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ACTIOlii MEMORANDUM FOR MISSION DIaECTOR, aSAIO/KENYA

FROM:

SUBJEcr:

DATE:

Lee Ann Ross, Chief, Office of Projects

Micro-Private Enterprise Project
(615-0263)- Project Approval

August 8, 1995
It

j
i

Actionj You are requested to sign the attached PP facesheet and
Project Authorization thereby approving the 5-year, $12 million
MicrO-Private Enterpris,e Development (MICRO-PEO) project, subject
to the availability of USAID funds. It is planned that a total
of $2.5 million will be obligated in FY 1995.

Ba~kgrou~: Unemployment is a major problem facing Kenya, which
has unemployment rates es~imated at over 20%. In the next five
years, there will be an additional 500,000 young people entering
the labor force every year, a 4.5% annual growth rate. Without a
concerted development effort, the unemployment problem in Kenya
will worsen, increasing poverty, threatening economic growth, and
causing social instability. Most of the new entrants to the
labor force will be turning to micro-enterprises to make a
living. In 1993, 17% of the labor force and 75% of private
enterprise employment were in micro-enterprises. This year,
these firms created 270,000 new jobs. Yet, the sector remains
constrained by unsupportive operating environment, lacking
competition and access to markets, poor delivery of inputs, and
lack of finance. The MICRO-PED project will address these key
constraints to micro-enterprise growth.

Project Descriptionj Based on experience gained from the Private
Enterprise Development (PEO) project, MICRO-PED will build the
capacity of Kenyan institutions to promote micro-enterprise
development in three key areas. 1) MICRO-PEO will improve the
enabling environment through: a) researching and creating
opportunities for public-private sector dialogue on key policy
constraints facing micro-enterprises; and b) strengthening
private sector associations to increase the voice of micro
enterprises in the policy making process. 2) MICRO-PED will
provide cost-effective non-financial services to particular sub
sectors, for example agri-businesses. By targeting firms in
particular sub-sectors, the project will identify and address the
particular issues faced by firms that use common inputs and fa~e

similar market constraints. Potential interventions include
product and technology development, marketing programs,
association development for ad"ocacy or joint input procurement,
management training, etc. 3) ~tICRO-PED will contribute to the
development of Kenyan financial systems that serve the poor by
providing funds for micro-enterprise loans and technical
assistance·to lending institutions that show potential for
becoming sustainable.
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The cocal projecc cose is S17,355,000. USAID coneribucion will
be S12,000,000 (69')in GranC funds and will be complimenced by
$5,355,000 (31%) of councerparc funds co be provided by recipient
organizacions. The table below summarizes USAID and Councerparc
coneribucions.

Budget Item/Amount (SOOO)
AID COUNTER

FX LC TOTAL PART TOTAL

1. POLICY COMPONENT 488 1,462 1,950 130 2,080
2. SUB-SECTOR COMPONENT 1,630 2,570 4,200 1,225 5,425
3. FINANCE COMPONENT 1,935 2,565 4,500 4,000 8,500
4. USAID SUPPORT 350 550 900 0 900
5. EVALUATIONS & AUDITS 300 150 450 a 450

GRAND TOTAL 4,703 7,297 12,000 5,355 17,355

Beneficiaries: The primary beneficiaries will be the men and
women that will obtain jobs in growing micro-enterprises. The
direct participants will be micro-enterprise owners, 46% of whom
are women. The policy work will benefit all micro-enterprises,
and indeed many larger businesses as well. The financial
assistance will benefit more traders, who are mainly women, and
the non-financial services will be focused on people working in
high potential sub-sectors and trades.

Host Country and Other Donors: The Republic of Kenya recognizes
the importance of the employment problem and the potential for
very small firms to generate jobs. USAID has been the leading
donor in private enterprise development in Kenya in the last
decade, sharing lessons learned and coordinating with the
increasing number of other donors in the field, who now include
OOA, the Royal Netherlands and the Belgian Embassies, and the
European Union.

MaiorOutputs: Increased employment in micro-enterprises from an
annual growth rate of 13' to an annual growth rate of 18t; a more
favorable policy environment for micro-enterprise investment and
growth; increased employment in particular sub-sectors, by
275,000 jobs annually; 40,000 additional micro-enterprises with
access to credit~ and the emergence of 2 sustainable financial
institutions serving micro-enterprises, and 2 institutions
operating at break-even levels.

Executive Committee Project Review; The Executive Committee
Project Review reviewed the Project Paper on May 10, 1995, and
recommended approval of the Project subject to: 1) revision of
budget costs to comply with HB 3 guidelines and, 2) incorporation
of an explanation that the support provided under the project
will assist the targeted organizations to transform from micro
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enterprises to small businesses. These rev1s10ns and changes have
been incorporated into the PP. A copy of the issues raised and
their resolution is attached.

The New Activity Description (HAD) was reviewed in the mission
and approved on June 17, 1994. USAlD/Kenya was delegated
authority to approve this project in State 192183. The budget
allowance has been received (State 7~14S) and the Congressional
Notification requirement for an initial obligation of $ 2,SOO,000
has been sent to the Congress. The funds will be obligated when
the CN expires on July 26, 1995.

Authority; Pursuant to DOA 551 Section 4A(1) you have authority
to authorize this project.

Recommendation: That you sign the attached PP facesheet and
Project Authorization, thereby approving and authorizing life of
project funding of $ 12,000,000 in grant funds over as-year
period for the MICRO-PED project, subject to the;;lvaolabilitY of
USAID funds.

I\.
APPROVED:

DISAPPROVED:

DATE:

Attachments:

(1) Project Paper and Facesheet
(2) Project Authorization
(3) Issues Paper dated 5/24/95
(4) STATE 192183, Delegation of Authority Cable
(S) State 72145, Budget Allowance Cable
(6) Congressional Notification

Clearances: .
- ABEO:ANganga ~~. date ':Oo+l~"""--

ABEO:DWeller (6ra¥t)~te
ABEO:THobgood (D~~te

j,..PRJ:SRagama/SMeye~ date -¥-t~~'---
Xii CONT: CAdams sptc-"\ date --!*I.::~~:-

vw RLA:TFillinger . 16 date ~~~'+-_
PROG:CBWire/LARQsi~date ~~~~_
D/oIR:KToh ~ date ~~~_

Drafted:ABEO:MMcVay:05/19/95
DOC:P:\PUBLIC\USAID\DOCS\PEO\MICROPED.AM)



memorandum
Office of P~ojec~s

-'"

~Minutes f ECPR meeting for Micro-PEO
Projec~ No. 615-0263

~See Distribution

Ret: ECPR meetinq of Hay 10, 1995

...

1. Project Purpose/Strategy:

Why is the purpose of the project simply to increase employment?
What about the quality of the jobs being created? Why no~ include
increasing incomes or real wages? Why not include increasing
output and productivity, which would ensure that the. project is
creating productive jobs?

Outcome: The Project would in the long run hope contribute to
the creation of productive e~ployment. Ulti~ately, the project
will increase real wages, productive jobs etc. however, we do not
have good data on how micro-enterprises are contributing to GOP.
The work in this area is still going on. COK is very interested
to have data on how micro-enterprise contribute to GOP. However,
it is important at this ~tage to acknowledge that it is not
within this project's m~nageable interest to try to show real
wage and productivity increase. In the past, we had experience a
sit\ilation where an economy was growing however, real wage
continued to fall. In addition, creating jobs is a high priority
need for the Kenyan economy, even poor quality jobs help people
surl/ive.

Outcome: Women are numerous in the micro enterprise sector, but
they are also disadvantaged. What will the Project do to benefit
women and improve their situation?

.
outcome: Project will have some specific activities to target
women. The gender analysis will try to identity additional
issues affecting women, which will be incorporated in the project
as implementation continue. In policy component, one section
will specifically focus on women issues. Also the "&E activities
will track women's representation progress in the micro
enterprise sector.

1
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While ehere is meneion of linkages wieh ehe oeher SOs of ehe
Mission, .ha~ direce linkage is there bet~een Micro-PEO and D'G
activieies, i.e., policy research and civil socieey? Is there
too much overlap?

OUtco••: Micro-PED will create private-public seceor dialogue,
strengthen privaee sector associaeions and provide legal
assistan~e. During implementation, USAID will be careful not to
overlap into the DIG activities, but rather to compliment.

How can credit programs be targeted to small farmers especially
seed production by small farmer?

outcom.: The issue of targeting small farmers will be addressed
at a later date when we discuss the mission Strategy but not in
the PP. Also this issue will be looked at during the project
implementation stage.

Under constraints analysis, the PP have preselected only three
constraints, which are clearly linked to the proposed
interveneions. There is no broad constraint analysis from which
alternative interventions could be analyzed.

Outcome: The Project was designed to meet the main, sector
specific constraints as identified through surveys and research.
This explains the parallel structure. Two broad constraints,

~ macro-economic growth and infrastructure, were too broad for the
Project to address. The meeting recommended the final draft of
the PP should mention these broader constrains and point out that
other donors and USAIO projects are addressing those issues.

2. Policy Reform:

Does the PP identify specific policy, regulatory constraints that
Micro-PED component will attempt to address?

OUt.COIl.: The PP contains a policy Matrix on the sector, and
other specific policy issues will arise at the subsector level.
Rather than focus on specific policies, the Project will
establish a process in which stakeholders come together and
establish this pOlicy change agenda. Implementation of this
policies will then involve these stakeholders.

What is the likelihood of this component achieving the expected
policy results?



OUtcome: The co=ponen~ is a high-risk, high potential pay-off
activi~y. TheCOK has r.ade many positive s~atemen~s but aChieved
little implecenta~ion. However, no policy condi~ionalities are
anticipated in this project. The PP has illustrated policies to
be addressed. Success .ill depend, in part, on strong
coordina~ion wi~hin Mi~~ion and with o~her donors in ~he

implementation of thi~ section.

3. Sub-sector Development:

In the subsector component, the output Rinerease the cost
effective delivery of non-financial assistanceR what exactly does
this mean? How will cost effectiveness be measured/determined?

Outcome: The actual measure of cost effectiveness for this
output will be developed as the implementation progress. An
example is USAIO investment per job created by beneficiary firm.

One of the constraints facing Micro-enterprise is poor
functioning markets and the proposed intervention to alleviate
these is through non financial assistance targeted at the
subsectors. It is not clear in the PP how the intervention using
a TA will strengthen markets.

Outcome: The non financial assistance intervention using a TA
proposed will identify a market and analyze its
problem/constraints then figure out how and where you can
intervene and reach a loe of people. The role of the TA is to
coordinate the process and award grants and contracts to deliver
non-financial services.

4. Financial Assistance:

Why will ~-REP be guaranteed funding under the Project, while
other financial institutions under the Project will have to
compete?

Outcome: The PP does not guarantee KREP automatic -funding. It
will have to meet the criteria before it can be funded. However,
kREP is the leading credit NGO in the market. KREP now has
reached a transitional stage in the micro-credit sector and that
1s why USAID is interested in supporting its transition to a
sustainable organization.

In the finance component, KREP will be provided funds for TA,
what is the rationale for this? Is this TA demand-driven of
supply-:imposed?

3



OUtco•• : ~he TA is necessary for: (1) transition from NCO to
Bank and (2) assist KREP develop new product in the micro credit
proqrao. ~REP has identified the need for TA from their own
assessment and it will be structured in such away that it
responds to speci.fic needs identified by ICREP.

The projeC':. seems; to focus on HCOs providing finance. What about
trying to involvf! the formal Banking sector? WOUldn't that be
aore sustainable?

outcome: Kenyan commercial banks are not interested in working
in this sector. In fact, their new policies are moving away from
micro-enterprise. However, the need to link this assistance to
formal banking is being considered especially with larger NCOs
working in the sector. Alternatively, we may consider using the
S.Africa model where USAIO puts all its money for NCO lending in
the b~nk and NCOs working in the sector borrow from the Bank.

5. Project Financing:

Civen the present Oya crunch, especially on new starts, can the
obligation schedule be realistically met?

Outcome: ~hereas the design team realized this as a real threat,
we also realize that there would be a lot of negative impact on
project implementation if the proposed activities are not funded
as scheduled. We would not wish to scale down the Project
activities at this time but rather deal with the problem as the
situation evolves. There are options for incremental funding or
scaled back activities.

