects were completed, 11 were scheduled and
 
eight were under recruitment. Of these 45 projects, 26 were owned by
 
indigenous Kenyans, 11 by Asian Kenyans, and eight other Kenyans. So far
 
in 1989, nine projects have been completed, six are underway, ten are
 
scheduled and 16 are being recruited. Since June 1987, 34 businesses have
 
been or are currently being served, and 24 are scheduled to be assisted.
 
With an average of 54 days of assistance has been received per client.
 
USAIO/Kenya has reimbursed !ESC approximately $120 per day of assistance.
 
The CD predicts that 40 businesses may be assisted in 1989 alone, the
 
biggest year ever. However, IESC headquarters has only budgeted for 30
 
consultancies. The grant agreement calls for 20 consultancies per year over
 
a 7 year period. IESC iscurrently meeting these targets, and will possibly
 
exceed them by June 1989.
 

C. ComUliance
 

IESC isgenerally incompliance with USAID regulations, except that the
 
average length of consultancy is shorter than projected.
 

Of the 34 businesses assisted, 25% have at least one woman as a primary
 
owner. Women represent 19% of full-time employees and 40% of total
 
employees. Twenty-five percent of businesses assisted have been
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agribusinesses, and 50% are agriculturally-related. No information is
 
presently available regarding export or import substitution businesses. The
 
businesses assisted employ an average of 54 employees. Seventy-nine percent
 
of clients served are located in the greater Nairobi and Mombasa
 
metropolitan areas. Median annual business sales in 1987 as reported by the
 
client in a random sample of 14 clients are $450,000. The m2an number of
 
employees of 35 businesses served is 45. The median number is 35.
 

D. Constraints to ImDlementaton
 

The inability of IESC headquarters to recruit appropriate volunteer
 
executives and place them promptly (a 5 month delay is average) is one
 
constraint to implementation. Others include the continued need to market
 
services to small businesses capable of paying $5,000 per consultancy, and
 
the necessity for IESC headquarters to continue to write off the deficit of
 
the Kenya program.
 

E. Direct Developmental Impact
 

Objectively verifiable Impact indicator data isnot available. However,
 
a random sample of self-reported data on 23 clients served reveal the
 
following results.
 

- 74% report improvements in management and marketing procedures.
 

- 41% report the consultancy made a major impact on their business; 
38% indicated a moderate impact. 

- 85% indicated that the services provided were excellent or good.
 

- There is 33% more demand for services than the core grant can 
Lurrently support. There are 24 projects under recruitment. 

- Demand is evident in that clients are paying an average $5,350 per 
consultancy. 

F. Unolanned Effects
 

In response to changing demands, IESC has begun new projects. for
 
example, the American Business Linkage Enterprise (ABLE) provides U.S.
 
business contacts to IESC clients. IESC/Nairobi is beginning to arrange
 
these partnerships, and explore other "piggyback" arrangements, using a
 
volunteer executive for two consecutive projects in a country. IESC isalso
 
exploring diagnostic projects, in which a client requests analysis by a
 
volunteer executive to be completed before the actual project isundertaken.
 
This system could result in more clearly defined work plans. Diagnostic
 
projects may or may not be followed by the regular IESC project of 2-3
 
months duration. These would be good piggyback projects also.
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G. Oooortunities Identified
 

The current Country Director has made numerous connections with the
 
local business community since his arrival in1988 and isworking actively
 
to widen his contacts. He has made presentations about IESC to business
 
organizations and has received some media coverage, even in local trade
 
journals. He has successfully increased the number of consultancies since
 
his arrival.
 

Opportunities exist to provide IESC consultancies to K-MAP clients who
 
can not otherwise afford to pay the $5,000 fee. This assumes USAID would
 
be willing to cover these costs. The first test case of this kind isdue
 
to start inApril 1989. Extending the length of the IESC consultancy in
 
this way would also enable IESC headquarters to recoup some of their costs
 
and reduce their current deficit. Trying this measure in the short term
 
might improve IESC's deficit problem and contribute to the K-MAP program.
 
This solution could be tried before considering a fixed cost reimbursement
 
grant agreement of $10,700 per consultancy, regardless of length of stay.
 

H. Administrative Burden on USAID
 

USAID spent 133.9 person days, or 6.6% of the total administrative
 
burden, managing this activity. This is a medium level of burden in
 
comparison to other activities in the portfolio.
 

IV. CONCLUSIONS
 

IESC ismeeting targets. The perception of assistance ispositive on
 
the part of the GOK and clients, although lack of empirical impact data
 
hinders evaluation.
 

V. RECOMMENDATIONS
 

1. IESC agreements with clients should include better needs assessment and
 
state clearer work plans with measurable objectives. The new country
 
director's efforts in this regard have made important strides in the
 
right direction.
 

2. IESC should collect data on the impact on businesses served (planned
 
for 1989).
 

3. IESC should continue to seek additional mechanisms to provide technical
 
assistance to groups of clients with similar needs, and consider
 
comntining technical assistance from IESC with other programs to make
 
contultancies more effective and efficient.
 

4. IESC should focus marketing activities on projects that will last two
 
to three months to qualify for USAID's highest contribution.
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ENTREPRENEURS INTERNATIOAL (El)

(Hanagment & Entrereeurshl jCMonentl
 

PRIVATE ENTERPRISE DEVELOPMENT
 
ProJoct 615-0238
 

1. BASIC OBJECTIVES AND STAGE OF XHPLENENTATION
 

Through the Strategy Support component of the Private Enterprise

Development Project (615-0238), USAID has sponsored overseas training for Kenyan

entrepreneurs through the Entrepreneurs International (EI) program. There is
 
no specific life-of-project budget for this activity; rather, it is seen as a
 
vehicle to supplement and complement the other private enterprise activities of
 
the program portfolio.
 

The Entrepreneurs International training program was announced by AID/W

in1987 with the objective of providing exposure to management and technological

techniques used inthe US to visitors from the developinq world. The candidate
 
must be in a position to affect change within his/her firm. Each program is
 
specifically designed for the participant based on his/her stated training

objectives which must be approved by USAID/Kenya. The individual programs

include a combination of visits to similar firms inthe US, seminars, trade shows
 
and visits to business associations. The program is a combined effort of US
 
firms which host the participants at no-cost, the participant's firm which pays

his/her salary/benefits and international airfare, and USAID which pays per diem
 
and US travel costs. In AID/W, the program is managed by the Office of
 
International Training (OIT) but the actual training programs are arranged

through a contract with Partners for International Education and Training. In
 
USAID/Kerya, the responsibilities for the program are shared by the Office of
 
Projects and the Training Office of HRD.
 

11. AVAILABLE DATA
 

No primary data was collected. Secondary data sources include OIT
 
evaluations of El participants from interviews conducted between September 26,

and October 3, 1988 and USAID files and post-training interviews with candidates.
 
Informed opinion sources included Sandi Severn, Mark Ronzi, USAID/PRJ, and Steve
 
Ragama, USAID/HRD-Training.
 

Ill. KAJOR FINDIKS
 

A. Costs
 

AID/W provided initial funding for the program but USAID/Kenya, through

the PED project, has funded eleven participants inthe project for an average

18 working days of assistance at a cost per recipient day of assistance of $351.
 
When the staff time of the PSC Project Advisor (15% of $21,206/11) istaken into
 
account the total cost per day per participant is $502. AID/W, USDH and
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contractor costs are not included, nor are PSC costs from HRD for administrative
 

support taken into account.
 

B. Actual Outputs
 

When the El Program was announced by AID/W, USAID/PRJ sol icited nominations 
to the program through the Kenya Association of Manufactures (KAM), The National 
Chamber of Commerce & Industry, a;d from USAID Office Chiefs. The majority of 
the participants identified for inclusion in the program were nominated through 
KAM. 

Originally, 23 entrepreneurs were identified by USAID/Kenya for training,
 
the largest response from a mission to AID/W's program announcement. AID/W
 
provided funding for tie majority of these first participants. To date, 21
 
participants have compieted the program, two are currently inthe US on training,
 
and six are inthe pipeline.
 

Initially, the nominations for the El program were approved by the USAID 
project manager on the applicant's stated objectives for training -- how th3 
program had the potential to improve the Kenyan participant's firm. From 
available file documentation, itappears the nominations were not systematically 
viewed in relation to USAID/Kenya's private enterprise program objectives. 

However, inearly FY 89, nomination procedures were revised by USAID/PRJ
 
to include a greater degree of compatibility with reaching small businesses,
 
indigenously-owned firms, women, labor intensive inductries, export-oriented
 
businesses and firms outside Mombasa and Nairobi. Participants are currently
 
nominated by USAID Office Chiefs, implementing agencies/contractors of USAID
 
projects (such as DH&S), and, rarely, after a direct inquiry on the program from
 
an individual. PRJ staff personally vi itthe candidate at his/her business site
 
to refine training objectives and gzin additional bat:kground on the firm.
 
Additionally, the nominees proposed by the project managur now require approval
 
of the Chief, Office of Projects. Once USAID/PRJ approves the nomination of the
 
participant, the HRD training office provides all the administrative support
 
from PIO/P preparation to departure assistance. On the participant's return to
 
Kenya, PRJ attempts to obtain a briefing from the candidate, normally combined
 
with giving the participant the training certificate provided by AID/W four to
 
six weeks after the participant's return ta Kenya.
 

C. Compliance
 

Although a review of USAID files does not indicate an initial conscious
 
effort to reach indigenous or rural or female participants, a review of the
 
training case files on the individuals reveals relative success in two of the
 
three areas. Of the 21 who have completed the El program to date, 17 (81%) are
 
indigenous Keinyans and five (24%) are from outside Mombasa or Nairobi. Further,
 
six (29%) are engaged in agribusiness. Only one woman (5%) was among the 21
 
participants trained to date; however, one woman is currently in training.
 
Therefore, only two of 29 participants trained to date are women, representing
 
7% of the total.
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D. Constraints to Imolementatlon
 

The majority (all but three) of the participants are the managing directors
 
of businesses. The per diem does not allow them to travel "first class" interms
 
of hotel accommodations and other amenities to which they seem to be accustomed.
 
This has caused some concern to the participants but only to the extent that "had
 
I known this before departing Kenya I would have made arrangements to supplement
 
the per diem myself."
 

The El participants have stated that some improvements could be done on
 
the planning of the individual training programs. For example, if a participant
 
from a 100 employee firm sees a 5000 employee factory inthe US, it's difficult
 
to equate the practical application of the management and technology to the
 
Kenyan firm. Others have suggested that better briefings on what to expect in
 
the US during the training, on weather conditions, etc,, would be beneficial.
 
Note, USAID/Kenya isnow trying to provide guidance to PIET on the maximum size
 
of firm the Kenyan participants feels would be appropriate to visit. Also,
 
USAID/Kenya has requested from OIT a copy of the arrival briefing given to the
 
participants in the US, usually in New York, so that it can be supplemented
 
locally.
 

At least three of the participants have, at the very last moment, had to
 
postpone their training programs. The feedback from AID/W has been that the US
 
firms who were to host the candidates are not always easy to recruit and that
 
such last minute postponements can prove to be both embarrassing and
 
counterproductive to the program as a whole.
 

E. Direct Developmental Impact
 

Of the participants who have completed the program to date, the evaluation
 
team reviewed ten transcriptions of interviews taped by Aileen Kishaba, El
 
Program Manager, OIT/AID/W during a TDY to Kenya inSeptember and October 1988,
 
and one interview by USAID/Kenya of a return participant in February 1989. The
 
interviews were conducted from six weeks to 13 months after the El participants'
 
return to Kenya.
 

Specific data was available on changes in employment in the businesses
 
owned by El participants. Of the eleven El participants in the evaluation
 
survey, two firms have added a total of nine employees, making a projected USAID
 
$ spent per Job created of $7,916 ($6,326 + $151 per participant cost X 11 
$71,247 / 9 Jobs created - $ 7,916). One of these firms was inthe process of
 
recruiting an entire quality control department, and four other firms said they

would hire additional employees when the equipment they've ordered as a result
 
of the prigram arrives. An additional 47 Jobs were projected pending receipt

of equiprent; ifrealized, these additional employees would bring the total cost
 
per job created down to $1,272 ( $71,247 / 56 jobs created).
 