6. PROAC:

It is mentioned in the PP that the ProAg with COK will probably
be signed sometime this month. We are almost in mid Hay, how
feasible is this? What is our negotiation status
with the GOK? Do we have a request for assistance from the GOK?
Will obligation by an umbrella ProAg augur well with COK when it
is obvious that most of the project components (finance and
sUbsector) have little, if any, GOK involvement?

Outcome: PEO has had close discussions with Ministry of National
Planning and Development. Consultations with the Treasury also
indicate that there would be no problem except the Treasury would
not be willing to pay counterpart funds on behalf of NCO
supported under the Project. The next step for the Office is how
to tra!"oSlatc !4t"...:~ is in ~t-re pp to ~tta PROAG. Deeause of our past
experience working with private sector institutions, the GOK
views this as moving closer to government.

4



7. Project M~nagement:

What is the rationale for managing some activities in-house
rather than contracting out implementations of the entire Project
under one contracot?

outcome: The methodsselectetl for the implementation of this S~~··
project is based on a lot of analysis. On the one hand, it is b~~·r.
administratively simple to have one contractor. On the other .' t"e'~
hand, USAID is able to be more involved with activities when
implementing in-house. We selected a mix that is $3 million
cheaper than contracting out the entire project.

8. project Budget:

It appears that a bulk of funding will go towards the cost TA,
management, evaluation and audit. I3 this not more than 20' of
total project costs?

Outcome: There is no fixed rule about this. The TA and value
management amounts to 1/3 of the budget. However, TA is value
added development activity - not administrative costs.

OE to support this project has been costed at around $2 million,
how was the weight ct> on various offices assigned/derived?

Outcome: According to tha method used in computing OE support
under the PVO Co-finance project - see Annex J.

9. Clarifications:

Budgets-costs need review and counterpart budget must be defined.
BUdgets need to be done in compliance with H83.

outcome: Will do.

The figures do not total between the illustrative bUdget and the
obligation schedule budget. Similar discrepancies also appear in
some paragraphs of the text.

outcome: Will fix.

NB: The following actions were also agreed to be incorporated
into the PP;

1) Add some explanation that this support will assist the
assisted organizations transform from Micro-enterprise to small
businesses (moving fro!!! in!o~l tG f;:;rmal oosim::i:Se:i).

5



2) Check PP to ensure that funding commitment to KREP is clearly
described in the PP.

3) Revise goal statement

Outcome: Any other qoal statement would relate to increasinq
incomes. This raises the issues discussed in issue '1. Many
options were considered, but increased employment fits best into
the likely USAID/Kenya .tr~tegies (broad based economic growth,
food security) and is .ost measurable.

Distribution

DIR:GJonew
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REPUBLIC OF KENYA:

PROJIC'l' AtrrB91tIZA'UOH

MICRO-PRIVATE ENTERPRISE
DEVELOPMENT [MICRO-PEn]
PROJECT NO.61S-0263

-:>I
ii

1. Pursuant to ~ection 496 of the Foreign Assistance Act of
1961, as amended, I hereby authorize the Micro-Private
Enterprise Development (MICRO-PEe) Project for the Republic of
Kenya involving planned obligations not to exceed Twelve Million
United States Dollars ($12,000,000) in grant funds over as-year
period from the date of authorization, subject to the
availability of funds in accordance with the USAID OYB/Allotment
process, to help in financing foreign exchange and local
currency co~ts for the Project. The planned Project Activity
Completion Date (PACD) is September 30, 2000.

2. The Project purpose is to increase micro-enterprise
employment. The project consists of three components; namely.
the policy component to support the improvement of the policy
and regulatory environment of micro-enterprises; the sub-sector
component to support increased sustainable delivery of financial
services and; the finance component to support increased
sustainable delivery of financial services.

3. The Project Agreement which may be negotiated and executed
by the officers to whom such authority is delegated in
accordance with USAID regulations and delegations of authority,
shall be subject to the following essential terms and covenants
and major conditions, together with such other terms and
conditions as USAID may deem appropriate.

).1. Conditions Pre~edent:

Except as USAID may otherwise agree in writing, prior to
any disbursement of USAID funds to support the GOK for
assistance to the Trade and Industry Unit of the Kenya Institute
of Public Policy, Research and Analysis (KIPPRA) under the
Grant, or to the issuance by USAID of documentation pursuant to
which such disbursement will be made, the Grantee shall furnish
or have furnished to USAID, in form and substance satisfactory
to USAID, written evidence that KIPPRA has been formed and
Gazetted, a Director and key Economic Advisor are in plc:ca and
office space for the Trade and Industry Unit has been allocated.

4. Source and Origin of commodities, Nationality of Services,

Except as USAID may otherwise agree in writing:

(a) Commodities financed by USAID under the Project shall



have their source and origin in countries included in OSAlD.
Geographic Cod~ 935. All reasonable efforts will be used to
maximize O. S. procurement whenever practicable.

(b) Except for ocean shipping, the suppliers of commodities
or services financed by OSAlD under the Project shall have
countries included in OSAID Geographic Code 935 as their place
of nationality. Air travel and trancportation to and from the
o.s. shall be upon certified 0.5. flag carriers •

. (c) OCean shipping financed by OSAID under the Project
shall be financed only on flag vessels of the countries included
in USAID Geographic Code 935 and the Republic of Kenya subject
to the SO/50 shipping requirements under the Cargo Preference
Act and the regulations promulgated thereunder.

Date

7f~h~Mission Director

~/. ~ If1r

Project No. 615-0263

CLEARANCES:

ABEO:ANganga Date ~/').JIe;S - RmS)/ESA/PR:>:F1:axMm rhtt)sl'l
ABEO:DWeller Drat Date 5/95 lJ v
ABEO: THobgood Draft Date 6121/95
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Drafted:ABEO:MMcvay/OS 19/95
(Doc:P:\PUBLIC\USAID\DOCS\PEO\MICROPED.PA)
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0.0 EXEctITIVE StJ'M.'fARy

0.1 CONSTRAINTS,OPPORTUNITIES AND STRATECIES

Employment creation is one: or the most significant challenges facing Kenya today. The
Kenyan labor fon:e. currendy numbering more than 11 million people. is growing rapidly
and is expected to reach 14.6 by the year 2000. Providing jobs for tbese 3.6 million workers
constitutes today's employment challenge in Kenya. Employment is a c:enmal issue in the
alleviation of poverty in Kenya, and employment is a key indicator of broad-based economic
growth. Private enterprises show good prospects (or creating jobs in the medium term
compared to small scaJe farms, which cannot continue to absorb substantial amounts of labor,
and the public sector, which is contl'1cting. :In. contrast, private enterprise employment has
been growing at an a\'erage annual rate of 12S over the·1ast ten years. Witbin the private
enterpriscsector. micro enterprises (firms with less than 10 employees) an: the most likely
group of firms to pro\'ide widespread employment. a fact the Government of Kenya
acknowledges. In 1993. micro enterprises constituted 75~ of private enterprise employment
and created 270.000 new jobs. compared fO only 24.000 jobs created by larger firms. Thus
the GOAL of the l\f1CRO-PED Project is to increase private enterprise employment,
and Ih~ PURPOSE is to increase mic:ro-enterprise employment.

Thf; micro and small enterprise sector is large and diverse. and the challenge for agencies
hoping to stimulate employment growth in the sector is how to identify where the potential
growth is. what constrains that growth and how to facilitate it. In assessing problems and
opponunities facing micro enterprises. USAID/Kenya with REDSO/ESA and USAID/W
assistance. engaged in a rigorous. participatory planning process involving sample surveys,
focus group discussion with micro entrepreneurs. evaluations. consulting with panners.
bringing in international expense and years of one·tCH>ne discussions between USAID stafr
and Kenyan business people. Emerging from this analysis are three major issues that drive
the MICRO-PED intef\'entions. First. !nany micro·c:nterprisesare constrained by policy.
regulatory and infrastructure issues. Sc:cond. many rirms ar~ faced with diminishing market
opponunities. increasing competition. and problems with the cost and availability of inputs.
Third, micro-ettterprises do not have adequate access to credit. The MICRo-PED Project
will implement strategies to overcome these constraints.

0.2 PLAS OF AC'TIOS

Based on the abo\'c constraints and opportunity analyr..es. the MICRO-PED Project will be
organized in three components. each addressing key constraints to micro enterprise growth:
Policy. Sub·Sc:c:tor Development and Finance Components. The Pt\Jject will be implemented
through a bilateral Project Grctnt Agreement with the Government of Kenya. and a \'ariety of
instruments committing funds dir~tly to Kenyan and US private sector institutions.
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0.21 PolicyCompooent

Despite positive GOK policies towards the informal sedOr, surveys of micro enterprises and
analyses by policy expens reveal that policy, reguJa.rory and infra.saucture issues represent
significant constraints to micro enterprise growth. Then: is an -implementation gap
between s:ated policies and GOK actions on this issue. Having accomplished many major
maao-economic and agricultural reforms, however, the GOK and the donor community are
now focusing more on ~nr-spccific policies, including micro enterprise policy. This
creates an opportunity for USAID to contribute to the policy change process.

The output or this component will be an improved policy and replatoryenvironment.
To achieve this target, activities will be organized around the major inputs needed to
accomplish signifiC3Jlt policy change:

I) A Policy Forum that will facilitate puh:ic-private sector dialogue. conduct appropriate
research and suppon the GOK policy process.

-..
2) Association development. to bring micro enterprises into the policy making process.

In addition, under this component. USAID/Kenya will engage in small research and
experimental activities that inform genera! strategies for assisting micro enterprise and
employment growth.

0.22 Sub-Sector Development Component

One of the major constraints facing micro enterprises is poorly functioning markets. Market
constraints vary across sectors and solutions involve a variety of non-financial interventions.
In order to strengthen micro enterprise markets, the output or this component will be to
increase the cost-eITectiv'e delivery of non-financial assistance to targeted sub-sectors.
USAID/Kenya will select In Institutional Contractor (Ie) or a United States Private
Voluntary Organization (USPVO) to implement the activity in partnership with Kenyan
institutions. (The IC/USPVO will also provide TA for the finance component.) The
IC/USPVO will combine two predominant approaches in sub-sector development: a broad
analytical approach that assesses market weaknesses and identifies single interventions
affecting large numbers of micro enterprises (e.g. technology or policy change); and an
-incremental- approach that relies more on participation of targeted entrepreneurs and
experienced NOOs to identify and address immediate felt needs of entrepreneurs. Success in
strengthening markets will be evident in increased employment in the targeted sub-sectors.



0.23 Finance Component

Access to c:n:dil continues to be a major handicap facing lhc growth of micro enterprises in
Kmya where demand far exceeds supply. The fonnal banking institutions have not
developed appropriab: insUuments for supponing the micro enterprise. sector although its
contribution to employment creation and economic developmc41l in general has been widely
acknowledged_ Although micro enterprise lending in Kenya is significantly more developed
than in any other African country. Kenyan micro enterprise lenders. mosdy NGOs. have yet
to reach levels of outreach and sustainabilily achieved in Latin America and Asia. This
compOnent will focus on increasing sustainable delivery of aedit to micro enterprises. It
will build on experiences gained under the Private Enterprise Development (pED) Project.
and is likely to involve most of the NGOs who panicipate or have panicipated in that
Project. The MICRo-PED Project will engage in three major activities to support the
sustainable delivery of financial services to micro enterprises in Kenya:

=

•

•

•

Assiliiting in the conversion of a credit-providing NGO into a formal
financial institution;

Granting funds to lending institutions that serve micro enterprises and
have a reasonable chance of attaining institutional and tinancial
sustair.ability by eventually raising funds through the private sector; and

Facilitating the availability of technical assistance to micro enterprise
lending institutions and programs in Kenya.

USAJD will be taking a tinancial systems approach. aiming at supporting sustainable delivery
of credit and savings facilities to the poor.

0.2-1 Implementing ~Iechani.;m

The MICRo-PED Project will be obligated through a Project Agreement with the
Government of Kenya. Activities will be implemented through a combination of mechanisms
as follows:

I. Policy Component: Project Implementation Letter with the GOK. 3 Grants or contracts
with US and Kenyan policy organizations, and miscellaneous smail actions by
USAID/Kenya.

2. Sub-Sector Component: I Institutional Contractor or United States Private Voluntary
Organization (USPVOl who will issue grants and provide technical assistance and
coordinarion for the activity. The IC/USPVO will also handle the Financial component
Technical Assislance.