Of the interviewed participants, four reported new equipment was being
 
ordered and five stated that sales had increased. Two of the four who were
 
procuring new equipment had ordered computers to in'p;ove management and
 
administration.
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Although the 17 EI case files with complete PIO/P records indicate that
 
nine of the participants had been to the United States previously, all
 
participants, regardless of their previous business exposure in the US and
 
Europe, could cite specific new technology seen and/or management practices they

had learned. Among changes in business management and practices that the
 
participants learned were the implementation of improved inventory control, new
 
designs for packaging, a retail store at the plant location to reduce
 
distribution costs, specific use of computers inthe participant's environment,
 
methods for improved product quality and increased productivity with existing

machinery and personnel. Overall, client satisfaction with the program isvery
 
high.
 

F. Unplanned Effects
 

The initial demand for the program was high, given the fact that the Kenyan
 
participants nominated were the largest group received by AID/W when the program
 
was announced. The fact that the participant's firm was originally required to
 
pay one-half the international airfare and since the most recent nominees pay

full international airfare, plus the participant's salary and benefits during

the training period, itseems that there is a willingness to cost share. USAID
 
estimates that the cost sharing requirement has little negative impact on demand
 
for this program.
 

The "graduates" of the El program have indicated an interest inan alumni
 
association. Several participants have also suggested that such an association
 
would be useful to help in briefing participants before they leave Kenya on
 
cross-cultural aspects of the training inthe US. As an example, one participant
 
said he could draw up a whole list of US idioms, like the word "bread", meaning
 
money!
 

One El participant stated that he saw technology that would benefit a
 
sister company, rather than his firm. He shared the information with that sister
 
company, who purchased neti equipment that has helped to minimize waste and to
 
improve the quality as well as health standards of its food products. That same
 
participant brought back food standards from the US which hp hts shared with the
 
Kenya Bureau of Standards.
 

InSeptember 1988, inconjunction with the evaluation conducted inKenya

by the AID/W El Program Manager Aileen Kishaba, a reception was held to honor
 
the fifteen returned participants. The reception, held at the Nairobi Safari
 
Club, was attended by eleven participants plus members of the private sector such
 
as Silas Ita of KAM, Mr. Macharia of KNCCI, Hr. Olsen of IESC, the AmEmbassy Econ
 
Consular, the AmEmbassy Commercial Attache and the private sector staff of
 
USAID's Office of Projects. USAID Director presented Certificates of Achievement
 
the "graduates" of the El program.
 

The Entrepreneurs International Program seems to be complementary to the
 
International Executive Service Corps program. Two of the El participants have,
 
since their return, had IESC volunteers to help them implement some of the ideas
 
they learned inthe El program. One El participant inthe pipeline has already
 
had an IESC volunteer at her firm.
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G. Administrative Burden on USAID
 

The administrative burden of the program is 54.6 person days per year.

This represents 2.7% of the total available person days. However, the current
 
component advisor is a PSC, as are the HRD support personnel, although the 
component manager when the program was first announced was a USDH. The AID/H

USDH administrative burden isnot known.
 

H. Additional Observations
 

The majority of the El participants stated that they saw highly automated
 
factories in the US that, if used inKenya, would add to Kenya's unemployment

rate. All EI participants were cognizant of the need to adapt the technologies
 
seen in the US to be more labor intensive for use in Kenya. None of the
 
participants were willing to let automation make workers redundant.
 

IV. CONCLUSIONS
 

I. The direct development impacts of the El program are long term, not
 
short term. The participants on return to Kenya have many ideas for
 
possible implementation, but may not implement them pending

solicitation and review of bids for new equipment, approval of Board
 
of Directors, or the pressure of day-to-day activities on their return.
 

2. No monitoring and evaluation forms for baseline data are systematically

obtained and entered into the Private Enterprise data base at present.
 

3. Participants and KAM have stated an interest in and support of an
 
alumni association.
 

V. RECOMENDATIONS
 

1. Evaluation of the long range effect should be continued by USAID for
 
at least 24 months after the participants return. Given the small
 
numbers involved, maintaining a tracking system on these should not
 
add any significant administrative burden to PRJ. Particularly when
 
new equipment is purchased that will introduce a new produLt and/or

increase employment, the long range effect that can be quantified has
 
the potential to demonstrate greater cost effectiveness of the program.
 

2. USAID should pursue the refinement of the pre-departure briefing,

following up with AID/W to obtain the previously requested on-arrival
 
briefing given inNew York. Part of the pre-departure procedure could
 
be closer monitoring to help assure that the last minute cancellations
 
are minimized.
 

3. Continued correspondence and dialogue with AID/W regarding logistical
 
arrangements and briefing requirements should be coordinated by PRJ
 
and HRD to make the participant's travel portion of the program as
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problem-free as possible. HRD, which conducts the briefing, may, as
 
appropriate, request an American from PRJ to sit inifthe participant
 
seems particularly interested or apprehensive about American cultural
 
differences.
 

4. HRD and PRJ, in accordance with Handbook 10, may wish to coordinate
 
follow-up "alumni association" activities using KAM as an organizing

vehicle. A by-product of such an "EI Alumni Group" would be the review
 
of "lessons learned" by the participants and an added motivation to
 
implement any which were never translated into action.
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KENYA NATIONAL CHAMBER OF COHERCE I INDUSTRY (KCCl) 
(Nanagement i Entrereneurshit Component) 

PRIVATE ENTERPRIE DEVELOPMENT
 
ProJect 615-0238
 

I. BASIC OBJECTIVES AND STAGE OF INPLEENTATION
 

In 1987, the Kenya National Chamber of Comerce and Industry (KNCCI), an
 
indigenously-controlled organization with 5,300 members in35 branches covering

all sectors of the economy and all districts of the country, approached USAID
 
for assistance in improving its services to its membership. A USAID-fttnded
 
study and needs assessment was conducted in 1987. USAID's assistance to date
 
has relied heavily on that study.
 

InMarch 1988, USAID provided a $60,000 grant to KNCCI for the procurement
 
of computer equipment and computer training for Chamber personrel. This grant
 
was funded from the Private Enterprise Development Project, Strategy Support

Component. The purpose of the grant is to strengthen the Chamber, an
 
institution that can strengthen Kenya's business environment. Under the grant,

USAID procurement of a computer was intended to help (1)the Public Relations
 
office inmaintaining and expanding membership registers and mailing lists; (2)

the Finance Office in managing budgeting information and streamlining the
 
accounting system; and (3) the Trade Office in organizing, recording and
 
maintaining reference materials.
 

In January 1989, USAID amended the grant to provide technical assistance
 
for KNCC! indeveloping the computer systems for membership records, accounting
 
systems, publications, trade information and promotion, general correspondence,
 
seminar planning and records, library cataloging and management. This no-cost
 
amendment used the balance of the original grant not used in the procurement
 
of the computer hardware and software. It is important to note that the
 
computer training purchased inthe original grant provided only training on the
 
software, not how to design the management information systems needed by the
 
Chamber. The Chamber contracted with Private Enterprise Development Consultants
 
(PEDCO) for these services.
 

At the present time, USAID is drafting a grant amendment to add $40,700
 
for the procurement of two calculators, a postal meter, two photocopiers and
 
a 4 wheel drive vehicle. The vehicle will assist thie Chamber in developing

branch relations through visits by KNCCI personnel to the branch locations.
 
The office equipment will increase the productivity of existing KNCCI employees.
 

Finflly, through the IESC Component of the Private Enterprise Development
 
Project, two IESC volunteers worked with the Chamber in 1988. The first
 
volunteer was specifically asked to provide information to KNCCI branch members
 
on financial and technical assistance available in Kenya from both donor and
 
commercial sources. The volunteer developed and conducted training sessions
 
for 20 branches; one of his handouts for these seminars was published in the
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Chamber's magazine, "Business." The second volunteer was to review the
 
administrative and management procedures of the Chamber to assist inincreasing

the organization's level of service to its membership.
 

I. AVAILABLE DATA
 

No primary data was collected. Secondary data sources included B.Bassam's
 
1987 Report, M. Renzi's 1989 Status Update, and IESC Reports inUSAID Files.
 
Informed opinion sources included Mark Renzi, USAID intern, PEDCO Employee:

Anthony Itebete, KNCCI Acting Director: Charles Gathirimu, and KNCCI Information
 
Specialist: Mrs. Dorothea Khamisi.
 

III. MAJOR FINDINGS
 

A. Lots
 

All activities with KNCCI are directed toward institutional development.

At present, the most appropriate measure of USAID's level of con nitment in
 
working with the Chamber is demonstrated by the following total of funds
 
committed for equipment procurement and technical assistance:
 

Computer Procurement $28,402
 
Tech. Assist. on MIS Systems $28,800
 
First IESWC Consultancy $35,479
 
Second IESC Consultancy $10,450
 
Procurement Amendment inDraft $40,700
 

Subtotal $143,831
 

PSC Advisors 0.JJ
610
 

Total 1JI4.44A
 

B. Outguts/Results
 

The computer system was received and installed in March 1989. The
 
contracted USAID-procured training on the e uipment is being conducted; all
 
Chamber personnel are being trained but the set up of the membership records
 
are being inputted by a Anthony Itebete, a FEDCO employee. Two PC computers
 
were procured by USAID. While Anthony is inputting data on MIS system, a
 
secretary is using the other for correspondence and word proc2ssing. These
 
employees are currently working under the daily direction of Ms. Khamisi, who
 
was contracted by the Chamber for one year, beginning inMarch 1989.
 

To date, approximately 6000 membership yecoGds have been entered in the
 
MIS system. The records entered include eve'y active (dues paid to date) and
 
inactive (delinquent dues) member in KNCCI's manual records of membership.
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Although the data input is still in progress, computer-produced lists of
 
inactive members are already being used. Working on a commission basis,
 
membership representatives will contact the former members to solicit the
 
renewal of their membership; at the same time, a survey of membership service
 
desired will be conducted. Mr. Gathirimu would also like to visit the branches
 
himself, as time allows, while he isActing Chief Executive Officer, and survey
 
current members on what they view as the most useful membership services.
 
Further, once the input of active and inactive members is completed, Mr.
 
Gathirimu intends to compare the list of KNCCI's membership against other
 
available lists of businesses (e.g., available from KAM, FKE, etc.) to recruit
 
non-members. The input he has received from existing members on the services
 
they find most beneficial from KNCCI will help provide input into his marketing
 
strategy to non-members. The PEDCO contract also includes assistance on branch
 
office development.
 

The membership list also contains financial data. This information isbeing

supplied to the accounting branch to assist in the development of improved
 
financial tracking.
 

KNCCI is currently seeking additional personnel. The recently hired
 
Information Specialist is tasked with upgrading the Chamber's Library, in
 
addition to the her work with the PEDCO contractors on the MIS system.
 

C. Compliance
 

KNCCI is incompliance with IJSAID requirements.
 

D. C.ont-atnts to jamgent-atio 

The lack nf hands-on training and responsibility on the part of KNCCI staff
 
will pose problems for the continued use of the computer system, once the PEDCO
 
contract expires inMarch 1990.
 

E. Institutional Imgacts
 

USAID has no formal reporting requirements for KNCCI to determine the
 
institutional development that is gained from the equipment procurement and
 
technical assistance. However, there isa perception of positive institutional
 
impact on the pat of KNCCI staff regarding USAID assistance.
 

F. Direct Development ImDact
 

The computer-based record system has the potential to significantly enhance
 
the targeted services. KNCCI has demonstrated its interest in using the
 
computer's MIS system to increase membership and services by the fact that they

have entered over 80 percent of their records. The momentum and interest is
 
there. Actual changes in membership, improvement of services and financial
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management, and library development should be monitored to determine the level 
of impact.
 

However, the\Chamber is very pleased with the level of USAID assistance.
 