\~



3. Finance Component: 3-5 Grants to Kenyan lending institutions and I InstitutionaJ Contract
or Grant to a USPVQ for teehnical assistance. who will also handle me sub-sector
development work.

The implementing mechanisms wen: determined by an analysis of different options. which
included a cost comparison. an assessment of the administrative burden to USAID/Kenya and
REDSO/ESA. an examination of the opportunities for USAID/Kenya substantial involvement
in activities. and an evaluation of the potential sustainability of interVentions. Potential
implementing partners were consulted and meir input taken into account. This
implementation anangement will likely include three USAID personal services contractors (2
FSNs and 1 USPCS).

0.3 LINKAGES TO BROADER USAID STRATEGIES

MICRo-PED will directly contribute to the Agency's economic growth strategy and micro
enterprise initiative through strengthening markets. and expanding access and opportunity.
Throughout Project implementation. MICRO-PED will adhere to o~rating principles
consistent with USAID strategies. Regarding the New Partnership Initiative, MICRO-PED
will continue in the spirit of the former Private Enterprise Development Project. whose
purpose was to "Build the c:lpacity of Kc:nyan institutions to provide support services to
private enterprises." In MICRO-PED. capacity building efforts are an integr:ll part of the
way the Project will do business.

Although the I99S-~OOO USAID/Kc:nya Strategy document is in the dr:lft stage. analyses to
date indicate the MICRo-PED will contribute significantly to likely strategic objectives.
First. increasing employment is a key element of broad-based economic growth. which has
been the USAID/Kenya mission goal for the last five years. Second. the MICRO-PED
Project is consistent with the evolving private sector strategy of increased assistance to micro
enterprises and incre:lSed focus on high potential sectors. particularly the agricuhur:ll sector.
Finally. MICRO-PED present opportunities tor synergy :ll1d additional contribution to other
USAID/Kenya strategic objectives and targets of opportunity. including: Increasing
A.gricultural Productivity and Farm Incomes, Increasing Food Security. Building Democracy I

Decreasing National Fertility &. Reducing HIV infection. and Srrengthening PVO Institutional
Capacity.

6.4 DEFThTIIOS OF Sl:CCESS

Mitro enrerprise employment is expected to increase from an annual growth rate of 13% to
one of 18'1. Changes in the policy environment will be measured through a qualitltive
policy matrix. In the rargeted sub-sectors. some 280,000 jobs will be generated each year.
Through support to financial institutions. an addition 40.000 people will have access to loans
and 2 institutions will become financially susrainable. Systems to monitor these indicarors
win be ii'llc:grated into Project management by building the capacity of partner organizations.



0.5 FEASmlUl'Y, KEY ASSUMPTIONS, RELATED RISKS

Success in adUeviDg Project objectives will depeDd on the foUowiDg:

i

•
•
•
•
•
•
•

0.6 BUDGET

Ecooomic growth.
Political aDd physical security.
CommitmeDl of the Govemmcm of Kenya to implemenr;ng policy ciwJge.
A bcaer UDderstandiDg of gender issues and bow to zddress them.
Cooperation of the formal banking sector.
Suong commitment of implcmemors to institutioDaJ developmeDl. aDd
A better UDderstandiDg of how to address c:oocems of rural busiDesscs. .

The Projcct has a five year life of Projcct and USAID funding of US $12 Million, subject to
the availability of funds. Counterpart contribution will amount to 31 % of total Project funds.
which amount to $17.355 million. The allocation of USAID funds among components is as
follows:

1. Policy:
2. Sub-sector:
3. Finance:
4. USAID Suppon
S. Evaluations!Audits

0.7 Procurement Plan

$ 1.95 million
$ 4.20 million
$ 4.50 million
$ 0.90 million
$ 0.45 million

1. Projcct Agreement with the Government of Kenya (June, 1995).

2. USAIDlKenya Personal Services Contracts (September, 1995).

3. Agreements with Financial NGOs (Staning August, 1995).

4. Agreements with Policy institutions (December, 1995).

S. Instimtional Conttact or Cooperative AgrecmCDl with a USPVO for the Sub-sector
Component and the Finance Technical Assistance (RFP: June. 1995; Award: January,
1996).

6. Miscellaneous small actions for Evaluation, Audit and Strategy Support
. (Misceiiaueous Dates).

" '



LJ SECTlOS O;q;; CQ~STR.-\f.\"TS.QPPQRn~ESASO STR.-\TEGIES

The following discussion explains the employment problem. the potential of micro
enterprises. to cn::ue large numbers or' jobs. and the const:rainrs and opportunities facing
micro enterprise growth that led to the development of the MICRo-PED strategy.

1.1 The Employment Problem and :\Iic'ro Entfrprises

-nte creation or productive employment opportunities is the single most serious
cb2l1fnge raciq Kenyatoday.- (GOK, 1994-C)

The Kenyan labor force, currently numbering more than 11 million people, is growing
rapidly and is expected [0 n::lch 1-J.6 million by the yor ~OOO. Despite a recent downturn in
the population growth rate. from -J% in t98-J to 3.5$ in 1993. Kenya still has one of the
highest population growth roues in the world. The labor force is currently absorbing entrants
that were born when population growth was even higher. That growth will amount to
492.000 new job-seekers annually until the year ~OOO. Providing jobs for these 3.6 million
workers constitutes today's employment challenge in Kenya. (World Bank. 1993-A)

Employment is a central issue in the alleviation of poverty in Kenya. In the '80s and '90s, a
lack or' productive employment opportunities resulted in a fall in real wages by approximately
one third. As a result, in 199~ there were 9 million people living below the poverty line in
rural areas. compared to 6 million a decade before. Kenya has achieved some improvements
in social indicators such as a decline in child mortality rates. a longer life expectancy and an
increase in primary school enrolment. However, without broad-based economic growth,
these social gains are thre:ltened and signific~nt poverty levels will continue.

"Employment is a key indicator or broad-based economic growth. Economic growth. without
significant increases in employment•. will not be well distributed and will not reduce poveny.
In contrast. employment without significant economic growth distributes income across larger
numbers of people. This situation has prevailed in Kenya in recent years with mi:<cd impact.
On the one hand. increased supply of labon:rs and competition among entrepreneurs has •
reduced real wages and per capita income. On the other hand. many people who previously
had no source of income. or who recently became unemployed. found some source of
livelihood. Particularly in difficult economic rimes. employment growth is an indicator of
the economy's ability to provide some source of income.

ECanomic growth and employment growth are both key elements in suslaincd. broad·biL.~
economic growth. The MICRD-PED Project will endeavor to create jobs in a climate of
economic growth. and will monitor economic growth and income indicators to funher
underst.1nd how scarce resources can be effective at influencing both aspects of broad-based

§.



economic growth. Nevertheless. the immediate problem facing Kenya. and the more
manageable issue for USAID to address in the medium tam. is job creation. Thus9 the loal
or the ~CRo-PED Project is to increase private enterprise· emplO)'lDalL

Where is this employment likely to come (rom'!

EMPLOYMENT PICTURE
AFTER SASEUNESURVEY
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Currendy, about half of the labor force is
employed in small scale agriculture, 24~
in private enterprises and 7 $ in lhe public
sector. This reflects the fact th.a1 Kenya's
economy is fundamentally an agricultural
economy. Agriculture will remain, in

• future. the primary source of income for
most of Kenya's population. Nevenheless,
the agriculture sec:or cannot continue to
absorb substantial amounts of additional
labor. Averaging landholding size has
declined from::!.0 hectares in 198: to 1.6
hectares in 19'92. and average labor
productivity has not kept up with
population growth. Increasing population
densities in high potential zones have
pushed people into farining on increasingly
marginal land. pu~.ing scarce natural
resources there in jeopardy.
Agricultural production wiIJ continue to be the mainstay of the Kenyan economy for some
time to come. but one of the important factors in relieving population pressure on land and
increasing productivity will be drawing labor away from small scale production. With recent
reform in the civil service and parastatal sector. the public sector witt continue reducing
employment over :he next rive years (World Bank, 1993-A).

In contrast. the private enterprise sector is realvering in the context o( liberalization and
significantly reduced government intervention in markets. Private enterprise employment has
been increasing. on average. 1:!% per year over the last decade. In 1993. in a context of
poor economic growth, private businesses generated almost 300,000 new jobs (See Annex
E). Thus. private enterprises show good prospects for creating jobs in the medium tcrm.

Within :he private enterprise sector. micro enterprises (firms with less than 10 employees)
are the most likely group of firms to provide widespread employment, a (act the Government
of Kenya acknowledges. The Country Position Paper prepared ror the \\'orld Summit for

~hrou;h=~~ ~hisdocument, the term ·private enterprise- re!ers to non
farm economic a:~~vi:i~s.

1



BOX 1. 1 : GROWTH IN MICRQ ENTERPRISE EMPLOYMENT:

* Micro enterprises provide 75t of private enterprise
employment, amountinq to almost 2 million people.

* In 1993, the 910,000 micro enterprises in Kenya
qenerated around 270,000 new jobs. In contrast, firms
with more than ten employees qenerated only 24,000 new
jobs.

* 38t of micro enterprises are increasing employment.

* Qn average, micro-enterprises add .29 employees per
year. That implies that between one in three and one in
four firms add an employee every year.

* The averaqe age of micro-enterprises is five years,
older than the average age in other African countries.

Social Development states. -The most rapid increase in employment will have to occur in the
small scale enterprise and informal sector. - (GOK. 1994-C) A 1993 National Baseline
Survey of small and micro enterprises provided strong data indicating that significant
employment growth could occur in micro enterprises (See Box 1.1; Parker & Torres. 1994).
The growth pattern of micro enterprises in Kenya is characterized by a minority of tirms
growing at a fast pace and. on aggregate. due to the large number of small firms. providing
significant and increasing numbers of jobs.

One issue in this sector is the quality and sustainability of those jobs and their contribution to
increasing incomes. Data is not available on wage rates in micro enterprises, but we know
that a large proponion of workers in the micro enterprise sector are unpaid family wOlkers
and apprentices. In addition. the average age of a micro enterprise is only S years (Parker &.
Torres. 1994). Conclusive data is not currently available on the output of the sector, but the
rest of the economy was clearly in recession white the employment growth in recent years
took place. These factors indicate that micro enterprise employment does not represent very
productive employment. and that wage rates in the sector are low and declining. Why invest
in a sector that creates ·poor quality· jobs?

There are two answers to this question. One reason to invest is rt."l: micro enterprises grow
and graduate into targer. more sustainable firms with higher quality jobs. The majority of

• small and medium enterprises in Kenya staned as micro enterprises. Micro c:nterprises. thus,
represent the se.:dbed of larger. more productive businesses. In addition. the ~70.000 jobs
creafed in the micro enterprise sector in 1993 came from firms expanding. not from new
tirmsentering the: ~ctor (Parker & Torres, 199"). These trends indicate that micro
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enaaprise employment is I10l simply "residual." Ralher Ihere are pockets of growth and
sustainable jobs_ The project envisions trying to increase the gr.uIuation rare of micro
enterprises and to expand employment in existing. sustainable finns.

The. second reason is that micro enterprises represent a significant source of income for a
large number of Kenyan families. One quarter of all Kenyans have a business. and of these
families. 6SS rely on that business for more than half of their income (P3r1cer and TOrTeS.

1994). Although the sector does represent a "last reson- source of livelihood for many
people. in a country with no unemployment insurance. the micro enterprise sector is an
important last reson.

Because there is not enough information on micro enterprise wage rates. contribution to
GDP. and how to increase both. USAJD/Kenya is planning on measuring income generated
by micro enterprises. This data should infonn the Project strategy of creating employment in
a climate of economic growth. of increasing firm graduation. and targeting high potential
firms. Until more information is available. this Project will focus on the major problem
lacing the Kenyan economy. the problc:m we understand more fully. that is: the large and
increasing numbc:r of unemployed people in Kenya. Thus. the purpose of the ~IICRO

PED Project is to increase micro enterprise employment.

Who are the likely beneficiaries or this employment?