The first IESC cinsultancy by Mr. Lew Sleeper was seen as a positive step in
 
improving branch lations. The Chamber, in early 1989, wanted to have another
 
consultancy on brnch relations through IESC, with Mr. Sleeper as the volunteer
 
but he was unavailable. This repeat demand is indicative of the client's
 
satisfaction withl that intervention. The second consultancy by Mr. Thomas
 

Stainback also produced a membership solicitation mailer form.
 

G. 	Sustainabillity
 

The 	primary sorces of KNCCI revenue is membership dues and other donors.
 
The organization has 5,300 members in 35 branches. 
continues to be isatisfactory, the prospect of 
institution is hig'l. 

Provided member service 
sustainability for this 

H. Administrative Burden 

Activities with the Chamber require 105.3 person-days per year or 5.2% of
 
total available USAID projects office staff time. This is a relatively high

administrative burden due to the procurement activities under the project.
 

I. 	Additional Observations
 

Mr. Gathirimu's interest inapplying the computer KNCCI management problems
 
is demonstrated by his hands-on efforts. Often, with installation of computer
 
systems, a few people grasp the potential but are not in a position to translate
 
that potential into action. With Mr. Gathirimu's personal level of interest
 
and skills building, it does not appear that the potential will be lost to
 
KNCCI.
 

At present, two' of the three employees who are most familiar with the
 
computer system are contractors with one year contracts.
 

According to the Information Specialist who was contracted by the Chamber
 
after the start of the local computer training, many of the Chamber employees

who received the training lacked the keyboard skills necessary to benefit to
 
the fullest extent possible.
 

IV. CONCLUSIONS
 

1. 	KNCCI has the momentum to use the computer systems to its fullest
 
capacity. However, that momentum may be lost when the PEDCO tnd
 
Information Specialist contracts expire ifmore long term employees do
 
not receive hands-on training and responsibilities.
 

2. 	Lack of basic keyboard skills for the majority of Chamber employees is
 
a hindrance for the continued success of computer training.
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3. 	 USAID has no formal reporting requirements for KNCCI, however, the 
Chamber is willing to share information on membership, types of
 
membership services, and financial status. USAID has no specific
 
baseline data for these items on which to base future evaluations.
 

V. 	RECONMEW2ATIONS
 

1. USAID will want to have some feedback, either from the PEDCO staff,
 
the Information Specialist or Mr. Gathirimu, on the level of
 
responsibility transferred to long-term employees during the course of
 
the contractors' work. This will help USAID to monitor that the
 
Chamber's internal management capabilities are being built. Review of
 
the manual prepared by PEDCO on computer operation will be a good
 
indicator of development impact of that contract.
 

2. 	When and ifUSAID procures computer equipment for other organizations,
 
a brief survey of who isto be trained and their current keyboard skills
 
would be beneficial in designing the level of instruction.
 

3. 	For future evaluation purposes, USAID will want to obtain from KNCCI
 
the following information once existing membership records are entered:
 

(a) total active members in each branch
 

(b) gender disaggregation of membership;
 

(c) number of members in each cateqory of membership;
 

(d) total number of inactive members;
 

(e) inactive members by membership category.
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JUA KALI PROJECT 
(Management & EntreDreneurshiD CoMuonent)
 

Program Grant 615-0227
 

I. OBJECTIVES AND STAGE OF IMPLEMENTATION
 

The Jua Kali Project was designed to test the hypothesis that commercial
 
banks can be used effectively to provide credit to informal sector entrepreneurs
 
without collateral, provided there are some incentives in the form of loan
 
guarantees and support of administrative costs to ensure a no-loss situation for
 
the bank.
 

The project was signed in December 1986 and Phase I activities will end
 
December 1989. The project was evaluated by the GOK and USAID inFebruary 1988,
 
and recommendations were made to extend the project to a Phase II with an
 
additional $3million. At the present time, funds have not been released for this
 
extension.
 

As of February 1988, 170 individuals had been trained intwo-week entrepre
neurship courses by three institutions (Vintage, Undugu Society and ILO's Improve
 
Your Business). Seventy-one percent of trainees were males, 24% were tailors,
 
21% were mechanics and 15% were tinsmiths. Thirty-eight percent of trainees were
 
between the ages of 31 and 40; 26% intheir twenties; and 15% intheir forties.
 
InAugust 1988, KCB evaluated the performance of loanees. As of April 1989, 208
 

have been trained, 164 received loans. Of the 44 individuals not receiving
 
loans, some never applied after the training program, and some rejected KCB's
 
loan offers.
 

11. AVAILABLE DATA
 

A sample of eight Jua Kali trainees were interviewed as primary data
 
sources. Secondary data sources include the evaluation of the Kenya Commercial
 
Bank Informal Sector "Jua Kali" Loan Program, Feb-March 1988, Linda McGinnis,
 
USAID and Raj Bhatia, Investment Promotion Center, KCB and USAID memos, and the
 
Jua Kali Grant Agreement. Informed opinion sources include Migwe Kimemia, USAID,
 
Mr. Raj Bhatia, IPC, Mr. Ezra Mbogori, Director, thi Undugu Society, Mr. Jeffrey
 
Njagi, ILO Improve Your Business Program, and Ms. Lynette Dawa, KCB Business
 
Advisory Service Consultant.
 

IXI. MAJOR FINDINGS
 

A. 0osts
 

Total accrued expenditures as of February 1988 include 407,720 Ksh for
 
training 170 Jua Kali business persons at a cost of 2398.35 Ksh per trainee. In
 
reviewing the contracts with ILO, Vintage and Undugu Society with Ms. Dawa, the
 
following training costs were indicated as of April 1988:
 

10/12/89
 

01 



ANE 41 
Page 2 

ILO: 36 people trained for five days at a cost to KCB of Ksh 12,256 (50%

subsidized by ILO) or a cost per recipient day of training of Ksh 68.
 

Vintage: 92 participants trained at a total cost of Ksh 200,000 for ten
 
days at a per recipient day of training cost of Ksh 217.
 

Undugu Society: 80 people trained at a total cost of Ksh 216,000

for ten days at a per recipient day of training cost of Ksh 270.
 

The average per recipient day of training is,therefore, Ksh 259 or $14/day
 
at current exchange rates.
 

B. Actual Outputs
 

The project has produced an estimated 1900 recipient days of training
 
assistance. KCB provides no technical assistance or monitoring.
 

Performance measures of the Undugu Society indicate a well-received (by

KCB and participants) training program containing elements of entrepreneurship,

banking, legal factors, finance, marketing, production planning, costing and
 
personnel management. Undugu uses mcre Kiswahili in their training programs

than ILO or Vintage, and were assigned by KCB those Jua Kalis with less formal
 
education. Undugu characterizes their training programs as participatory, with
 
a workbook guide focused on individual business planning. Since 1987, Undugu has
 
had its own Jua Kali training and lending program (71 loans presently disbursed,
 
no information yet on defaults), and offers training inbasic education, skill
 
training, entrepreneurship, project preparation, business advisory services,
 
training start-up, and business management (has trained 206 to date).
 

A review of training evaluation forms indicate that 94% of trainees are
 
entirely satisfied with the content of the training program; 81% of trainees
 
found the methodology clear, understandable and useful.
 

The performance of Vintage as a subcontractor to KCB also indicates
 
satisfaction with the course. One advantage Vintage had, according to KCB, was
 
the screening function they played in assisting the bank to identify potential

borrowers. This was done through a site visit during the training program to
 
trainees' businesses.
 

Performance of the ILO Improve Your Business course was also positive,

although KC8 found the five-day course too short. Training materials are well
 
adapted to the Kenyan environment, but ILO has its own training comitments and
 
is unable to service KCB on a regular basis.
 

Reactions to the Undugu Society training was also positive, but no trainee
 
evaluation forms were available for review.
 

C. Compliance
 

No gender disaggregation data is available on trainees, however, all
 
trainees appear to be Jua Kali business persons.
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D. Constraints to Implementation
 

At the present time, all loan applicants are trained, whether they are
 
seriously interested or qualify for loans. This results in a costly screening
 
process, and restricts tie number of applicants that can be processed.
 

E. Direct DeveloDmental ImDacts
 

The survey of Jua Kali business persons did not reveal any empirical

evidence which could support the contention that training has had an impact on
 
sales, employment, investment or changes inbusinez practices. However, all
 
trainees indicated that they had had no previous ercounter with the formal
 
commercial sector, and that the training served a useful purpose inacquainting

them with the credit system.
 

F. Administrative Burden on USAID
 

No time was reported by Migwe Kimenia on Jual Kali training.
 

IV. CONCLUSIONS
 

KCB, Undugu, and ILO maintain strongly that without training the Jua Kali
 
program would have failed. ILO feels strongly that follow-up isneeded. Undugu

does not feel monitoring isneeded.
 

It is difficult to judge the level of local support among recipients by

measuring financial contribution since the training is offered free of charge.

KCB rejected a proposal for trainees to pay Ksh 100 as prohibitive and a GOK
 
responsibility. Undugu also gives free training, but will start charging a fee
 
for its own clients. ILO Jua Kali clients pay Ksh 200-300 for a two-week course
 
with no reported problems. The survey reveals, however, that the demand for
 
training exceeds the resources available, and several trainees indicated that 
the training iswhat attracted them to the program inthe first place - not the 
low level of loan financing offered. 

1. The cost of training Jua Kali entrepreneurs isnot prohibitive and is
 
not responsible for KCB's high administrative costs. Further,
 
demanding a token training fee would not be prohibitive and could
 
defray about 10% of the training costs as currently charged.
 

2. Training without follow-up, especially for loans under Ksh 2,000 is
 
probably a wasted expenditure. (Source: ILO and Undugu)
 

3. Training can be used to assist KCB in screening loan applicants.
 

4. Training provided by the private sector is adequate and reasonably
 
priced.
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V. RECOHMENDATIONS
 

1. KCB should subcontract training services through the private sector,
 
avoiding the problem of further politicizing what isalready an overly
 
politicized activity. (KCB, Raj Bhatia)
 

2. Follow-up and monitoring on a fee for service basis could also be
 
subcontracted to the private sector.
 

3. 	USAID could assist KCB and its private sector training sub-contractors
 
inproviding guidance on evaluating training impact.
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INVESTMENT PROMOTION CENTRE (IPC

(Po]trlicy,9gmonent)
 

PRIVATE ENTERPRISE DEVELOPMENT
 
ProJect 615-0238
 

I. BASIC OBJECTIVES AND STAGE OF IMPLEMENTATION
 

"To strengthen IPC's ability to improve government policy towards the
 
private sector and to encourage new ;nvestment from local and foreign
"1
 
sources.
 

To increase the capacity of IPC: (i)"to analyze the impact of proposed

reforms, suggest additional reforms and work out implementation plans, and
 
facilitate a reasoned and informed dialogue between the private sector and
 
government institutions;" (ii)"to develop promotional materials, prepare
 
promotional activities and promote both local and foreign investment;" (iii) to
 
create and manage a resource center; (iv)to train investment promotion
 
officers and others concerned with the investment approvals process; and (v)to
 
manage and finance "a number of sector, regional and industry-specific
 
feasibility studies."

2
 

To complete an agenda of studies regarding proposed reforms including the
 
following "illustrative topics:" (i)the development of financial markets,
 
including both debt instruments (e.g., refinancing facility, loan guarantees)
 
and equity (e.g., implementation of the Central Bank/IFC recommendations of
 
1984 on capital markets, including the development of investment trusts);
 
(ii)constraints inherent inthe investment climate, the approvals process, and
 
the network of controls or regulations; (iii) the policy environment for
 
smaller businesses; and (iv)methods of promoting export-oriented activities
 
(e.g., manufacturing in bond, export prQcessing zones (EPZ), export credit
 
insurance and regulatory simplification).a
 

In 1988 IPC prequalified various consultants (mostly from the United
 
States, some with local collaborators) for policy and other studies to be
 
undertaken under the grant diring the next several years. Early inApril 1989,
 
in response to invitations to a few pre-qualified firms, IPC received one
 
proposal for the EPZ study and two for the installation of an investment
 
proposal tracking system within IPC; these bids have been evaluated and IPC's
 

1 From paragraph I-B of Annex I "Amplified Project Description" of the
 

Grant Agreement of June 1987.
 

2 Adapted from paragraph I-A of Annex I "Amplified Project Description"
 
of the Grant Agreement of June 1987; quoted phrases are found inthat paragraph.
 

3 This paragraph is adapted by the Evaluation Team from paragraph C-i of
 
Annex I "Amplified Project Description" of the Grant Agreement of June 1987.
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recommendations for contract awards were to be forwarded for USAID concurrence
 
during the week of April 17, 1989.
 

Although IPC was founded in1982 inresponse to an initiative of the Kenya

Association of Manufacturers, it isjust now beginning to work energetically.

Itadded to its professional staff inthe middle of 1988, partly to satisfy one
 
of the conditions of the USAID grant. It reports an adequate budget from
 
government, which seems to have overcome some initial ambivalence in its
 
support for the Centre.
 

A training tour for the Managing Director and one senior colleague in
 
March 1989 included review of industrial promotion arrangements in Santo
 
Domingo and Ireland as well as an international seminar on experience with
 
export processing zones inNew York. Contact with officials of many countries
 
in various stages of developing their investment promotion activities has
 
clarified top management's vision of what IPC could do inKenya.
 

The expectation isthat momentum will pick up with publication later this
 
month of the Centre's Investor Guidebook (5,000 copies!), the commissioning of
 
IPC's first policy study (to determine policies toward and initial locations
 
for EPZs in Kenya), and the setting up of its investment proposal tracking
 
system by midyear.
 

To date disbursements against the grant of $1,714,000 have been negligible
- i.e., $13,084 to purchase a vehicle and $1,403 to advertise regarding policy
studies. (Cost of the March training tour have apparently not yet shown up in 
the accounts seen by the Evaluation Team.) 

II. AVAILABLE DATA
 

Our most valuable information has come from a two-hour meeting with the
 
Managing Director, Mr. J. N. Kimeria, and four members of his senior staff
 
(Messrs. Paul S. Nuite, Senior Projects Officer, F. E. Oyugi, Finance and
 
Administration Officer, Ben K. Nzioki, Projects Manager, and Joshua Ogola,

Projects Analyst). Members of the Evaluation Team also met with
 
Mr. R. K. Bhatia, Advisor, for a more general discussion of policy issues and
 
evaluation concerns without much focus on IPC. The Centre's work program for
 
1989 and supporting documentation on particular sub-projects (e.g., scope of
 
work for an Investment Seminar inKisumu) were also instructive.
 

There have been several newspaper reports on IPC (e.g., The Nation, April

16, 1989, as well as earlier inthe week), reflecting a conscious push by IPC
 
to raise public awareness of its activities (possibly in the wake of an
 
energizing trip to Santo Domingo, New York and Ireland last month, referenced
 
above).
 

Conversations with our colleagues at ANT (Price Waterhouse), businessmen
 
and other knowledgeable persons in Nairobi suggest that IPC has not yet lived
 
up to its original mandate or intent and istherefore not taken very seriously
 
as an effective instrument for attracting new investment or even a meaningful
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"one-stop" administrative agency for obtaining all the necessary clearances to
 
start a new business.
 

The Evaluation Team has also consulted USAID documents, such as the
 
Private Enterprise Development (PED) Project Paper of April 3, 1987, the
 
Project Grant Agreement relating to IPC (June 1987), the Semi Annual Project
 
Review and Financial Status reports, and similar background sources.
 

I1. KAJOR FINDINGS
 

a) IPC has not yet established itself as the dominant agency concerned
 
with investment policy formulation or promotional administration; nevertheless,
 
it appears to be moving steadily in the right direction, and there are signs

of a recent shift toward a more proactive, assertive role.
 

b) The entire interaction between IPC and USAID can be considered part

of the "policy dialogue". The documentation is superficially misleading or
 
this point, since the Grant Agreement and projected budget include a component

called "policy studies". In fact, there are several types of interrelated
 
studies to be undertaken by IPC and financed by USAID during the seven-year

project period: (i) "policy studies" (e.g., policies and plans to establish
 
Export Processing Zones as an important new program of the Government of
 
Kenya), (ii) "sector/regional studies" (presumably to consider investment
 
constraints and opportunities in sectoral or regiotnal "bundles", (iii)

"feasibility studies" (inwhich costs are to be shared 50-50 with identified
 
serious sponsors of particular investment proposals) and (iv) professional

exchanges (which may have an exploratory or "research" intent as well as
 
investment promotional purposes).
 

Other relatively small allocations of USAID's financing are for
 
institution building (e.g., procurement of vehicles and computers, various
 
provisions for on-the-job and outside training), but the institution itself is
 
intended to be a principal instrument of implementation of policies to promote
 
private investment. All elements of this PED "component" can therefore be
 
considered a "pilot project" for testing certain policy hypotheses. Even
 
"training" elements are training for "policy dialogue" broadly defined as
 
contrasted with training in industrial management, factory maintenance
 
procedures, or financial analysis skills.
 

c) There is uncertainty about what IPC is allowed to use its "studies" 
budgets for. For example, the Evaluation Team was told that an antibiotics 
investment proposal has been delayed because of uncertainty inKenya regarding
appropriate (I) product quality standards, (ii) effluent disposal
requirements and (III) methods of monitoring and enforcing both sets of 
standards after they are established. This would appear to be a feirly 
straightforward Technical Assistance assignment, but Itmay not be clear to IPC 
(or even USAID) that component funds can be tapped - and tapped expeditiously 
to provide the Government with authoritative recommendations (policy options)
 

on these points. Inthis case the general intent of the project isclear (to

this observer, at least), even though the specific wording of the documents
 
does not deal with this particular contingency. In another instanci IPC was
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told to defer a proposed study of Kenya's policy options for promoting textile
 
and leather exports (i) because it would be contrary to a congressional

mandate to use USAID fiirancing for a study which would, inter alia, advise the
 
Government of Kenya on trade prospects and regulations in potential markets
 
such as the USA and Europe as well as worldwide where textiles and some leather
 
goods are considered "surplu~s" and/or (ii)because USAID Judged IPC to have
 
insufficient absorptive capacity to undertake this proposed second policy study

inthe first months of 1989.
 

d) Although IPC isgoverned by a large Board, consisting of nine economic
 
ministers and nine representatives of the private sector (six of whom also
 
serve as elected members of the KAN Executive Conittee, thus facilitating

coordination and ensuring representativeness), it operates as a unit
 
(department or branch?) of the Ministry of Finance and must approach other
 
ministries and agencies of government through the Permanent Secretary and the
 
rest of the normal Finance Ministry hierarchy. Clearly, these channels are
 
filled with many other concerns of high priority, and itisnot clear that IPC,

positioned in this way, can operate with the autonomy and speed that its
 
functions require.
 

e) IPC has spent very little of the USAID financing available to it. A
 
quickening pace is foreseen in the next several months. A major acceleration
 
in its method of operation is necessary this year and next if the funds
 
allocated to IPC are to be used impactfully, expeditiously and/or wisely.
 

f) Although it is tempting to credit IPC with the 1,600 Jobs inthe eight
"manufacturing under bond" schemes it reported tracking last October plus

another 400 jobs in eight or ten regular manufacturing projects also going

forward, we have no data to confirm these estimates nor any more recent report
 
on projects being tracked. Of more serious concern isthe possibility that all
 
of these projects might well have gone forward without IPC intervention, since
 
there is evidence 
sponsors' own ef

that 
forts 

some 
(or 

of them gained approval 
their consultants') than 

more 
be

as 
cause 

a result of 
of IPC's 

intervention. 

IV. CONCLUSIONS
 

1. It is too early inthe implementation period to judge the performance
 
of IPC, whose outputs to date are minimal.
 

2. Although one can describe IPC in terms of structural handicaps that
 
seem insurmountable, itis also too early inthe implementation cycle
 
to second-guess project designers and cancel the experiment they

fashioned to assist IPC in becomirg a major instrument of Kenya's

development administration.
 

3. IPC operates in an environment of controls which are eeply imbedded 
ingovernment philosophy and inthe system of remuneration for civil 
servants. Itaims to ' olate and streamline a small segment of that 
system in order to entice domestic and foreign investment into 
commitments that would expand employment, production and export 
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earnings. It remains to be seen whether or not IPC can develop the
 
power to force an opening in the current system of controls and
 
regulations and whether or not the government as a whole is willing
 
not only to tolerate but to actively encourage so major an exception
 
to its traditional ways of doing the business.
 

V. RECOKKENDATIONS
 

1. Having financed this experiment, USAID needs to interact with IPC both 
at the project level and at the management level inways that foster 
autonomy, accountability and constructive action. It would be 
premature to apply evaluation criteria in terms of macro-economic 
indicators such as employment, investment, production or exports,
since IPC is only a small part of the system that produces those 
results. But it is and will continue to be worthwhile to expect and 
to facilitate specific instrumental, proxy or work-task outputs such 
as policy, sector and feasibility studies. Meanwhile, systems should 
be designed not only to track the progress of investment proposals
registered with IPC but also to monitor the Centre's effect on the 
work load of lawyers, accountants and other Nairobi consultants on 
whom investors had come to rely to obtain clearances before the "one 
stop" approach was initiated. 

2. It would seem wise for USAID internally to rely on one officer to
 
coordinate all aspects of the IPC component, reporting frequently to
 
a senior officer who will be in regular contact with IPC's Managing

Director. Every effort should be made to relax the dibtinction
 
between policy, sector and other categories of "studies" inorder to
 
provide a prompt, flexible and expert response to IPC's varied needs.
 

3. Both IPC and USAID as well as others concerned with sustainab~e and
 
equitable development inKenya will ha.. to continue to look for ways

both to enlarge the effectiveness of IPC (for instance, by giving it
 
true interdepartmental stature and authority, possibly by converting

it into a Presidential Commission) and to deregulate the economy in
 
more radical ways that directly encourage initiative, risks, exports

and growth.
 

4. Should IPC's Managing Director request a full-time, long-term resident
 
advisor to assist with investment promotion and with policy studies,
 
the Mission should give sympathetic consideration to that possibility.
 

5. Mission personnel (Economist as well as Project Officer) should aim
 
to develop close working relations with IPC staff in defining Terms
 
of Reference for studies they propose to commission. The list of
 
twelve possible studies is very broad, and the numerous items under
 
each of those headings suggesta shopping list or almanac approach.

To obtain good value from studies it commissions, IPC will have to
 
work to develop a theory of the case, a working hypothesis or two,
 
and a sharp, even narrow, focus for the options itwants explored in
 
preparing recommendations for government and/or investors.
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KENYA ASSOCIATION PF MANUFACTURERS (KAN)
 
(Policy Component)
 

PRIVATE ENTERRIE DEVELOPMENT
 
ProJect 6i5-*23
 

1. BASIC OBJECTIVES AND STAGE OF INPLEHEITATIOI
 

"The general objective of this activity is to support the policy

development process by strengthening the ability of the Kenya Association of
 
Manufacturers to analyze the impact of government policies affecting private

industry and of proposed policy changes, to suggest additional changes and to
 
work out implqmentation plans. This will facilitate an informal dialogue

between the private sector and the Government.
 

"Asecond objective isto increase understanding among Kenyan manufacturers
 
on topics that affect a range of industries (such as packaging and quality
 
control).
 

"These aims will be accomplished by funding a series of studies on the
 
impact on manufacturing of government policies and policy reforms and a series
"I
of seminars on special topics.
 

This activity ispart of the Private Enterprise Development Project (PED),

which aims "to strengthen the institutions that can improve Kenya's business
 
environment and to encourage growth of businesses directly through the financial
 
and advisory assistance those institutions provide."
 