The best description comes from the 1993 Baseline Survey of those already employed in the
sector (See Box 2. I). While these observations assist in describing the general trends in the
sector. they also highlight the most important feature of micro enterprises in Kenya: their
diversity. One's typiQI image of "informal sector" businesses in Kenya is of women selling
vegetables on the side of the road. carpenters scraping together furniture at the edge of a city
slum. or make-shift kiosks in residential estates. While these types or" businesses do form
pan or' the Kc:nyan small and micro enterprise sector. many other images tit as well. On the
smaller end. there are rural rope makers'. beer brewers. and basket weavers who operate out
of their home, collect their own raw materials and combine their businesses with agricultural
activities. On the larger end there are rest2.urant owners. metal fabricators. and electricians
that rentbuiJding~ on commercial or industrial streets. hin: 6-10 workers. and have
electricity. water. and extensive fixed Qpiral investments. In the middle are businesses
located in markets and small town centers that have stalls or rent small. mud or concrete
rooms. that run maize mills. offer repair services. or sell used clothes or hardware. that hire
three to five workers. and have some substantial assets in the form of working capital or
tixed ;lSsc:tS. .The micro and small enterprise sector is large and diverse. and the challenge
for agencies hoping to stimulate employment growth in the sector is how to identify where
the potential growth is. what constrains that growth a!1tf haw to f","'Ui.-:I!': .it..

", I



BOX 1.2; Cbaracteristics of firmS. entrepreneurs and workers;

...

*
*
*
*

*
*

*
*
•••
•
*

78' are located in rural areas;
Women comprise 46' of the entrepreneurs and 40t of
the employees;
80' have 5 or fewer workers; average firms size is
2.3 workers, including the entrepreneur;
half of the workers are entrepreneurs, 24' paid
workers, 6' apprentices and the remainder are
unpaid (family) workers;
53' are traders, 30' manufacturers and 17' service
firms;
One third of firms operates in the home, and the
largest number (46') operate in traditional
markets, rather than in rural trading centers or
along rural roads or urban streets;
The majority (78t> of the workforce has no
technical traininq;
Only a quarter of businesses operating outside the
home have a permanent structure;
Only one third use piped water or electricity;
The majority (74') have secure tenure;
The majority (84%> use local inputs and sell to
final consumers;
The majority (82%> have never used business
assistance;
Only a small minority have ever used credit (12')
and even fewer have used formal credit (6').

1.2 Cormraints, Opportunities and Strategies for Micro Enterprise Employment Growth

In assessing problems and opportunities facing micro enterprises. USAIDlKenya with
REDSOIESA and USAID/W assistance. engaged in a rigorous participatory analysis which
included:

•

•

•

Collecting and analyzing new and existing data from firm-level surveys,

Examining lessons learned and latest thinking in micro enterprise development
in KCi1JiI ami 3. voud the w"Jrid.

Consulting world expcns on spt.'Cific micro enterprise issues to conduct
panicular analyses and suggest interventions (see Annexes F. G, H. and I),



• Consulting with business leaders. associations. non-governmental organizations
and Government of Kenya officials. and

• Discussing with individual business people•

Emerginc from this ~Iysis are the major issues that drive the MICRo-PED interVentions.
The Nalional Baseline Survey summarizes the major constraints micro enterprises themselves
n:.cognize:

KEY CONSTRAINTS TO GROWTH
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First. many micro enterprises are constrained by policy. regulatory and infrastructure issues.
Around 30" of micro enterprises cited these issues as the most significant problem for their
busioess. In the following analysis. and in the Project. infrastructure issues are treated as a
Policy issue. USAID/Kenya does not have the resources to directly finance additional
infrastrUcture. and several other donors. such as the World Bank and the European Union,
are engaged in infrastructure development. Second. many finns are faced with diminishing
market opportUnities. increasing competition, and problems \\ith the cost and availability of
inputs. Third. micro enterprises do not have adequate access to credit. The folJowing
discussion explains how MICRQ-PED interventions emerge from these constraints.

1.21 Policy, Regulatol")' and Infrastructure Issues:

. ~spiie u'"re GuTetnmemof ~enya's positive poiicyframework regarding the small scale and
-jua kali- seclor. significant policy. regulatory and infrastructure constraints remain for
micro enterprises. Since the GOK recognized the Informal or -lua Kali- sector as an
imponant part of Ihe Kenyan Economy in 1992. the GOK has made progress in announcing
positive policies towards the sector. These policies cover a wide spectrum of issues. from

!!



sueamlining or reducing regulations. to providing infrastnJcture and business services (GOK.
1986. 1992. 1994-AlD). Some progress has been made in implementing these policies. for
example:

•
•

~ •
~

- •-

allowing informal sector associations to register.
providing a limited number of sheds for busbcsses.
promoting the infonnal sector through trade shows. and
incorporating entrepreneurship training at an levels of teehnical training.

Yet. in the 1993 National Baseline Survey. 30$ of micro enterprises cited policy. regul4tory
or infrastructure issues as the main problem facing their busL,CSSCS. Common :4:Jmplaints
were "lack of reliable transpon". "poor premises-. "inflation". "devaluation", and
"harassment- (Parker &. Torres. 199~). Policy experts also describe the operating
environment for micro enterprises as less Ihan ideal. In Kenya only 1% of micro enterprises
grow into small enterprises. In a heaJrhy operating environment. this figure should be closer
to 10%. The major issues cited by experts include over-regulation. difficult licensing
procedures. lack of infrastructure and secure land tenure. complex business law which is
poorly understood and irregularly applied. and harassment (See Annex F and Bannock.
1994). In addition. women face particular constraints due 10 gender biases in public policy
and its implementation. such as public seelor resources focusing on metalworkers and
carpenters. lower access 10 high return lechnical training, low access to information about
technology dissemination. etc. Micro enterprises in Kenya are experiencing the costs of a
wide "implementation gap" between GOK policy statements and the real operating
environment.

What is the cause of this "implementation gap"? While there are no simple answers.
experience in other policy arenas. such as agriculture and trade liberalization, indicates that
implementing successful policy reform emerges from a combination of factors:

•

•

•
•

•

Political will on the part of the GOK. and con5en~IIS among international
donors and local players.
Constructive policy dialogue between the public and private sector, based on
objective research about the impact of policy change.
Increased capacity of concerned Ministries to implement change.
Representative associations bringing Ihe voice of the private sector to the
policy making arena, and
Increased awareness of fanners and business people regarding laws,
regulations and policies.

The presence of some of these factors has conlributed significantly to implementing policy
change in the agriculture and international trade sectors in Kenya.

Opportunities are arising ior similar Changes to occur in micro enrerprise policy as well. but
particular intervc:ntions will be neceSs,1ry. First. Ihere is evidence that the GOKis prepared



for change. The OOK h:.Ls implemented many major liberalization policies and is beginning
to focus on more scctor-spccilic policies. The Ministry of Planning and NationaJ
Development (MPND) is initialing several new small enterprise policy reform programs
(GOK. I994-D). Second. donors.mosI notably the World Bank. British Overseas
Deveiopment Agency (ODA). United Nations Development Program (UNDP) and The
Royal Netherlands Embassy. are supponing the OOK initiatives. Third. the number of small
encerprise suppan programs. mainly NGO programs. in Kenya has been inc:reasingin recent
ye2rS. There are some 80 such programs in Kenya today. Thus. with inc:n:ased OOK.
donor and private sector interest. opponunities for change have inc:n:ased.

What additic.W interventions are needed? Based on USAID experience in other sectors. the
MICRo-PED Project can playa role in the development of other necessary pieces of policy
change through the following interventions:

1) Establishing a Policy Forum that will facilitate public-private sector dialogue.
based on findings from appropriate research. and enhancing the GOK's ability
to analyze, develop and implc:ment policy change, and

~) Association development. to bring micro enterprises into the: policy making
process.

In the current climate. these activities will complement the effons of the OOK. other donors,
and NGOs in narrowing the ·implementation gap· and contribute to the achievement of
Output # 1: an impro,,'ed policy and rt'gulatory environment for micro enterprises.

1.22 )Iarket and Input Issues

In the National Baseline Survey, over half of micro enterprises said that ·markets· and
-inputs- were the biggest problem facing their businesses. Commonly, firms said there were
-too few customers·. and -too much competition-. and that inputs were -not availablew or
were -too expensive. - It was also clear from the National Baseline Survey that women are
concentrated in easy access. low return markets. both in terms of their location. which is
largely in the home or in tradition markets. and the sectors they operate in, which are largely
commerce and agri-businesses. Surprisingly. there are few programs in Kenya directly
concerned with addressing lhese issues. On the one hand. such complaints are a reflection of

-, . the drought and severe economic recession in 1993 when the survey was carried out. a
situation which impacts the supply of produce and the demand for micro enterprise goods and
«_"-Ii,... A!!ri 11 t .._ _ ....... -~.-- -"'----:,. --';-~nL wv~'I·II;.,:.I!~-...,;;ffit.ll'~ t·n·-''''-' ..,,0• .,. ....,7 3 lUlU nlGlO~unumn.;;gr_... ... ~ "'Y""-" ..........~

solving market and .. inputs constr.1ints. These issues.are broader than the purview of this
Project. USAID/Kc:nya has been a major contributor to agricultur.11 development in Kenya
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and that effon win be important for success .in micro enterprise development. The World
Bank and the IMF have been most active in supponing general economic growth through
suppan for sttueturaJ adjustment programs. and USAlDlKcnya will continue its supponof
those effons. At the same time. the recession highlighted well-known issues: that micro
enterprises markets are weak and micro enterprises are ill equipped to function effeaively
within weak markets. and that women are panicularly constrained in this regard. MICRO
PED will focus on addressing these issues.

When trying to understand the issues underlying the -ma.rtct- constraints. two themes
emerge. First. these constraints need to be understood and addressed by examining the
panicular market issues in particular sub-sectors. For example. metalworkers have trouble
accessing good quality. affordable metal because there are only a few sources of metal in
Kenya and these are large. oligopolistic companies. In contrast. vegetable sellers face
scarcity of inputs due to drought. and experience high transaction costs in trying to access
various sources of inputs and markets. Thus. market constr.lims vary across sub-sectors.

Second. there is no single intervention that will solve market problems for microc:nterprises.
On the demand side. there may be monopolistic or oligopolistic structures that inhibit micro
enterprises from entering some business activities. For example. milk processing in Kenya
has been the domain of a large-scale cooperative/parastatal until recent years (Kristjanson and
Wangia. 1995). On the supply side. however. firms themselves may not be well equipped or
well placed to operate in competitive markets. For example. small scale technology for
yoghun. cheese and ice cream proce~sing may not be readily available in the Kc:nyan market.
and. even if they were. many women may will not have funds. information. tr':lining or
social suppon to adopt these new technologies. Thus. multiple types ot" non-tinanciaJ
interventions may be required to strengthen markets for micro enterprises.

The need for non-financial assistance presents cenain chaHenges. but latest thinking in micro
Il:nterprise development does offer some solutions. Experience has shown that non-financial
assistance generally reaches fewer people at a higher cost than tinancial assistance. Whereas
~iustainable methodologies have been developed for delivery of finance. such methodologies
have not been identified in non-financial assistance. There are several strategies emerging
from lessons leamed and the IiteratGre, however, for achieving significant impacts in
addressing non-financial constraints:

•

•

First, as findings in Kenya illustrate. micro enterprises need to be considered
and assisted in the sub-sectors. or markets. that they operate in. This
approach will focus resources for greater impact and measurability.

Second. -leveraged- interventions need to be identified that affect large
numbers with singieinvestmenu. (Of example changing policy or making
technology widely available in the market.

II



• Third. finn-level assistan~. such as training. needs to be demand driven.
Firms need to PdY for services ;!nd effective training should become
sustainable to deliver. although up front development of training courses may
n:cd to be subsidized.

MICRo-PED's strategy for addressing market constraints. then. is to increase delivery of
tllSI-effective Doo-rmancial services to targeted sub-sectors, [Output I 2J.

1.23 rmanciaJ Issues

Micro enterprise lending is widely accepted as a sustainable, cost-effective tool for assisting
the poor in developing countries. when appropriate methodologies are used. In Kenya,
evaluations have shown that micro enterprise lending programs target slower growing tirms
and help them reach the average growth level of all finns. In the process. one in two
borrowers creates a job. and entrepreneurs increase income. assets. and standards of living.
Impacts from micro .:nterprise lending are significant. In addition. USAID has extensive
experience and eXp«=nise in this field. These "supply-side" factors lead USAID/K.:nya to a
heavy focus on tinance in this Project.