KAM has completed two studies, which were prepared under contract by Pragma
Corporation in association with African Development and Economic Consultants 
Limited. "Price Controls - Experience and Opportunities in Kenya's
Manufacturing" and "Rural Industrialization in Kenya - Opportunities and 
Constraints inProviding Basic Infrastructure" were both printed inattractive 
booklet form (1,000 copies each) and distributed widely to government ministers,
 
senior officials, members of parliament, businessmen and interested
 
international agencies. They provide an agenda for discussion within the KAM
 
membership and the wider business community of Kenya and between KAM
 
(representing the private sector point of view) and government authorities
 
(including President Moi himself, who has praised the reports as instructive
 
and realistic, and the Minister of Industries, who has called for further
 
in-depth discussions with KAM representatives).
 

Two more studies are being commissioned as the focus of the 1989 policy

work program of KAM, even as persuasive discussion on the earlier studies
 
continues and at least partial implementation is sought. "Export Incentives
 
for Kenyan Industry" will be studied by the Stanford Research Institute and
 
"Government Controls and their Impact on Kenya's Manufacturing Sector" by Pragma
 

1 Quoted from Article I-A of the Schedule to Cooperative Agreement No.
 
AID-615-0238-A-00-7023-00, dated June 30, 1987.
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Corporation (both in association with local firms). Interviews, analysis,
 
report writing and other work was planned to begin at the end of April, to be
 
performed inclose consultation with the KAM Executive Director, Mr Silas Ita,
 
and the Executive Committee of his Board, and to be largely completed (including
 
review within KAM) before the end of July.
 

USAID's Semi-Annual Project Implementation Review of March 31, 1989,
 
reports $147,700 inexpenditures "through FY 88", out of a total obligated to
 
KA4 (for both "studies" and training seminars) of $713,600 to be disbursed by

September 30,1994. USAID's Semi-Annual Review of September 30, 1988, reported

$147,100 inexpenditures inFY 88 and $700 prior to that; allowing for rounding,

this appears to be the same $147,700 reported six months lacer. Page 55 of
 
the "Project Financial Status Report" as of March 31, 1989, records $143,786

disbursed for KAM studies and $ 3,924 for seminars (Elements 3 and 4,

respectively), apparently confirming the $147,000 noted earlier. (Pages 116
17 provide additional detail regarding these expenditures.)
 

The KAM plans to commission additional studies at the rate of two per year

through the five year life of this component, for a total of ten such reports

by the end date of the Cooperative Agreement, June 30, 1992 (or very soon
 
thereafter, since the study cycle currently working fairly smoothly provides

the completion and printing of studies inJuly/August, which could mean a final
 
USSAID disbursement before September 30, 1992, if all goes very smoothly). The
 
KAM elements are scheduled for completion roughly two years before PED
 
activities as a whole. The KAM feels that while they could manage more than
 
two stu.ics per year, discussion with government, aiming at implementation of
 
major recommendations, isunlikely to proceed more rapidly, given the difficulty

of accomplishing deregulation measures and the preoccupation of government

personalities with many other urgent concerns. The Evaluation Team would concur
 
inthat judgement, based on experience to date, especially since KAM isnot the
 
only source of "policy studies" aimed at effecting significant changes inboth
 
the substance and the style of government interactions with private business
 
organizations.
 

Mr. Ita has additional topics inmind but intends to make recommendations
 
to his Executive Committee year-by-year in accordance with then current
 
priorities. Given that very practical consultative procedure, we did not press

for a list of candidate topics at this time, although itwould probably be quite
 
easy to obtain such a list, if needed.
 

II. AVAILABLE DATA
 

To date this portion of the evaluation has been based on the two studies
 
already published, Terms of Reference for two additional studies which are about
 
to be commissioned, the already referenced USAID financial reports and
 
implementation review, and two long and very candid conversations with Mr. Silas
 
Ita (KAM Executive Director, as noted above) and two of his executive officers,
 
Mr. John W. Kuria and Ms. M. M.Muigai. Iftime had been available, itwould
 
have been useful to do additional research as follows: (i) interview three
 
to five other members of the KAM Executive Committee; (ii) interview senior
 
officials, especially in the Office of the President, Ministry of Industries,
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and other ministries (e.g, Finance, Planning and Commerce); (iii) study
 
newspaper files (January-March 1989 is said to be the period of most active
 
coverage); (iv) survey a cross-section of less active KAN members and others
 
inthe business community; v) review responses to the RFP for new studies; (vi)
 
search Mission files for formal review and evaluations of draft reports of 1988
 
studies; and (vii) talk at length with professionals at Pragma and African
 
Development and Economic Consultants Ltd. (team members listed on page 3 of
 
Price Controls and page V of Rural Indqstriazgaton) about their experience
 
with the first studies in 1988.
 

The Evaluation Team found no information at odds with views of (or not
 
already well-known to) USAID/Nairobi staff. Mr. Michael Taylor of AMT has
 
reviewed the two 1988 sti, les carefully and has confirmed their (i) accuracy
 
and (ii)relevance to overcoming some of the most urgent constraints to
 
expanding industrial production and employment in Kenya.
 

111. MAJOR FINDINGS
 

1. 	The first two studies cost $70,000-75,000 each, after allowing for
 
advertising the RFP and printing the final reports, which seems to
 
be in line with estimates when the project was formulated. We have
 
not seen bid-prices for two studies about to be commissioned. KAN
 
says they would prefer to do fewer than ten studies but maintain high
 
quality standards, if funds run out and cannot be replenished before
 
all ten studies are commissioned.
 

2. 	The two initial reports seem to be of good quality in terms of both
 
information/analysis presented and setting a practical agenda for
 
discussion within government.
 

3. 	 KAN is well established in the community, having logged 30 years of
 
experience in representing the views of the business community to
 
government and to the public at large. Its Executive Director
 
consults closely with study teams and holds biweekly meetings with
 
the consultants and members of the KAI Executive Committee to review
 
the progress of work. Such a close and frequent exchange of views
 
not only assists consultants intimely rempletion of their assignments
 
but also provides for steady development of consensus around
 
recommendations emerging from their research. Bid invitation and
 
evaluation as well as study completion and dissemination appear to
 
be kept to tight schedules as planned, despite USAID's requirement
 
that each step in the process be referred to it for approval and such
 
GOK requirements as the need to obtain prior consent of the President
 
of Kenya before survey work can be undertaken by expatriates.
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IV. CONCLUSIONS
 

1. Since the two studies are still being discussed with the Government,
 
it istoo early to Judge their development impact. KAN is satisfied
 
that some recommendations have been accepted and cites as evidence
 
wording in the Development Plan 1989-1993, which closely resembles
 
passages inthese reports; first steps toward implementation are also
 
expected to be included in the forthcoming budget (scheduled for
 
presentation ti,.une). Another evidence of follow-up isa preliminary

offer from ODA (UK government) to finance a two or three person team
 
inKAN to facilitate agreements between small-scale firms and large

manufacturers along the lines recommended in Rural Industrialization
 
(p.60).
 

2. This component appears to be making good use of a well-established and
 
respected institution and to be providing itwith tools to have a more
 
practical impact on development policy than would otherwise be
 
possible. Given the present able management of KAM, the component
 
seems to have required minimal administrative attention from USAID
 
staff.
 

V. RECOMMENDATIONS
 

1. Maintain this component at the current planned level. Itgives good

value (interms of useful output) at low administrative and reasonable
 
cash cost.
 

2. Expedite performance on requests from KAN for complementary support.

For example, a word processor would be very useful and is said to be
 
on order. Also, the report on rural industrialization recommends that
 
KAM play a catalytic role in initiating follow-up studies and other
 
collaborative work (pp. 63-4); a cost sharing arrangement with USAID
 
might expedite the proposed follow-up by university researchers,
 
economists at the Kenya Industrial Research and Development Institute,

private consulting firms, The Kenya Economic Association and the
 
Institute of Certified Public Accountants.
 

3. Given the fact that USAID itself has many spigots from which flow funds
 
for policy studies (broadly defined), even within a single project like
 
No. 615-0238, and that there are several other indigenous and external
 
sources for such funding, it may be necessary to encourage some
 
coordinating mechanism and perhaps eventually a common Research Review
 
Board, to facilitate complementarity and follow-up. Meanwhile, the
 
KAM-sponsored studies are to be commended for their careful review and
 
candid references to prior work on which they build.
 

4. It will be desirable for USAID and KAM to discuss the medium-term 
(three to five year) trend in their relationship and to aim for a 
common vision of future studies. In the medium-term USAID should aim 
to remove the last vestiges of micro-management of studies (e.g.,
gradually substituting comment on proposed TOR and contracts for prior
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clearance or approval). Inthe longer term, local consultants should
 
be expected to maintain and improve on the quality standard set by

initial studies, which have so far been led by expatriate firms;
 
moreover, a steadily increasing share of the cost of policy studies
 
should be expected to be paid from local sources.
 

5. Mission personnel would do well to make ita practice to consult with
 
Mr. Ita from time to time about other policy issues USAID considers
 
worth studying (e.g., raising interest charges on loans to small
 
enterprise to make such lending attractive to participatory banks).

He islikely to have good advice on the timeliness of such issues and
 
the most effective tactics to use in presenting alternative options
 
to the Government.
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ACTIVITY SUIKARY
 

COMMODITY IMPORT PROGRAM (CIP) --

TECHNICAL ASSISTANCE TO SUPPORT POLICY
 
INITIATIVES AND INSTITUTIONAL CHANGE
 

(VARIOUS ELEMENTS OF PROJECTS NOS. 615-0213 AND -615-0240,
 
WHICH FORM PART OF THE
 

STRUCTURAL ADJUSTMENT ASSISTANCE PROGRAM (SAAP)
 

I. BASIC OBJECTIVES AND STAGE OF INPLEMENTATION
 

The general objective of this program isto provide balance of payments

and technical assistance support while the Government of Kenya (GOK) implements

policy changes necessary to accelerate its structural adjustment of the economy.

Balance of payments assistance to agriculture, industry and commerce isprovided

entirely through the private sector. Counterpart shilling generations are used
 
for mutually agreed development purposes in the public sector, for private
 
sector development activities, and for operating expenses of the USAID mission
 
in Kenya.'
 

The initial project (0213) of SAAP obligated $76 million inthe three years

1983-85 as follows: $31.5 million for general commodity imports, $8.5 million
 
for fertilizer imports, $28 million for general budget support (inthe wake of
 
severe drought and other negative "shocks' to the economy) and $8million for
 
technical assistance studies and policy implementation support. A second
 
project (0240) obligated $46.4 million inthe years 1986-88: $14.5 million for
 
general commodity imports, $25.7 million for fertilizer imports, and $6.2
 
million for technical assistance. A third project of approximately $45 million
 
isproposed for the years 1989-91 to provide substantial additional support for
 
fertilizer and other essential commodity imports and some additional technical
 
assistance.
 

Virtually the full $76 million of Project No. 615-0213 is committed;

allocations for technical assistance (including policy studies) and fertilizer
 
imports are largely disbursed. Under Project No. 615-0240 the amounts obligated

for studies and technical assistance have been allocated as follows: Element
 
No. 2,Sectoral Policy Analysis and Planning, inan amount of $1.7 million, will
 
support a continuation of the Harvard Institute of International Development
 
(HIID) contract providing a variety of professional services, especially

long-te,, resident support of GOK activities to activate development planning
 
at the local district level; Element No. 3, inan amount of $1.5 million, will
 
continue support for the micro computerization process of various information
 
flows in the Ministry of Finance; and Element No. 4, for other technical
 
assistance, has been split between continuation of Thunder Associates technical
 
services inestablishing a computerized information system in the Ministry of
 
Finance ($975,000) and various technical services to strengthen and expand

Kenya's capital market ($2.0 million). Some capital market studies have already
 

1 Paraphrased from the Semi-Annual Project Review of March 31, 1989, and
 

other mission documents.
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been completed and are discussed in Chapter IV and other relevant activity
 
summaries; additional professional services have been requested by GOK to assist
 
in formulating policy options in connection with final decisions to begin
 
operations of the proposed Capital Markets Development Authority (CMDA).
 

A full evaluation of the administration and impact of Project No. 615-0240
 
foreseen in the Project Document is scheduled to bqgin toward the end of 1989.
 
The present evaluation is concerned with these projects only insofar as they
 
provide financial resources and technical support activities which are
 
complementary to other projects in the Kenyan Private Enterprise Program.
 

11. AVAILABLE DATA
 

An excellent evaluation of the impact of the first two years of Project
 
No. 615-0213 was prepared by Messrs. Elliot Berg, Walter Hecox and James Mudge
 
toward the end of 1985 (Evaluation of the AID 1983-84 Structural Adjustment
 
Program inKenya, December 23, 1985). The Berg et al report contains a thorough
 
discussion of the "policy dialogue" process, its strengths and its limitations.
 
The present evaluation, although limited to very few person days, finds that
 
Judgments reached by the Berg team's much more thorough analysis remain relevant
 
and accurate. We cannot improve on and do fully concur with what is stated so
 
thoughtfully in the earlier document.
 

An$t!,er Evaluation of the Kenya Commodity Import Program (CIP), dated
 
February 1987, "concentrates on implementation aspects of the program,
 
particularly factors affecting importer participation and demand for the program
 
within the Kenyan private sector." That report contains much useful information
 
on the import licensing process, notes that 50 percent of importers interviewed
 
cited difficulties in obtaining credit (a problem which affects smaller firms
 
most severely), suggests that there islittle incentive for banks to participate
 
actively in the program, and recommends continuity of import financing at a
 
level of over $1.3 million per month for the next several years.
 

Other information was obtained from USAID staff, project files, periodic
 
status reports and conversations with businessmen and government officials.
 

III. NAJOR FINDINGS 

Major findings can be summarized as follows:
 

1. The policy implications of the Commodity Import Project occur at 
several levels, as foreseen in project preparation documents and 
agreements. At the most general level these projects complement 
similar assistance from other development aid agencies and provide 
financial resources required to support more liberal import licensing 
and other measures, within the framework of macroeconomic policies 
agreed by GOK with the World Bank and IMF. 
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2. To achieve more specific sector objectives some of the financing is
 
earmarked to support GOK measures to reactivate and to expand private

distribution channels for fertilizers.
 

3. Conditions precedent to the disbursement of funds reflect agreements

between GOK and USAID on what policy steps could be reasonably

implemented, from time to time, given the overall resource position

of the country and the structural changes to be achieved.
 

4. Technical assistance projects provide advisory services, equipment

and other goods needed to implement specific programs of reform,
 
modernization or adjustment (e.g., long-term advisors for the Central
 
Bank or Minstry of Planning and Natural Development in some cases
 
and short-term expert services to assist with specific aspects of
 
proposed capital markets development inothers).
 

IV. CONCLUSIONS
 

1. Both interms of specific commodities imported and technical services
 
financed, the CIP projects have been of substantial benefit to the
 
Kenyan economy.
 

2. Technical services are particularly useful when provided to assist in
 
the implementation of programs to which GOK iscommitted (e.g., the
 
decentralization of planning and development administration to the
 
District level; computerization of Ministry of Finance information
 
systems). The GOK isprimarily interested in "show how" assistance.
 
Moreover, larger projects requiring long-term services allow advisers
 
to become familiar with local needs and more effective inrecommending

practical actions in a Kenyan context.
 

3. There has been enough flexibility inthe design and administration of
 
technical assistance elements of commodity import projects to meet ad
 
hoc needs for advisory services and training as they arise. Moreover,

other projects provide financing for policy analysis and implementation
 
services should need arise which cannot be accommodated in the CIP
 
framework.
 

V. RECONMENIATIONS
 

1. Maintain this component at recent levels and with a similar mix of
 
financing tr both imports and technical services.
 

2. The Mission may find it useful to commission ad hoc studies to deal
 
with specific implementation problems as they arise. The evaluation
 
team isnot clear about how the authorities dealt with the finding
 
two years ago that 50 percent of potential importers were having

difficulties arranging credit; this would appear to be the type of
 
problem that could be addressed expeditiously mainly by local
 
consultants and academics. As similar problems arise in the future,
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they can be researched, and if verified, practical alternatives for
 
mitigating the problem can be laid out by consultants for consideration
 
by government.
 

3. 	There is a real danger of policy-dialogue overload in Kenya. Many 
agencies have ideas they wish the government to consider. It seems 
prudent to leave major macro-economic issues for negotiation between 
GOK and the World Bank/IMF; there is abundant opportunity for USAID 
to express its preferences to both GOK and multilateral agencies before 
they sit down to work out specific structural adjustment targets from 
year to year. Even when formal negotiations on mega-issues are left 
mainly to major development assistance agencies,, there remains abundant 
scope for others to focus their assistance on implementation of 
particular programs within the general adjustment framework. In this 
regard USAID support of experimental projects to provide credit for 
smaller enterprises, its technical advisory services in support of 
capital markets development, its concern for private sector 
distribution of agro-chemicals, and similar project interventions are 
recognized and greatly appreciated by both GOK and the mega-agencies. 
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CLIENT VIGNETTES 

KAHIIP$
 

Inthe year since its creation, Premier, a USAID-funded food industry, has
 
made considerable impact on the market by selling one of the more popular brands
 
of tomato sauce, "Peptang". The company also began producing canned sweet corn
 
late last year. The entire production output was sold, indicating a large

untapped demand in the local market which the company isnow working to fill.
 
Although the increase inemployees following this expansion was small and the
 
majority were hired on a seasonal basis, virtually all are now permanent.
 

Premier also plans to launch canned pears the middle of this year and ideas
 
for mixed fruits and soups are also inthe pipeline. Inaddition to continuing

its entrepreneurial expansion, this client is concerned with upgrading the
 
quality of its products.
 

Echoing the opinion of fellow participants in the KAM seminar on food
 
product development, the Assistant General Manager was quick to rate new
 
knowledge gained and contacts made with industrial colleagues, especially with
 
PROJECT SUSTAIN, as the most beneficial aspects of this course. Having already

established a relationship with PROJECT SUSTAIN, he earnestly requests follow-up
 
courses that would explore the practical aspects of new product development,

particularly for small business.
 

Mary had only completed the Standard VIII level of her education when the
 
Mau-Mau uprising necessitated the closure of schools. She later became a church
 
social worker and decided to start a kiosk to help make ends meet. Mary now
 
runs a kiosk selling groceries, vegetables, fruits and dry goods. Having

undergone NCCK business courses, she remembers learning marketing, book-keeping

and general management. Prior to attending these training programs, Mary had
 
never considered her business as a source of income, but simply took money from
 
her business as needed.
 

A market stall owner who sells clothes attended a one-week course which
 
made her aware of profit and loss. However, she felt a bit cheated out of the
 
knowledge she acquired from this training because it took nine months before
 
she received a loan from NCCK. By this time she had already reverted back to
 
her old ways, such as simply "knowing" the value of hL- stocks rather than
 
having accurate records. A shrewd businesswoman, conscientious and sensitive
 
to her loan management, this client now keeps good records and would like to
 
learn even more about bookkeeping.
 

Lucas issemi-literate and owns a well-stocked retail shop inNakuru. An
 
NCCK consultant comented that since Lucas isa very sociable person inan ideal
 
location and handles self-selling consumer iter;, he really needs no marketing

"magic" to increase his sales. The client attended a one-week course organized

by NCCK. Although he feels he learned everything presented during that course,

he has not implemented many of these practices. He could only guess at the
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amount of his inventory, was not sure which items had come in first and could

produce neither control cards nor cash books. Nevertheless, Lucas was c,,ivinced
he was making a profit. Although Lucas isanxious to attend further training,

the NCCK consultant wonders whether Lucas would benefit from another course.
 

KMFC 
Inmid-1983 East African Cable Company began to slash their prices for
 

single strand electrical wiring used inhomes and businesses. This was the only

product line of a Kisumu-based cable factory. It became apparent to Mr. Pattl
and his son, the general manager of the factory, that East Africa Cable was 
trying to drive them out of business. To avoid this, the Patels decided that
 
they must expand their product line to include other types of electrical cable. 

Mr. Patel was an acquaintance of the manager of a KCB branch in Kisumiu,

who alerted him to the new USAID/KCFC loan scheme for Just su,:h business needs. 
The necessary machinery required a large capital investnent so Mr. Patel
 
received a loan of KSh 3 million. The loan allowed him to purchase machinery

which coats 2 strands of wiring used inexterior work. Italso allowed him to
 
begin producing much larger, coated cable used by electric companies for
 
underground transmission lines.
 

The competition has been checked and Mr. Patel has increased sales and

market share for domestically-produced wiring. "With the movement towards rural 
electrification by the Kenyan Government, demand has gone way up for our 
products. We have two months of back orders to catch up on", explained Patel.
 

Since purchasing the new equipment, Mr. Patel has doubled sales to KSh.

9 million per month. His profit margin rose to 35% because of the more
efficient process the machines employ. Employment rose from ten to 18 workers, 
most of whom were unskilled before the client hired them. "We like to hire
 
young, inexperienced workers and train them, so that they will not be bringing
with them bad habits that they may have developed elsewhere .' In the near 
future he intends to hire four more workers inorder to add a second shift on 
one machine. 

Despite dependence on imports, the significant value added (four times)

and the increased employment make this project a very successful example of what 
can be accomplished by lending to the industrial sector inKenya. 

EntreDreneurs International
 

Through the Entrepreneurs International program, the marketing manager of 
one of Kenya's leading oil production industries was able to attend a very
comprehensive training program at the American International Marketing

Institute. The Company reviewed its 1988-92 marketing plans, making some 
improvements as a result of what the participants learned. Using more thorough
market analysis, this company has confirmed its potential for a much larger
market, both local and export. The market segmentation approach also resulted
in a new product image: "Premium product-premium price". Steps have also been 
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take to enhance brand loyalty. The company's new market strategy would ent il
 
a dramatic increase in production capacity.
 

The training resulted in new, improved marketing methods being used. The
 
participant learned a new, more effective format inwhich to prepare and present

his advertising programs both to his colleagues as well as to their advertising
 
agency -- a crucial area of the marketing manager's task. Previously he would
 
rely simply on "sitting around and talking over things". The company has
 
introduced new T.V"., radio, point of sale and mobile (painted vans)

advertisements and undertaken other publicity stunts, such as sponsoring the
 
Kenya Ladies Golf Open).
 

As a result of the participants' train'lg a restructured distribution
 
network now places more focus on the consumer and pays special attention to
 
supermarkets in accordance with the current buying trends. Maximizing the
 
number of wholesalers in a given area is expected to create competition which
 
will prompt these units to intensify their distribution efforts in order to
 
maintain their retail customers.
 

The trainin &oadened the participants' perspective on items ;uch as long
term contracts which are necessary to achieve cost efficiency. The participants

introduced the idea of exporting whatever surplus is left over from domeslic
 
consumption -- broader, better thinking that will stimulate, not limit, the 
company's capacity.
 

Given the success of this tralning thore are plans for AIMI to undertake
 
an in-house training program for the., airketin' uanagers of all the other
 
subsidiaries in the food processing group.
 

A processing manager of a textile industry whr attended the KAM seminar
 
on Industrial Maintenance Management reports that '&he seminar provided him an
 
overall picture of industrial maintenance inKenya. He particularly appreciated

and has applied the "photography" concept of maintaining machinery, as well as
 
the knowledge gained in the organization of maintenance schedules. He learned
 
the impact thtt these have on ths rest of the business process. As a result
 
of the seminar this industry now maintains records and tracks the causes of
 
machine dom time, practices not used previously', "After the seminar, I have
 
been able to see their (records) importance and now actually use them in
 
relation to production," says the engineer. The processing manager estimates
 
a resulting 5% Increase in efficiency.
 