What, then. is the demand for micro enterprise finance in Kenya? The expectation when
interviewing business peop~e about their constraints is that entrepreneurs always see "money"
as their biggest problem. Surprisingly. in the National Baseline Survey, only 15 % of
businesses cited tinance as their most serious constraint. Still. this is a significant number of
firms. some 135,000. Yet. only 6%. or some 50.000 have ever accessed formal credit
(parker & Torres. 1994). Thus. Kenyan financial institutions appear to be a long way from
meeting the demand for credit among micro enterprises in Kenya.

This is somewhat surprising given the number of institutions in Kenya providing micro
enterprise tinance. and their significant progress in the last four years. Although the formal
banking sector plays a very sma!! :'~~c in meeting the financial needs of micro enterprises,
and of women in panicular. there are approximately ten active public and non-governmental
organizations in Kenya loaning to the sector. In 1990, under the Private Enterprise
Development (pED) Project, l{enya Rural Enterprise Program (K-REP) and its affiliated
NGO lending programs adapted the Grameen Bank approach to Kenya. l Most organizations
in Kenya have adapted it. many with K-REP assistance. and this methodology is largely
responsible for 'he increased outreach in recent years. From 1990 to 1993, there was an
estimated fourfold increase in the number of loans to micro enterprises in Kenya, and 60%
of these went to women. In addition. there is an increasingly active comlTlunity of donors,

:
'the Crameen Bank in Bangladesh pioneered the -group lending" model of

credit extension to the poor. In this model borrowers form groups and guarantee
each others' loans, providing "human" collateral and avoiding the need for
physical collateral while providing a cost effective mechanism for credit
delivery.
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most norably the ODA. the Belgium Embassy and the European Union. funding micro
enrerpri~ lending. Most players are firmly committed to developing sustainable financial
systems to serve the poor in Kenya.

Despile this progn:ss. K~ya is still far behind latin America and Asia in developing
sustainable lending PlogramS. In other pans of the world. many micro enrerprise lenr :"S are
increasing outreach by raising funds in the private sector. Why hasn't Kenya reach, nis
level'? There are several inrer-related factors. Kenyan financial institutions. while ac •.:ving
high rqnyment rates. are nonetheless facing problems with late payment andoutre3ch to
large number of oorrowers. which in tum affects profitability. Until Kenyan micro
enterprise lenders are profitable. they will not be registered by the Central Bank and will
remain prohibited from mobilizing and lending out savings or accessing significant other
private sector investments. In tum. without private sector funds. Kenyan institutions will not
be able to meet the vast demand for credit. increase outreach. and become sustainable. In
addition. there are many players in the market with different levels of performance.
experience and institutional environments. some of which inhibit sustlinablegrowth. The
performance of all players affects the market and performance of others. Finally. the main
product offered by Kenyan financial institutions is individual lending through group
guarantees. This loan ;Jroduct has been in high demand among smaller micro enterprises in
densely populated. mostly urban areas. Yet. there is also demand for finance. at one end, in
even smaller. rural and home-based businesses and, at the other end, in higher capital firms
making the transition from micro to small enterprises.

Thus, increasing outreach and achieving sustainability in micro enterprise finance will
require:

...

...

...

...

investing in a few potentially viable institutions. using standard performance criteria
and objectives regarding repayment. financial ratios and outreach,

facilitating the sourcing of private sector funds. through savings and through formal
banks.

developing the market supply of technical assistance to micro enterprise lenders to
help increase performance standards across the sector, and

developing new products to reach new clientele. notably rural businesses, women in
home-based businesses. and higher capital businesses in transition from micro to
small

With these strategies. USAID proposes to achieve Output 13: an increase in the
sustainable delivery of nnancial services to micro enterprises in Ken)'a.



ZJl PI..&~ OF ACTION

1 Based on the above constr:lints and opponunities analyses. the MICRo-PED project will be
orpniv:d in lhree components. e3Ch addressing key consuaims to micro emerprisc growth:

1) 1be Policy Component will improve the policy and regulatory environment of micro
emerpriscs.

2) 1be Sub-Sector Component will increase cost-effective delivery of DOn-fmancial
services to targeted sub-sectors.

3) The Finance Component will increase sustainable delivery of fmancial services.

The Project will be implemented through a bilateral Project Grant Agreement with the
Government of Kenya. and a variety of instruments as laid out below. The implementing
mechanisms were determined by an analysis of different options. which included a cost
comparison. an assessment of the administrative burden to USAIDlKenya and REDSO/ESA.
an examination of the opponunities for USAID/Kenya substantial involvement in activities.
and an evaluation of the potential sustainability of interventions. The option of contracting
out the entire project in one Institutional contract would increase management costs. (Sec
Annex J). The selected option will likely include three persona! services contractors (2 FSN
and 1 USPSC) to be located within USAlD/Kenya to perform the following functions:

•
•
•
•
•
•
•

Overall and component Project management.
Administering some 7 major grants and contracts.
Providing synergy among activities.
Coordination with other USAID activities. GOK. donors and other parmers.
Financial and administrative ttacking.
Monitoring and evaluation.
Contributing to.strategic reponing and development.

Although the selected mechanism represents substantial management involvement of USAID.
it was selected given the scarce resources of the Project. the strong capacity of Kenyan
institutions to implement many activities. and the need for sustainability.

11
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2.1 COl\IPO~l ONE: POLICY AA'lD ENA.BLlNG ENVIRONMENT

Despite positive OOK policies towards the informal sector. surveys of micro enterprises and
policy expcns reveal tJw policy. regulatory and infrasttuc:ture issues represent significant
constraints to micro enterprise growth. There is an -implemcnCllion gap- between stated
policies and OOK actions on this issue. Having accomplished many major rnaao-economic
and agricultural reforms. the GOK and the donor community are now focusing more on
sector-specific policies. including micro enterprise policy. This creares an opportunity for
USAI!? to contribute to the policy change process.

The output of this compo_nt wiUbe an improved policy and replatory environment.
To achieve this target. activities will be organized around the major inputs needed to
accomplish significant policy change:

I) Establishing a Policy Forum that will facilitate public-private sector dialogue. conduct
appropriate research. and supponing the GOK policy process. and

2) Association development. to bring micro ~nterprises into the policy making process.

In addition. under this component. USAID/Kenya will engage in small research and
experimental activitie~ that inform general strategies for assisting micro enterprise and
employment growth.

2.11 Policy Forum:

The Policy Forum will bring together stake holders from the public and private sector to
work together towards implementing policy changes. Panicipants will direct the rese:lrch
agenda. contribute to the research. and meet in public forums several times per year to focus
on panicuJar policy issues. The goal is that panicipants will take responsibility for ensuring
that policy change is implemented. These panicipants will include a cross-section of leaders
from government. small and large business owners, micro enterprises association executives
and board members. representatives from formal sector organizations and larger businesses,
university researchers, business consultants. representatives of the NOO community,
representatives of the donor community, and others. Every effon will be made to link this
forum with other emerging cooperating groups in the sector. In selected instances when the
OOK demonstrates a limited capacity to any out agreed reforms. the policy forum may, if
necessary, provide teehnical assistance and suppon to the relevant ministries of the OOK to
support policy implementation.

The Forum will be: housed in a research institution. based in Kenya and·yet to be identified,
which will receive a Grant or contract to manage the Policy Forum activities of the Policy



Component. Much of me research will be sub-contraeted to a combination of Kenyan and
inremational policy speciaJisls. The institution housing the Forum and me \'CSC3J'Ch will be a
neutral entity where both public and private sector stake holders CUl meet and work togetber
OIl a common agenda for implementing policy reform. Specific criteria will used to select an
institution that can provide an effective secretariat for tbe Policy Forum and manage its
activities (See Annex F).

The policy n:.scarch. most of which will be funded by the Project. will serve as the basis for
policy dialogue. The general approach should include:

-

or

-.
•

•

•

•

Focusing on priority issues.

Analyzing in greater derail the effects of particular existing laws and
regulations on micro enterprises.

Identifying barriers to the implementation of current policy.

Suggesting alternative policies. and

Dc:veloping clear and specitic strategies for implementing policy change.

At least one study will focus on policy issues particular to women entrepreneurs. In
addition. the Policy Forum will be responsive to policy issues affecting other activities in the
Project. for example rinancial. tethnology and sector-specitic policies.

The Government is a critical actor in implementing policy change. Although much of the
policy research will be undertaken by independent organizations. the capacity of the GOK to
analyze and implement policy change is a key element in reforms taking place. This
component will suppan effons to strengthen the GOK policy analysis and implementation
capability. Suppon for increasing analytical capability will be targeted to me Trade and
Industry Unit of the proposed Kenya Institute for Public Policy Research and Analysis
(KIPPRA). housed wimin the Ministry of Planning and National Development. This
assistance. in collaboration with the European Union and Africa Capacity Building
Foundation. will include the financing of long-term technical assistance, training. and short
term consultants, and limited capital and operating expenses for a period of four years. The
sustainability of this activity will develop from the GOK planning to finance future expenses
through the GOK budget. and through planned consultancies and sale of publications. In
addition to assistance to KIPPRA, shon-term technical assistance may be allocated to various
Ministries to assist in such activities as developing regulations or streamlining procedures.
and other policy change activities. on an as-needed basis.



2.1% Association Strenglhenioc:

To be effective. policy dialogue must include bolh lhe policy makers i11SI the private sector
players affected by policies. in lhis case. micro enterprises. In order to ensure that micro
entrepreneurs themselves participate in policy dialogue. there is a need to strengthen
representative micro enterprise associations. Kenyan micro enterprise associations are young
and have yet to succeed in providing quality services to large memberships.

Associations will be strengthened primarily through training, although other activities may
emerge as associations grow and develop proposals for other activities. Courses will be
developed by a consultant or organization with extensive experience in micro or small
business association development. working in collaboration wilh a Kenyan business training
institution who will ultimately carry out the training. One of the courses wilt focus on
management improvement for associations while the other will emphasize constructive skills
for representing members and engaging in effective representation policy dialogue (See
Annex F). Building capability in the smal1 business membership organizations is a long-term
program. Although training can be accomplished reiatively quickly. it will take time for
such organizations to develop additional strength and become effective representative of
micro enterprises.

2.13 Str:ltegy Support

In addition to these focused activities. USAID/Kenya will engage in several smilJl research
and experimental activities designed to develop and inform the development community about
new approaches to employment creation. These activities witJ emerge during Project
implementation. but potential areas to be explored include:

a) Data collection and analysis to explore micro enterprise contribution to economic
growth and the quality of micro enterprise jobs.

b) Analysis of gender constraints in micro enterprise development examining the causes
and exploring solutions to women's disadvantaged position in the sector.

c) Targeted or experimental assistance to stimulate demand for micro enterprise products
through stimulating wider macro-economic growth (e.g. through assistance to the
Capital Markets Authority). and through increasing effective linkages to the
agricultural sector, and

d) Investments in developing better monitoring tools and linking latest techniques and
data to the national data reporting systems.

These and other areas of SIr3legy Support will be managed directly hy USAID/Kenya.
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BenerlCiaries: The beneficiaries of the policy component will be all micro entrepreneurs,
their employees and the unemployed people that will find jobs as a result of a growing micro
enterprise sector. Policy refonn will benefit many small businesses as well. A focus on
licensing and deregulation will benerit urban businesses more. since these problems are more
significu1t in urban areas. and a focus on infrasuucrure would benefit rural businesses ~ore.

At least one policy activity will specifically benefit women. Finally. most micro enter.- .'4

an: located in the southern ponions of lhe country where most of the population residl
rather than the Nonhern. semi-arid provinces where there is not much market activit)

One of the major constraints facing micro enterprises is poorly functioning markets. Market
constraints vary across sectors, and solutions involve a variety of non-tinanci:ll interventions.
In order to strengthen micro enterprise markets. the output or this component will be to
increase the cost-effective delivery or non-linancial assistance to targeted sub-sectors.
Success will be e"'ident in increased employment in the targeted sub-sectors.