Applying pririciples learned in the seminar, this enterprise is no longer

dependent on outside contractors for machinery maintenance, but performs all
 
such functions in-house. A new awareness of preventive maintenance results from
 
seminar handouts distributed to plant employees. The participant's supervisor
 
now wants to attend this or a similar course and the participant recoimended
 
to management that two of the maintenance crew bl sent to this training prolran
 
the next time it is offered.
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An assistant maintenance engineer who attended the Industrial Maintenance
 
Management seminar reports that as a result of the training he has "gained a
 
better understanding of the balance between engineering and
 
production,...learned the need to plan together, not separately..." As a result
 
of the new cooperation between the two departments changes have been made to
 
improve the production environment.
 

Over the last six months, the sole proprietor and manager of a bar and
 
restaurant inIgofi, Neru dias commuted long distance to receive counseling from
 
K-MAP. Describing his situation, Meru said: '1operate the business but lack
 
control of cash, records, profits.... Separation of business and personal cash
 
isnot strict. The business lacks progress." K-14AP has been counseling this
 
client on prudent management practices, record keeping, stock control methods
 
and other basic management procedures.
 

This enterprise is representative of six others in Meru; rural-based
 
clients who are pleading for K-MAP's services. Out of 371 letters to K-MAP
 
requesting assistance inJanuary and February this year, approximately 80% were
 
from outside Nairobi. K-NAP has a total of 64 clients based outside Nairobi,
 
excluding the city outskirts.
 

Three years ago two brothers left their Jobs to form a company. By pooling

their savings they raised KSh. 20,000 in equity capital and embarkcd on
 
transforming a basement in Easthigh Section I1 into a chemical manufacturing

industry. InNovember 1987 the two brothers attended their second K-MAP Seminar.
 
Suitably impressed by this seminar and K-MAP's intentions, they joined in 1988.
 
A counselor diagnosed their priority requirements to be the need for marketing

analysis and assistance to prepare financial proposals for borrowing purposes.
 

The client received counseling on various marketing strategies, and on
 
record and stock control systems. The result was an increase insales revenue
 
from KSh. 130,000 to KSh. 1,560,000 (as of September 1988). Still using manual
 
methods of production, this industry has core than doubled its number of
 
employees from five to 14.
 

Following counseling, the company prepared a business plan and financial
 
evaluation to obtain unsecured loans or an overdraft facility. This application
 
was turned down by the client's bankers due to lack of acceptable collateral.
 

The Director of USAID and K-HA.P officials recently visited this enterprise.

Ina letter to the Director of USAID dated February 1989, the client writes,
 

..."Your visit Sir, gave us a lot of encouragement, strength,
 
publicity and valuable advice. Sir, you should consider giving K-KAP
 
financial support so that in turn K-MAP would be in a position to
 
either finance or stand surety for their client... My position is
 
now very delicate and unless I receive some financial aid I shall be
 
forced to wind-up.'
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USAID responded,
 

..."Your problem insecuring a loan points out a gap inthe range of
 
services supported by our private enterprise program which we may
 
address inthe future...."
 

The client had plans to open contracts worth over KSh. 3 million during

1989. However, the company also requires a credit facility or guarantee to the
 
suppliers inorder to purchase the required raw materials.
 

Since attending an ILO training program, one Jua Kali tinsmith has been
 
able to manage his business more effectively and efficiently. Although the
 
seminar taught him marketing techniques, the most important thing he learned
 
was bookkeeping. He used to wait for customers to visit his stall, but he now
 
goes to outside towns with samples and looks for orders. Sales have increased
 
f.om 3-4 to 6-10 items per day. Like many other participants, this loan
 
recipient feels that Jua Kalis should seek means to purchase their raw
 
materials directly from the manufacturers to avoid exploitation by middlemen.
 
All in all, this client stressed that the training was much more beneficial
 
than the loan.
 

One Jua Kali blacksmith turned down the KCB loan because itwas too small.
 
Loan applicants could not receive more than KSh. 5,000 incash. KCB preferred
 
to grant loans in kind in the form of machinery. However, this client found
 
itcontradictory and ironic that KCB offers such capital equipment to clients
 
who do not have access to electricity.
 

"Without electricity you are really not helping the Jua Kali, even ifyou
 
give him a million shillings", the blacksmith declared. 'There is a high

demand for the products but manual production isvery restrictive. We have the
 
skills required but without electricity we are restricted. KCB should not just

help the Jua Kali to make better Jikos (metal stoves), they should help them
 
make ovens...."
 

Since he received training, this client has observed a 20-30% increase in 
daily sales and now advertises using a sign board. He also learned how to 
improve and evaluate his business by keeping better records. To further his 
knowledge he requests more and longer seminars geared to a particular specialty 
inorder to include technical education. 

Itisquite rare to find a female Jua Kali tinsmith. This client, a loan
 
recipient, greatly appreciated the training she received in cash management.

She isnow "more organized and able to handle her money better". She stressed
 
that training is beneficial only when you have money.
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For almost two months now an IESC management expert has been working with
 
a real estate agency which also does development work and provides maintenance,
 
cleaning and guard services.
 

While here the volunteer shares ideas from his broad business experience
 
on various available opportunities, new technology and business methods. He
 
has helped the staff develop a more disciplined and professional approach,

teaching them to think indifferent, wider parameters.
 

Inaddition to working on a one-on-one basis with the senior management,

the volunteer ran two or three in-house management seminars every week, each
 
lasting from two to four hours. These seminars were specific to the needs of
 
this particular company and featured "problem sessions", during which employees

could discuss problems faced on the Job and explore alternative solutions.
 

The client has accomplished several goals as a result of this assistance.
 
They have analyzed, reviewed and improved the various business activities which
 
the client was pursuing. They have also identified new real estate
 
opportunities in Kenya, primarily in Nairobi and Mombasa, and have set
 
priorities to determine which ones to pursue.
 

The company is also taking over management of the largest residential,

comercial and retail developments inNairobi. The IESC expert has also been
 
able to facilitate Joint ventures between this client and some foreign
 
investors.
 

As he prepares to leave Kenya the American volunteer comments, "Iam no
 
magician. I'm not bringing inany word from God. I probably only taught them
 
to work smarter, not harderl"
 

The owner of a Nairobi hotel fell into various management and liquidity

problems. He had obtained a loan but administered itpoorly, buying a salon
 
car and two plots inConjat which were not needed for the business. When he
 
approached K-MAP for assistance, the hotel was no longer able to purchase

weekly stocks, was suffering from pilferage and had hygiene standards that were
 
below the acceptable level.
 

K-MAP recommended the following: the hotel should re-invest the capital

wasted on the car and Conjai plots and invest in better furniture and
 
equipment; improve the menu; and reorganize the service system. The owner was
 
further advised to obtain a more reliable manager, so he resigned from his Job
 
to work in the hotel, with his wife, on a full-time basis. K-MAP also
 
suggested that a sign-board be posted to advertise the hotel.
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Since then, with the assistance of a second loan, the client has made
 
impressive strides with his enterprise. He expanded on the existing structure,

raising the restaurant seating capacity to 42. There has been a tremendous
 
increase in sales leading to the creation of new Jobs. The number of hotel
 
employees has increased from 5 to 16, excluding the owner/manager and his wife.
 

An IESC expert in hotel management has recently begun conducting on-site
 
visits to this client. His is the only hotel in the Nairobi country bus
 
station that serves about 60,000 commuters daily. Noting this advantageous

position, innovative marketing ideas have been suggested, including the
 
introduction of mobile cafeterias. Inthis way, he could sell to the hundreds

of commuters unable to frequent the hotel because of heavy baggage and small 
children to attend to. The owner/manager estimates that the mobile cafeterias
 
would earn even more incona than the walk-in facility. The IESC executive is
 
currently involved in training the hotel staff inthis area.
 

Unfortunately, the client is currently faced with an unexpected notice
 
from the City Commission. Eviction would have severe repercussions on both the
 
enterprise and the owner. He has called upon the local and international
 
agencies assisting him for support.
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SAMPLE MENU STRUCTURE
 

M&E Main Menu
 

1. Add/Edit Clients
 
2. Add/Edit Interventions
 
3. Standard Reports
 
4. Ad Hoc Reports
 
5. Maintenance
 
9. Exit System
 

Client Menu Intervention Menu 

1.Add Client 1.Add Intervention 
2. Edit Client 2. Edit Intervention 
3. Delete Client 3. Delete Intervention 
9. Return 9. Return 

Report Menu Maintenance Menu
 

1. Client Lists 1. Reindex Files
 
2. Intervention Lists 2. Back-Up Data
 
3. Statistical Report 3. Restore Data
 
9. Return 9. Return
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Sample Report 1
 

USAID/KENYA PRIVATE ENTERPRISE PROGRAM
 

LIST OF CLIENTS BY INTERVENTION
 

Service Implementing

Client Name Contact Code Agency
 

Intervention: Technical Assistance
 

Ebrahim & Company 
Graham Showers Ltd. 

Mr. Kamau 
Ms. Shaw 

AO011 
A0002 

IESC 
KMAP 

Nova Chemicals 
National Pencils 
National Pencils 

Mr. Ondongo 
Mr. Shah 
Mr. Shah 

A0008 
AOO1! 
A0017 

IESC 
IESC 
KMAP 

Norkan Investments 
Pajeta Ranches 

Ms. Wanjui 
Mr. Warui 

A0008 
A0004 

IESC 
IESC 

Pork Products 
Pork Products Limited 
Yaya Towers 

Mr. Alamo 
Mr. Alamoh 
Mr. Yoyoba 

AO007 
AOO11 
A0008 

KMAP 
IESC 
IESC 

Intervention: Loans 

Bruce Madete Mr. Madete L0018 JUAK 
New Era Enterprises 
01 dume Stores 

Mr. Story 
Ms. Karani 

LO008 
L0018 

RPE 
JUAK 

Patrick Story 
Renyan Fertilizer 

Mr. Story 
Mr. Wachai 

L0005 
L0007 

RPE 
RFE 

Towering Industries Mr. Abid L0012 REP 
Thomas Kuria Mr. Kuria L0018 JUAK 
Wiggins Teape Mr. Harris L0009 REP 

Intervention: Semindrs 

John Stevens 
Lima Limited 
Lima Limited 
Nova Cars Dealers 
Navin Shah 

Mr. Stevens 
Mr. Hanjui 
Mr. Wanjui 
Mr. Cobra 
Mr. Shah 

S0002 
S0009 
S0013 
S0002 
S0006 

KMAP 
KMAP 
KMAP 
KMAP 
RPE 
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Sample Report 2
 

USAID/KENYA PRIVATE ENTERPRISE PROGRM
 

CLIENT ANALYSIS BY LOCATION
 

Implementing
Client Name Address Contact Agency
 

Location: Malindi
 

Gedi Hotel Development Ltd. Box 3478 Malindi Mr. Winster RPE
 
II Dueto Restaurant Box 8754 Malindi 
 Mr. Caludio KMAP
 
Malindi Coop Fisheries Box 4356 Malindi Mr. Ahmed RPE
 

No. of clients: 3
 

Location: Mombasa
 

Alpha Agencies Box 23766 Mombasa Mr. Ashadi KMAP
 
Gariama Cottages Ltd. Box 78663 Mombasa 
 Mr. Mahahu RPE
 
Jamal Bakeries Box 34887 Mombasa Mr. Jamal IPS
 
Peter Njoroge Box 78821 Mombasa Mr. Njoroge KMAP
 
Spares & Spares Ltd. Box 45367 Mombasa Mr. Patel RPE
 
Wines & Spirits Box 2$200 Mombasa Ms. Abdalla KMAP
 
Zero Distributors 
 Box 34522 Mombasa Ms. Kamba KMAP
 

No. of clients: 7
 

Location: Naivasha
 

Naivasha Safari Camp Box 35 Naivasha Mr. Kotter KMAP
 

No. of clients: 1
 

Location: Nyeri
 

Kenya Trout Farms Box 78 Karatina Ms. Waters RPE
 
Nyati Auto Spares Box 875 Nyeri Mr. Nyati IESC
 
Outspan Hotel Box 45 
 Nyeri Mr. Holden IESC
 
Timber Mart Limited Box 345 Nyeri Mr. Kamithi KMAP
 

No. of clients: 4
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USAID/KENYA PRIVATE ENTERPRISE PROGRAM
 