The strategy of this intervention is to) focus on high potential group of micro enterprises that
operate in similar markets. or sub-sectors. such as the dairy sub-sector. identify particular
constraints facing micro enterprises operating the sub-sector. and carry out cost-effective,
non-financial interventions to alleviate these constraints. For example. micro enterprises may
be constraints from trading in fresh milk because they lack refrigeration. An intervention
might be to introduce large coolers adapted to the cans many micro entrepreneurs use to
transpon milk. Specitic sub-sectors and interventions will be designed during Project
implementation. but there are several operating principles that implementing organizations
will subscribe to in carrying out sub-sector interventions (See Annex G). These principles
reflect the combination of two approaches so far developed in the. field of sub-sector
development: a broad "analytical" approach that analyses markets weaknesses and identities
single interventions that affect large numbers of micro enterprises ("leveraged"
interventions). such as technology or policy change: and an "incremental" approach that
relies on NGOs to engage micro entrepreneurs in defining constraints and interventions, and
focusses on the immediate felt needs of business people. This approach is still new, so
strategies will evolve and lessons learned wit: be documented and shared.

USAID/Kenya has already identified two broad sectors that show high potential for
employment creation: agri-businesses and metal-related firms. The agribusiness sector. made
up largely of fruit and vegetable traders. restaurants. and food processors, was sclc:cted
because of its large size. high panicipation of women, and linkages to agriculture. In
contrast. the metals sector is small. but individual firms grow quickly. most employees are
either paid employ~s or apprentices. and the sector is instrumental in the development of the
tr:lI\spon ~d macnine/tool markets in Kenya. which in tum facilitate growth in all sectors.
These two different sectors were also selected. in part. to learn lessons about intervening in
dramatically different types of markets. These sectors represent broad categories. However.
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in order 10 identify specific constraints and interVentions. more specific ·sub-sectors-. such
as dairy or non-rnc:J«OrizaI transpOrt. will have to be selected during Project implemenration.
The implementors may also identify reasons why other sectors should be considered in
addition to or instead o( these. but information to date indicates that the agri-business and
mctIISsect0r5 have a suong potential (or increasing micro enterprise employment
(ICristjianson & Wangia. 1995: Masincle 1995).

USAJD will select an Institutional Conb'3dOr (IC) or a US Private Voluntary Organization
(PVO) to implement the sub-sedDr activities in par1ne1'Ship with Kenyan institutions. (The
IC/USPVO will also provide the technical assistance under the Finance component.) The
IClUSPVO will develop a specific process for implementing this component. and this process
may evolve and change 4i1S lessons are learned during implementation. Based on consultation
'Aith expens and with potential Kenyan partners. the (ollowing process is suggested (See
Annex G for details):

I.

.,..

Staffing: The: IC/USPVO should have one international and one Kc:nyan professional
dealing with the sub-sector component.

Seminars: To launch the activity. and as a coordination and monitoring instrument
throughout the Project. the IC/USPVO will hold seminars with players in the broad
sectors already selected as high potential .. agri-business and metals.

3. Selecting Interventions andImplementing Organizations: After the initial seminar.
and throughout the Project as additional constraints emerge. Kenyan Implementing
Organizations ((Os) will propose interventions to be funded by the Project. Proposals
will be "selected according to a set of criteria to be developed during implementation
(See Anne't G (or draft criteria).

4. The IC/USPVO may also solicit proposals for additional activities.

s. Institutional Development: The IC/USPVQ will conduct institutional analysis on
likely las prior to awarding grants. This analysis will determine institutional
capabilities and needs. Institutional development objectives will then be built into the
expected outputs of the grant. and key activities (such as training. management
consultants. MIS systems. and capital equipment) will be funded in the grant.

6. Institutionalization: By the end of year I. the IC/USPVQ will make a plan (or
institutionalizing the activities in which it i'5 engaged.

This six step process is illustrative of an approach that incorporates the operating pri,nciples.
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but the process may be modified as experience suggests the most effective. sustainable
appcoachcs. In idditioa. there may be exceptional cin:umstanecs under which c:ross-sector.aJ
plopam would be fimnad. for c:ampIe if such a procram would incn:ase knowledge about
consttaints and opportuDitics in different Sl:CUH'S or ifsuch iDla'ventioas prcvide valuable
lessons Icamcd about sustainable delivery of non-financial scMces.

8eDd"1Ciaries: Sub-sedOr Dadopment wiD mainly assist micro e:Dbepreneurs and
employees in the agri-business and metals sectors. The agribusiness scctoI' has a high
proportion of women and ror2J aUlepreneurs. and many workers who are unskilled and
unpaid and. thus. POOla'than workas in many other sectors. In addition. development of
the api-business sector win benefit farmers. In conlaSt, the metals sub-sc:dor is mainly
urban~· and predominantly comprised of skilled men. who are well paid and who receive
signi~t training on abe job. Employment cre:ared in the agribusiness sector is. thus. more
likely to reach the poor in large numbers. but jobs crated in the meWs sector an: more
likely to be high quality jobs. Both sectors are geographically sprad throughout southern
Kenya where most of the population lives.



2.3 COMPONENT THREE: FlNANCIAL ASSISTANCE

Access to credit continues to be a major handicap fating the &rowth of micro enterprises in
Kenya where demand far exa:eds supply. The fonnal banking institutions have not
developed appropriate instruments for supporting the micro enterprise sector although its
contribution fO employment creation and economic development in general has been widely
acknowledged. Micro enterprise lenders. mostly NGOs. have yet to reach levels of outreach
and susuinability achieved in Latin America and Asia.. This component wi:l focus on
increasinl.SUSQinable delivery. of credit to miao·enta'prises. It will build on experiences
pined under the Private Enterprise Development (PED) Project. and is likely to involve
most of the NGOs who panicipate or have participated in that Project.

The MICRo-PED Project will engage in three major activities to suppon the sustainable
delivery of financial services to micro enterprises in Kenya:

•

•

•

Assisting in the conversion of a credit-providing NGO into a formal
financial institution;

Granting funds to lending institutions that serve micro enterprises insI
have a reasonable chance of attaining institutional and financial
sustainabmty by eventually raising funds through the private sector; and

Facilitating the availability of technical assistance to micro enterprise
lending institutions and programs in Kenya.

Under this component there will be several other minor activities. First, USAID will
facilitate dialogue between Banks and NGOs to encourage NGO borrowing from banks.
USAID/W loan ponfolio guar3ntee funds. which are administered through another Projc:ct.
may be instrumental in developing these relationships. Second. USAID may iund small.
experimental initiatives to develop additional loan products to serve clients who are not being
served by current products. Third. USAIO may fund the development of innovath·c training
cunicula in private sector organizations that offer training to micro enterprise lending
institutions.

2.31 Conversion of an NCO into a Fonnal financial Institution

MICRo-PED will assist the major credit NGO in Kenya. Kenya Rural Enterprise Program
(K-REP) through the critical stage of transition from an NGO to a formal financial
institution. This will include strengthening K-REP's capacity to extend and collect loans on a
widespread basis. establish savings instruments attractive to depositors. attract domestic
invtstors. expfore the puiiibiHties of anra;~;ng funds from lite capital markets of Kenya. and
provide quality training to its ~mpll)Y~~s .. I\·REP. the major player und~r :he PED Project.
is a dominant player in micro enterprise finance in Kenya and has the mo\( concrete plans
fm :lIt.lining slistainahility. (0 c()n\~rt (0 a commercial bank in 10 97. K·HEP has



demonstrated the potential to expand its program and realize a sustainable credit program for
micro enterprises. The transition to becoming a bank will require increasing· profitability by
consolidating cunent activities to reduce delinquency and then expanding existing credit
delivery services to achieve economies of scale. This expansion. and the capital
requirements of registering as a Bank. will require a significant injection of technical
assistulce to develop savings instruments and structures and to comply with Central Bank of
Kenya regulations. When K-REP registers the Bank. K-REP will establish a Trust which
will effectively own the K-REP equity and reinvest profits back into the bank. or into K-REP
NOO activities. K-REP is following the model of USAJD-supported BANKOSOL in Bolivia
and has a working relationship with the institution to assist in the transition. In the past. K
RF.P offered significant technical and financial assistance to other micro enterprise lending
schemes. However, with its expanded programs and plans to become a Bank, K-REP will no
longer be in a position to playa key role, as it did under PED, in supporting the growth of
other micro enterprise lenders, who are increasingly representing competition.

K-REP has already initiated this transition process. A key Project assumption is that K-REP
is capable of completing the process with minimal direct involvement of USAID/Kenya.
However, K-REP will require assistance in two key areas: technical assistance/training and
capitalization. Funding for technical assistance and training will be provided to K-REP and
K-REP will independently procure the necessary technical services to assist it in this
conversion process. TA is likely to be needed in the following are:..s: chanering and
compliance procedures: organizational expansion, including the expansion of the loan
portfolio and establishment of savings instruments; and capital market linkages. It is
envisaged that approximately 5200.000 will be required for TA and training activity.

Although K-REP is developing plans for attracting new funds from sources as large as
institutional investors and as small as depositors that have passbook savings of USS25, there
will be a need for equity investment by USAID in the short term. Depending on the detailed
lending projections submitted to USAID by K-REP, USAID will place funds for loan capital
on an incremental basis in K-REP, either directly or through another investment m~hanism.
Preliminary indications are that S3.8 million may be required, although MICRo-PED will
only panially-fund this need at an estimated level of 5800,000. Additional funds are likely to
come from the USAID/W PRIME fund and from other donors.

Prior to the provision of any funds to K-REP for it to carry out the listed activities, K-REP
will be required to demonstrate to USAID/Kenya that it meets the selection criteria explained
under Section 2.32. This requirement will be incorporated in the agreement instruments as
condition precedent. Thereafter, USAID/Kenya will establish performance indicators thatK
REP will meet as a requirement for receiving continued support under this Project. (See
~.!'.t'.ex. H.)



2.31 Gnats to Selected Micro Euterprise Lendin& Insaitutioos

In addition to the provision of credit to micro and small enterprises by K-REP. the Project
will also provide funds through other. can:fully-se!ected and supervised lending institutions
that serve micro enterprises. The· type of institution and die loan product may vary. but the
likely candidates are the NGOs currently involved in fairly extensive micro enterprise lending
programs. in Kenya using the group-Iending methodology. Experience in Kenya and other
countries indicates that only a few institutions will achieve sustainability and widespn:ad
outreach. The MICRo-PED Project will focus its resources on such institutions. NGOs
desiring grant assiSQJ1ce from USAJD/Kenya to continue and/or expand their credit programs
will be required to compete for funds based on strict perfonnance criteria. Funds. which
will be directly administered by USAID.will be granted for:

1. Loan funds at existing branches that meet the performance criteria.
USAID may fund new branches if !ill other branches perform as indicated
below.

::!. Recurn:nt and capital c:xpenditure associated with branch operations. This
may inciuCle "headquaners" costs as appropriately allocated to the funded
branches.

3. Institutional development activities such as a monitoring information system
for accounting and loan tracking, monitoring and evaluation plans. tinancial
models. strategic plans. training and staff development systems, other forms of
non-recurrent technical assistance. etc.

As·indicated earlier. strict performance criteria will be applied to the NGO seeking USAID
assistance. It is becoming increasingly important that micro finance services be pr~)Vided to
the poor through specialiZed institutions that emphasize the attainment of tinancial viability.
Doing so is one of the: most important preconditions to achieving exponential growth.
MICRo-PED will build on its successful experience. while retining its lending strategies.
One such refinement will be to introduce performance criteria and channel funding to
successful branch operations. In doing so. USAID will assess past performance at the branch
level-including.on-lime repaymems of at least 95%. loan ponfolio at risk of less than lS~.

satisfactory branch sufficiency ratio. and acceptable cost per shilling lent. In order to larget
those NOOs that promise financial sust:linability. criteria at the institutional level will also be
applied. Such criteria may include an average repayment and cost per shilling lent rate for
all branches at an acceptable level. an MIS system that is functional. a system of determining
clearly-deuned protit centers or branches. and a clear plan for achieving high outreach and
financial suslainabitity. (For detailed illustrative criteria. see Annex H.)

It is envisioned that channelling funds to better performing NGOs will increase the ;:-ripact of
USAID investment and increase incentives for better performance throughout the: mi ~ro
enterprise lending sector. Based on USAID experience. there is not a large pool of micro



enterprise lending NGOs with financial sustainabiJity potential in Kenya. A few that are
likely to satisfy the selection criteria have participated in the PED Project. These include
five poIeI1tia1 parmers from which to select.

1. Promotion or RurallnitiatiVe5 aDd DneJopmeat Enterprises (PRIDE)
Kenya has received direct funding from USAID and through K-REP. The
program has csaablished an expansive branch netWOrk for credit delivery to
micro eruerpriscs in Kenya. has plans for expansion and show potential for
becoming fmancia.lly sustainable in the long run.

2. Keoya WomeD Finance Trust (KWFn has bun a beneficiary of USAID
funding through K-REP. Its credit program although small in outreach has
been pertorming well and has potential (or growth.

3. The National Council of the Churches of Kenya (NCCK). a membership
church organization with both social and development objectives. implements a
national credit scheme with funds from USAID/K-REP and EZE (a German
affiliation of proteslal1t churches). One branch is pert'orming very well. but
others have signi ricant issues.

4. Presbyterian Church of East Africa \PCEA) Chogoria Hospital manages an
Enterprise Development Project with funding from USAID/K-REP. Although PCEA
Chogoria is a regional program. it has achieved impressive results and has potential to
increase outreach within the hospital"s catchment area.

5. Totaro Home Industries. based on the coast. focuses on income
generation for low income people. panicularly women. The credit program.
funded by USAID/K-REP. has reached very poor people. but with lower
repayment rates than other schemes.

All these organizations. and there are several others in Kenya that have not received USAID
support. primarily use a group lending model based on the Grameen Bank and adopted to
Kenya by K-REP. It is envisaged that a typical NGO grant would be about S500,OOO.
MICRo-PED budget (or thiscon.ponent is 52.0 million.

2.33 Technical Assistance

While the NGOs which are expected to panicipate in micro enterprise credit have
demonstrated considerable skill in lending to micro enterprises. it is recognized that the
iUiiiiraiWe sclmion criteria iisted in Annex H wlil not be easy rot' NGOs 10 mcct and
maintain without some outside techniC31 assistance. The Project will. therefore,provide
funds for technical assist."\nce(TA) in two ways.



The first win be providing TA funding under the grants to NGOs panicipating in the above
componenr. Such funds. envisaged to avenge $50.000 under c=lCh gr.lIlt. will be used for
procuring TA. of their choice from their prer'Crred source. This demand-driven approach will
enhance the ability of these NGOs to build links with other sources of technical assistlna:
which will continue beyond the Project period. an important faaor in sustaining such
institutions.

Second. the Project technical assistula: team. which is likely to include one intemauonal and
one Kenyan professional dedicated to micro enterprise credit. will assist NGOs in identifying
areas·iiI which they need assistana:. In the interest of increasing performance standards
throughoot the market. assessment services will be made available not only to NGOs who
apply (or and receive grants from USAID/Kenya but to other NOOs that are active in the
micro enterprise finance ~tor. The main activities for the TA team will be to:

I)

2)

3)

~)

S)

Refine the illustrative selection criteria to incorporate up-to-date information
and data.
Conduct a~sessments of lending operations and institutional de....elopment
issues. Such assessments will. determine areas where NGO programs need to
be improved and where technical assistance may be requircd, and may
determine eligibility for funding under the Project. The NGOs will be
involved in drawing up the terms of reference for the assessments.
Organize workshops and seminars on such topics as managing delinquency,
increasing outreach. developing new loan products, MIS system development.
mobilizing savings. etc.
Compile a database of technical assistance sources that NGOs can access. and
Strengthen a network of NGOs involved in micro enterprise lending to pertorm
the above functions. if such a network emerges. The micro enterprise lending
NGOs will take respon~ibility for forming and supponing the network. If the
network emerges. the TA team will assist. If it performs well. the TA team
will tum over i,s functions to the network. If not, other strategies for
ach:eving sustain~bility will be developed during implementation.

The ICJUSPVO managing the Sub·sector component will also provide the above TA.

Beneficiaries: Borrowers in successful lending schemes tend to be entrepreneurs .utated in
densely population and high potential areas due to the economies of scale in such areas.
Women are over·represented as borrowers and an evaluation of K·REP implied that loans
were reaching firms that were growing at below average rates. i.e. poorer firms. and
assisting them to reach average growth rates, in terms of employment. Thus. the program is
increasing employment in needy firms. In addition. the K·REP evaluation showed that
hOUsehold income or entrepreneurs was increasing. as were assets and standards of living.
So. the ft'milies of entrepreneurs. and probably employees. benefit as well. Micro enterprise
lending programs are geographically spread across southern Kenya whercver there is strong
market activity.



~ LINKAGES TO BROADER l'SAm STRATEGIES

3.1 r:CONOMIC GROWTH & mE ~nCRO ENTERPRISE INrrIATIVE

MICRo-I'ED directly conttibutes to the Agency's economic growth strategy and micro
enterprise initiarive through suengthening markets. and expanding access and opponunity.
Market constraints are the most significant problem facing micro enterprises in Kenya. The
Project aims at strengthening markets through examining the sectoral markets that micro
enterprises operate in. identifying constraints and engaging in interVentions to·alleviate these
constraints. In addition. the Project will strengthen markets by reforming OOK regulations
and administrative pradices that inhibit functioning of competitive" unrcgulalcd markets for
micro enterprises. By focusing ~;~~ce on micro enterprises" the Project will expand
access and opportUnities for the poorest business people in Kenya, many of whom are
women. The Policy activities aim at increasing the paniciparion of micro entrepreneurs in
the policy making process. And, the Finance component aims at expanding outreach of
credit and savings facilities to increasing numbers of micro entrepreneurs by supponing the
development of sustainable financial systems.

Throughout project implementation, MICRO-PED will adhere to operating principles =-

consistent with USAID strategies, which have proven to be effective in achieving sustainable.
people level impact:

•

•

•

•

Building the capacity of Kenyan institutions, including NGOs, associations and
the GOK. to assist micro enterprises.

Engaging the panicipation of micro enterprises, their associations and
assistance organizations throughout the intervention process, paying particular
attention to women's panicipation.

Managing for results: monitoring people-level impacts, documenting lessons
learned, and using monitoring information to influence project directions.

Monitoring and assessing strategic issues: Assessing the impact of project
interventions on gender relations, income and economic growth, and the
environment, and developing more effective strategies for increasing positive
impacts in these areas.

• Facilitating and engaging in effective coordination with panners. Engaging in
experimental initiatives, disseminating USAJD lessons learned to partners and
encouraging additional panners to join USAID in successful interventions.

These approaches willassiSl MICRO-PED implementors to be more effective. incrca...<e
sustainability. increase leverag;:>, and maintain USAID/Kenya's leading role in micro
enterprise development in Kenya.



3.2 THE ~"EW PARTh"ERSHlP L'mATIVE: BLTJLDISG LOCAL CAPACITY

MICRo-PED will continue in me spiril of me former Private Enterprise DevcIopmenl
project. whose purpose was to -Build the capacity of Kenyan institutions to provide suppan
services to privalC CJ1terprises.- In MICRo-PED, capacity building effons arc an integral
part of the way the Project will do business. The Policy component will sttengthen
representative associations of micro enterprises. improve a Kenyan research institution's
ability to facilitllC policy dialogue, and increase research capabilities of numerous institutions
through panncrships with Nonhero researchers. The Sub-seaor component will strengthen
the NGO partners who win devise and implement sub-sector inlCrVentions. The finance
component aims at strengthening the market for technical assistance so that Kenyan fmancial
institutions will have access to technical expertise from organizations around me world
through a Kenyan network of micro enterprise lenders. NGOs will be empowered through
technical assistance and increased cooperation with Nonhem NGOs. Small business
panncrships will be strengthened through technical assistance from similar US associations,
and democratic local govemance will be enhanced through association development and the
creation of a forum for stakeholders to address policy issues. These types of link have
already played an imponant role in the Project design process and will be a vital pan of the
Project success.

3.3 USAlD/KE.."lYA'S l\IISSION: INCREASING BROAD-BASED ECONOl\UC
GROWTH .

The USAID/Kenya Mission Strategy is being developed as the 1990-1995 strategy drawn to
close. Nevertheless, several directions are apparent at this stage, based on progress under
the former strategy and analysis to date in preparation for the new strategy. The
USAID/Kenya Mission is. currently, to increase broad-based economic growth. This is
achieved by reducing population growth and increasing employment, productivity, income
and foreign exchange earnings. The Private Sector Strategy of increasing private enterprise
employment has contributed to the latter target.

The USAID/Kenya private sector strategy is evolving based on changing economic ~ondition

and lessons learned about successful development strategies. Until the late 19805, Kenya had
successfully balanced an inward looking economic strategy and a public-sector led
employment program. In the early nineties, however. structural problems in the Kenyan
economy emerged in the form of balance of payments problems, inefficiencies in the public
sector, and resulting GOK budget constraints. In response, the GOK developed a private
sector, expon-Icd growth and employment strategy. USAID/Kenya supported this initiative
by promoting growth in two high·potential sectors: increasing non·traditional exports and
increasing productivity of small and medium enterprises. The Private Enterprise
Development (PED) Project supported the latter target, but lessons learned from these
activities suggest that more jobs were created with fewer resources in micro enterprise
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development activities. In addition. a 1993 National Baseline Survey of Micro, Small and
Medium enterprises documented the extent and imponance of micro enterprises in
employment creation. This. in addition to USAIDIW's recent focus on micro enrerprisc. has
led· to the focus on the MJCR~PED Project on micro enrerprises. Other·inter-related
lessons emerging from evaluations and analyses include the importance of tlJcing a sectoral
approach to business development. the importance of agriculture to Kenyan private
enterprises. and the importance of fostering better links between businesses and fanners in
order to strengthen agricultural markets. This strategy has influenced MICR~PED's

sectoral approach and the focus on the agri-business sector. Finally. successful strategies in
building capacity in Kenyan institutions. facilitating constructive public-private sector
dialogue. and strong coordination with donors and other partners. will continue to influence
the operating principles of MICRo-PED.

3.4 LINKAGES TO 01llER USAID/KENYA SmATEGIC OBJECTIVES

The MICR~PED Project interv--.ntions afford good opponunities for increasing program
impact through linkages with other USAID/Kenya strategic objectives and targets of
opportunity. For example:

3.41 Increasing Agricultural Productivity and Fann Incomes

Agricultural prod~ctivity and farm incomes are inextricably linked with micro enterprise
development. First. many micro entrepreneurs are also farmers. When micro enterprises
earn income or obtain finance. the increased capital can be invested in farms, and ,,';c(J ..·trsa.
Second. the majority (78%) of micro enterprises are located in rural areas. They provide
inputs to farms - tools. fenilizers, pesticides - and they purchase agricultural produce from
farms. providing vital links between farms and markets. In tum, farmers provide a market
for micro enterprise products and supply necessary inputs to micro enterprises. Stagnation or
growth in either sector immediately affects the other. Both farms and micro enterprises are,
after all, small businesses. Thus. USAID/Kenya activities in micro enterprise development
and agricultural development will enhance each other. but particular linkages may evolve as
the Agricultural Strategy for the next five years emerges. for example:

•

•

Small scale fanners are in need of credit. and micro enterprise finance
programs have devised effective methodologies for credit delivery. The
Project may experiment in applying micro enterprise lending techniques to
agricultural credit.

In the new de-regulated environment. input supply markets for farmers are not
functioning well and shonagesof seed. fertilizer and pesticides and appropriate
(arm tools constraint small· seale agricultural production. Micro enterprises in
the agri-business sector could be playing a more significant role in supplying
these items. Activities in the sub-sector component may be able to address
some of these concerns.
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3.42 I.acrasinc Food SecurilY:

Achieving food security requires progress in increasing supply, access and use. By
improving the functioning of rnarlcets in the agri-business sec1Or. MICRo-PED will
contribute to increasing the supply of food products. Increasing employment will increase
income and, thus, contribute to increased ac:cess to food.

3.43 BuildiD& Democr.acy:

Functioning democracy is important for the growtb of a broad-based, strong private sector.
Without appropriate, transparent and correctly implemented property rights, contract taw and
business regulations. micro enterprises will consistently be in violation of laws and
regulations and will be subject to perceives -harassment. - Without strong representative
associations. it is difficult for Government to know how policies an: affecting micro
enterprises and how the Government em act to enhance job creation in the sector. Without a
positive relationship. characterized by open dialogue. the private and public sectors will be at
odds with one another. instead of working toward commtln development goals. MICRO
PEO aims to increase the panicipation of micro enterprises in the policy making arena by
strengthening associations and creating opportunities for dialogue between the public and
private sector.