CLIENT ANALYSIS BY ETHNICITY
 

Implementing

Client Name District Agency
 

Ethnicity: Asian 

Jamal Bakeries Mombasa IPS 
New Era Enterprises Thika RPE 
Roma Stores Kisumu KMAP 
Spares & Spares Mombasa RPE 
W1akulima Investments Nairobi IESC 
Yaya Agencies Nairobi KMAP 

Total Asian: 6 

Ethnicity: Indigeneous
 

John Muhato Nairobi JUAK
 
Kenya Paper Mills Thika RPE
 
Kulia Investments Nairobi RPE
 
Lima Limited Nairobi IESC
 
Larry Ngala Kiambu JUAK
 
Mercy Ngacha Nairobi JUAK
 
Peter Njoroge Mombasa IESC
 
Safari Adventures Nairobi KMAP
 
Wazee Industries Athi River RPE
 
Winter Investments Nairobi KMAP
 

Total Indigenous: 10
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SCOPE OF WORK FOR MODIFICATIONS AND ENHANCEMENTS TO THE M&E SYSTEM
 

Requirements
 

The Contractor shall modify for USASID/Kenya, the Monitoring and
 
Evaluation (M&E) database system presently used by the Private Enterprise
 
Program. To accomplish this, the Contractor shall:
 

" 
 Liaise closely with the Mission in order to clearly identify or
 
clarify specific detailed requirements not mentioned below
 

" 	Modify the existing client and intervention file structures to
 
smaller, streamlined subsets
 

" 	 Set up data entry screens for adding, editing client and
 
intervention data with built-in data validation checks
 

" 	 Develop programs ot produce a series of lmanagement,
 
statistical and query reports include, but not limited to:
 

a) a list of client names, contacts and addresses sorted
 
alphabetically by industry, size, region, intervention type,
 
etc.
 

b) a list of interventions by tupe showing all descriptive data
 
(e.g. course title, speaker, number of attendees, etc.)
 

c) 	a list of clients by intervention type showing trends in
 
employment, sales, asset size, etc.
 

d) 	a list of clients showing various compliance statistics (e.g.

female employees, rural vs. urban, business size, etc.)
 

" 	Design a facility to enable users to generate their own ad hoc
 
reports
 

" 	Set up security back-up and restore routines
 

Upon completion of the design and program development work, the
 
Contractor shall install the system on a computer at USAID/Kenya and test the
 
system to ensure that all the data entry, report printing and back-up

routines function properly.
 

The Contractor shall develop user documentation consisting of easy-to
follow instructions on how to use the system. The instruction must be
 
designed for non-technical personnel.
 

After installation and testing, the Contractor shall, with the aid of
 
the documentation, train at least two PRJ staff members in the use of the
 
system. Training shall include data entry and editing, report printing and
 
housekeeping activities.
 

Estimated level of effort required is not more than 20 persondays.
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PRIVATE ENTERPRISE PORTFOLIO
 
QUARTERLY REPORT
 

QUARTER ENDING
 

CLients 
 Total Last Q This Last 
 Percent
Served 
 To date Total Quarter Quarter Change
 

# Total Client Served
 
# Loans Disbursed
 
# Training Days

# Equity Investments
 

X rural
 
% 1 or more women owners
 
% Indigenous owners
 
X Women employees
 
X Large Firms by sates
 
X Small firms by sales
 
X Nicroenterprise by sales
 

Element Comparison Summaries
 

0 of # Loans S Ave. Ave. 
 Previous
Loan programs: 
 Apps. Disburs. Loan Size Term U Disbursements
 

RPE: BarcLays

RPE: Standard
 
RPE: KCB
 
REP
 
Jua Kati
 
Loan Guarantee
 

0 of S Ave. Investment Investment Previous
EQuity Programs: Inv. 
 Inv. in revu reject N Trainees
 

IPS
 
KEN
 

0 of 0 of 0 of Total Previous
Training: 
 Sessions Trainees 
 Days T/D I Trainees
 

Jua Kati
 
K-HAP 
KAN
 
REP
 
RPE
 
El
 

0 of 
 Total Ave. Previous
TechAsst: Consultants Days 
 Days 0 Consultants
 

K-AP
 
IESC
 
REP
 
RPE
 

Policy Studies: 0 Done 
 Topic Total 0 Done
 

KAN
 
IPC
 

Date prepmred:
 

1277-007.017
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Heading on the form to be stylized for project/intervention
 

CLIENT BASELINE DATA FORM
 

1. Name: Mr./J Mrs. /_/ Miss /_J
 
LAST NAME, First Name, Middle
 

2. Title in Business:
 

3. Name of Business:
 

4. 	Location of Business: _
 

Town District
 
5. 	Postal Address: Box
 

City
 

6. Business Phone Number:
 

7. Year Business Established
 

8. Describe business activity/type of 	products:
 

9. Name principal owners / their nationality:

Mr..// Mrs./_/ Miss /] /

Mr../_J Mrs./__,' Miss /J

Mr..// Mrs.// Miss /_____
 

10. 	 Business Sector: Tick one
 
Agriculture / Mining & Quarry

Electricity & Water _J Construction
 
Transportation /J 	 Food & Lodging 
Retail or Wholesale /J Crafts & Repair

Manufacturing /J Financial Services /J
 

Other (specify)
 

11. 	 Size of Enterprise: Number of Employees
 
MEN WOMEN
 

Full time
 
Part time
 
Non-paid
 

TOTAL
 

12. 	 Annual sales volume: Kshs.
 

13. 	 Total assets: Ksh.
 
(Net book value)
 

14. 	 % of raw materials imported:
 

15. 	 % of sales exported:
 
(Note: 	 for Loans also include Loan Amount, Interest Rate and Term of
 

loan in months)
 

1277-007.018
 



ANWEX 6.8
 

CLIENT/INTERVENTION DATA
 

ON
 

dBASE III+ PROGRAM
 

STEPS 
 RESPONSIBILITY
 

Collection Implementing Agency
 

Component Manager
I 
Input Mission Admin. Staff
 

Report Prouduction Admin. Staff from Report Program
 

Professional Staff for Ad Hoc
 
Reports
 

1277-007.014
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ANNEX 6.9
 

DIRECT DEVLOPMENT IMPACT EVALUATIONS
 

Information Needed Data Sources
 

Baseline Data - M&E Database 

I------------------------Vt..............................
 

Evaluation Activity - Client interviews by
 

Indicators 1)Augmented Audit
 

(trains)

- Change in Employment 

- Change in Female Erployees 2) Implementing Agency 

- Change inSales (conducts evaluations) 

- Change in Investment 3) Validity check of 
[nrplementing Aqency 
7v1luations by USAID 

Other Indicators 

- Secondary benefits 
(change in knowledge, 
attitude and practices) 

- Unplanned benefits 

1277-007.015
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QUARTERLY PRIVATE ENTERPRISE PROGRAM PORTFOLIO TO REPORT
 

STEPS 
 RESPONSIBILITIES
 

Collection of Inputs 
 - Component Managers from
 
component specific reports
 

- Admin. Staff from dBase
 
file
 

Report Production 
 - Admin. Staff 

1277-007.016
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ANNEX 7
 

SECTION: FINANCIAL AND EOUITY MARKET DEVELOPMENTS 

FINANCIAL INSTITUTIONS - SUMMARY OF BUSINESS PORTFOLIOS 

Objectives
 

AMT were assigned to retrieve certain statistical information
 
from financial institutions to assist ir.the evaluation of the
 
cost efficiencies within the credit/financial markets of Kenya.
 

2 Tasks
 

To achieve this objective, AMT visited a number of institutions
 
and posed four questions:
 

a) What is the institution's weighted average cost of funds
 
(WACF) excluding, where applicable, USAID funded projects?
 

b) What is the average administration margin (AAM) on the
 
institutions portfolio?
 

c) What is the average longevity of funds (ALF)?
 

d) What percentage of the institution portfolio is provided
 
against default and non-repayment of income on lending?
 

3 Financial institutions interviewed 

We interviewed five institutions:
 

* 	 Kenya Conercial Bank Ltd
 

* 	 Barclays Bank Kei/a Ltd.
 

• 	 Standard Chartered Bank Kenya Ltd.
 

• 	 Grindlays Bank International Kenya Ltd.
 

Middle East Bank Kenya Ltd.
 

Their assistance in releasing information was of great help to
 
this report.
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4 	 Results 

Weighted 	average cost of funds 6.5% - 12.5Z
 

Administration margin 	 12 - 52
 

Lending rates 15% - 18%
 
(excluding inter-bank)
 

Inter-bank lending rates 32 - 55%
 
(on occasions 12 per day)
 

Default provisions 	 12 - 102 

Longevity of funds:
 
Range 1 - 5 yrs
 
Main lending portfolio 1 - 2 yrs.
 

The information received could not always be given accurately
 
and as a result certain information is presented based on an
 
estimated range.
 

There are a number of reasons:
 

4.1 	 The WACF wili vary from bank to bank according to the
 
institution's direction of business. The 'high street' banks,
 
such as KCB, Standa:d Chartered and Barclays benefit fr:: free
 
funds from current account deposits reducing the WACF. H:wever,
 
there isan increased cost of administrating the current
 
accounts and establishing and maintaining a national banking
 
network.
 

4.2 	 Over the last few years there has been squeeze on credit that
 
the Central Bank of Kenya instigated under a Government policy
 
to control inflation. As a result the WACF has, for a number of
 
banks, increased with current account funds being invested
 
elsewhere in high yield, low risk investments, such as
 
Government Treasury Bonds.
 

4.3 	 Certain provisions on loan defaults have been made or adjusted
 
as a rasult of improved management in banks. The range of
 
between 1-102 is also dependent on the value of funds lent by
 
each institution. Barclays Bank lend around Kshs 6 billion.
 
The provision of say 1Z as a percentage against this value is
 
substantial.
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4.4 	 The longevity of funds is very much dependent on the liquidity
 
of the institutions. Interest on monies lent is controlled by
 
the Central Bank of Kenya and i3currently between 15% - 182.
 
This is dependent on whether th.! lender is a banker (15%) or a
 
finance house (18%). Monies lent for a period of 4 years or
 
more will automatically attract 18% irrespective of the
 
structure of the institution.
 

4.5 	 Inter-bank lending is currently an attractive investment for
 
banks that are liquid. The attraction of inter-bank lending is
 
the interest return on overnight lending. On the 10th, 20th and
 
last working day of each month, every bank must report to the
 
Central Bank showing that the institution is liquid to the
 
amount of 20% of total deposits. Certain institutions will
 
borrow funds overnight to achieve the required level of
 
liquidity and will on occasions pay very high overnight rates.
 

S 	 Other topics
 

During discussions a number of points arose that should be
 
considered in the preparation of the executive suzmar7.
 

5.1 	 Certain financial institutions are loathe to put money into
 
investments for a long term because of the concerns over
 
financial instabilities, both within institutions and
 
nationally.
 

5.2 	 The three main banks, KCB, Standard Chartered and Barclays all
 
mentioned that the administration of USAID funded projects will
 
be higher than for thei: normal business. Reasons included:
 

- the 	additional monitoring time
 

- higher levels of reporting
 

- expected increased bureaucracy.
 

On one issue there seemed to be conflict, between two banks.
 
One bank 	believed that one advantage of administering USAID
 
funded projects would be the reduction in time spent in
 
controlling and adhering to the foreign exchauge regulations
 
that occur through the normal course of business. The bank in
 
question 	believed that all USAID projects will be in local
 
currency 	thus avoiding Central Bank procedures. The secoAd bank
 
believed 	that there would be no change in the procedures even
 
though there would be dealings in local currency, because of the
 
bureaucracy both at the Central Bank and USAID.
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Long term lending is unpopular amongst the institutions unless
 
there is full collateral. A number of local financial
 
institutions have failed and have been put into receivership
 
because they have lent long an short term funding.
 

IV 