3.44 Strengthening PVO (Private Voluntary Organization) Institutional Capacity:

Strong non-governmental organizations are key service providers to micro enterprises.
MICRo-PEO will strengthen the NGOs it works with using an institutional development
matrix to identify needs and monitor progress. Expertise in institutional development will be
required throughout the Project. Particular linkages between MICRo-PED and the new
USAID/Kenya PVQ Project may emerge as the latter design is .formalized.

3.45 Decreasing National Fer1i1ity " Reducing HIV infection:

Micro enterprise development contributes to reducing fenility and HIV infection by
increasing incomes. which, particularly among women, usually correlates with smaller family
size and better health. Enhanced impact could be attained, however, through increasing
panicular linkages between MtCRO-PED activities and those planned under USAID/Kenya's
new APHIA Project. Possibilities include:

• Promoting the micro enterprise involvement in the sale and distribution of
condoms through micro enterprise finance programs and business associations.

~1'
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Studying and sarengthening the self-help initialives thai develop alongside
credit groups mel assoc:iaDons to enc:our.age tbc powtb of more SIJ'UdUI'ed and
better functioning health insurance schemes.

Educating micro enbtprclleurs aDd their workas about family planning and
AIDS issues by adopdng techniques CUl'RDdy used in Jar:e privare sector firms
to be applied in finance prognms and micro entaprise associations, wbele
large numbers of micro enrerprises meet.

Using micro·enterprise development institutions and associations lIS a method
of identifying and strengthening very small private sector clinics and, where
relevant, for delivering finance to privare sector clinics participating in USAID
bealth Projects.

Throughout the Project. effon will be made to obtain synergy among different activities of
USAID and. indeed. with other panners striving to achieve similar strategic objectives.



SECl10N FOlTJt: DEFINlTION OF SCCCESS

4.1 MONITORING PRINCIPLES:

1'ben: are several .principles that will guide the general approach to defining and measuring
snccess of the MICRo-PED Project:

1. Establishing dearly defmed and focused ourputs to guide the Project.

2. . .At the implementation level. defining and monitor.ng success in partnership with
implementing organizations. This means establishing clear targets early in the life of
Project. with input from implementers. and developing simple. cost-effective
monitoring systems. managed by implementing organizations. The system should
provide information nceded by Project managers and implementers to improve
effectiveness. efficiency and impact.

-
-;

3. Regular reporting. review and discussion or progress among Project managers and
implementers. This will ordinarily occur through semi-annual Project Implementation
Repons and annuaJ Assessment of Program Impact reports.

4. Independent mid·term and final evaluations that assess Project performance. impact
and relevance.

The specific targets and indicators of the MICRO-PED Project are defined in detail in the
logframe. Some of the indicators have been developed. while others will be developed at the
early stages of Project implementation. This section is a description of expected Project
outcomes. methods for monitoring these outcomes. and a discus:ion of areas to explore to
ensure that the Project achieves meaningful impact.

4.2 L'iTE.~ED RESULTS

4.21 Goal

~ The goal of the MICRo-PED Project is to increase private enterprise
employment.

Indicator: Average Annual Private Enterprise Employment Growth Rate up from 12~ to
17~; (percent women, 38").

The average annual private enterprise employment growth rate was estimated ('\.t 12~ (over a
ten year period) for 1993. Given a significant increase in micro enterprise employment, the
average annual private enterprise employment rate (over a ten year period) is expected to
increase to 17%. Women comprise an estimated 35% of this employment. Due to the
projected increase in micro enterprise employment. which has a high proportion of women. it
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is expected lhat Ihe proportion of women in privare enterprise employment as a whole will
increase to 38%.

The employment growth rate was calculated using Central Bureau of Stuistics (CBS) datl for
firms with over ten employees. combined with USAID smveys of employment in finns with
fewer than ten employees. micro enterprises. To estimate employment in micro enterprises,
US.A.:OIKenya c:um:ndy conducts National Baseline Surveys using the methodology
developed by Michigan State University. It is upccted that this type of survey will be
repeated twice during the Project period. The study is currently conducted through the
USAIDIW funded OEMJN1 Project in pannershipwith a Kenyan NGO (K-REP>, under the
auspices of the CBS. Effons were made and win continue to a) increase the capacity of K
REP· to carry out the survey independently and b) integrate this type of survey into regularly
reported Government Statistics.

4.22 Purpose

Purpose:

Indicator:

The purpose of the MICRO-PED Project is to incrClSe micro enterprise
employment.

Average Annual Micro Enterprise Employment Growth Rate up from 13 % to
18%. (40% womc:n)

Using the National Baseline data. the average annual growth rate (over ten years) is
estimated at 13%. It is notewonhy that this rate is very close to the growth rate estimated
by the CBS for the -informal sector." Given the trends in recent years, it is optimistic but
realistic to assume that the average annual employment growth in micro enterprises can
increase to 18%. Women currently comprise 40% of micro enterprise employment. and the
MICRO-PED Project hopes to maintain this high representation. The Project is expected to
significantly contribute to this increase. Micro enterprise employment will be measured
through national surveys as described above.

4.23 Outputs

1. Output One: To improve·the policy and regulatory environment affecting micro
enterprises.

Indicator: Improvements in specific policies defined in a Policy Matrix.

These changes will be renected in a qualitative policy matrix that will be developed by the
Policy Forum team and USAID at the beginning of the Project and will be reported on
regularly throughout the lire of Project. Because the Project focusses on implementing
policies. many of which have already been announced, the matrix will need to renect
implementation. not simply policy pronouncements.
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2. OutPyt T.....o: To increase employment in targeted sub-sectors through expansion of
cost-effective business services for micro enterprises.

Indicators: -Increase in Employment in Targeted sub-sectors of :!7~,OOO jobs
annually.
-Number of micro enrerprises receiving non-financial services, to be
determined during Project implemenration.
-Business contribution to the cost of services. 50%.
-Increase in Institutional Capacity of panicipating NGOs. as measured
through an Institutional Development Matrix.

The first sectors that will be targeted are agribusinesses and metal related finns. The
targeted 18$ employment growth rate in micro enterprise employment implies that the
agribusiness sector will have to generate 250.000 jobs annually and the metals sector will
have to generate 2~.OOO jobs annually. This increase will be attained through identifying
constraints and developkng cost-effective interventions in the sectors. Women comprise 41 $

of employee.~ in agri-businesses and 1% of employees in the metals sector. These ratios are
expected to stay the same. Some interventions will involve provision oi services, such as
training, directly to firms. This firm-level assistance will go to women in representative
proponions. Other activities wiJl be "leveraged" interventions that will affect large numbers
of firms in the sub-sector, for example changing health regulations affecting food processors.
Until the constraints and interventions are fully developed, then, it is difficult to determine
how many firms will receive direct assistance. and what the measures and targets for cost
effectiveness will be. Rather, these will be determined, agreed and monitored with
implementing organizations when grant agreements are signed. However, it is expected that
any value added services provided under the Project would recover 50% of the cost of
deliver from the businesses. In the long run. the aim is to develop services that will be
financially sustainable, like the credit services, but in the timeframe of the Project. and given
the current levels of subsidies for non-financial services, a 50% cost-recovery target
represents substantial progress toward sustainability. Finally, as in the tinance component,
sustainability will also be achieved by increasing the institutional strength of implementing
organizations, which will be monitored using an institutional development matrix.

Employment in the targeted sectors will primarily be tracked through the National Baseline
surveys (GEMINI). The technical assistance team will also carry out regular sector studies
to assess changes in constraints and opponunities in the sector. Prior to awarding grants, the
technical assistant team will work with implementing organizations to determine targets and
measures for supported activities, and implementing organizations will track and reports
against these indicators. The team witt carry out an institutional assessment during the
Project to establish targets and monitor changes in institutional strength. At the aggregate
level, the National Baseline Surveys will repan on the proponion of firms that are receiving
non-financial assistance.
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4. Outpyt Ibm;:

Indicators:

To increase sustainable delivery of financial services to micro
enterprises.

-W.OOO new micro enterprise borrowers. 60$ women.
-2 USAID funded institutions fully sustainable and ~ at break-cven
level.
-Increase in Institutional Capacity of participating NGOs. as measured
through an Institutional Development Matrix.

With the level of investment programmed under the Project. including the counterpan funds
invested by participating NOOs. and taking into account the re-lending of these funds over
the five year period. it is expected that 40.000 new borrowers will be reached. The Project
will also repon on the number of current borrowers served. The cumulative number of
borrowers reflects the overall impact of the Project: the cunent borrowers reflect sustained
outreach. Under the Private Enterprise Development Project. 60% of borrowers were
women. and we expect this high representation to continue. There will be two indicators of
susrainability. One is the financial sustainability of institutions. as measured by the ability of
organizations to cover their operational and capital costs. It as expected that two financial
institutions will progress to achieving fuJI financial sustainability (covering implicit C:1pital
costs) and in addition will access funds through the private sector in the fonn of savings
mobilization and commercial bank loans. This will significantly expand outreach as well.
Two other financial institutions are expected to break even (cover operational costs) during
the period. The other indicator for sustainability is the institutional strength of financial
institutions as reflected in an institutional development matrix which will assess such areas as
strategy. mission and leadership; institutional design: personnel management; financial
management; and management information systems.

The combination of measuring outreach. tinancial sustainability and institutional strength
should retlect changes in the sustainable delivery of financial services. The outreach and
financial sustilinability data will be generated by the management infonnation systems of the:
financial institutions. These systems are generally in place in most lending organizations, but
usually require improvement as the organization grows and focuses more on sustainability.
A fairly standard institutional development matrix will be developed by the teehnical
lSSislance team. customized in conjunction with each institution. The financial institutions
will then repon progress regularly. The technical assistaOcestaff will carry out a thorough
assessment of financial institutions during the Project, cstablishing targets and monitoring
progress in pannership with the financial institutions. At the aggregate level, the proportion
of micro enterprises receiving finance will be reported in the National Baseline Surveys
(GEMINI).
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4.3 ~IO~TrORJSG PROJECT RELEV"NeE:

The above discussion reflects resullS and systems for monitoring specific indicators mat an:
currently in USAlDlXenya's manageable interest 10 affecL However. there are some key
assumptions behind the use of these indiclIors mat bear continued investigation. and some
other indicators that deserve exploration, if USAID/Kenya is to ensure that Project activities
contribute to USAID/Kenya's strategic objective of increasing broad-ba::cd economic growth.

The indicators of this Project focus on employment. which is a major problem facing the
Keny3ri economy and social system today. However. USAlD/Kenya is conscious of the need
10 answer two sets of questions mat could change the way we define success.

1. The first has to do with ensuring that the increases in employment that we measure are
positive indicators of increasingcconomic growth and welfare in Kenya. It ~s important to
monitor the implications and characteristics of employment growth by tracking wage levels.
output levels, and productivity in micro enterprises. The more that is understood about the
relationship between employment, output and productivity in micro enterprises. the more
USAID can target the Project interv~ntions towards increasing productive employment and
raising income. for all groups. in addition to simply increasing employment. An examination
of this issue will also help USAJD identify high potential groups of firms. and assess the
constraints to the profitability of women-owned enterprises. USAID will study this issue
through including financial data in the national baseline surveys and throu~"a special studies
during the Project.

2. The second has to do with capturing. monitoring and increasing the extensive benefits of
increasing micro enterprise employment. Employment indicates that an individual is earning
a livelihood. increasing income and improving their standard of living. At the same time,
dynamics within the household can contribute to and take away from the performanc~ of
firms. It is important to understand how businesses and business income tit into the
household economy in order to capture and improve household level benetits from
interventions, and to capture and alleviate household patterns that constrain business, 2I1d
therefore income, growth. USAID/Kenya plans to analyze these issues in Kenya through
special studies and by cooperating with research in progress in the USAID/Washington's
Micro enterprise Development Office on methodologies for assessing household level impact
of micro enterprise development. An important aspect of this analysis will be understanding
gender roles and constraints on women's panicipation in higher profit micro enterprise
activities.

As the understanding of these two key issues increases. USAID/Kenya wilt modify Project
activities and targets to improve and more fully reflect impact.
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SECTION Sj fEAsmlLITY. KEy ASSt,~tmoNS,BELATED RISKS

5.1 Economic Growth: As described in Section One. employment growth in micro
enterprises will have a greater impact on increasing income if it takes place in a climate of
ecollomic growth. Prospects for increased economic growth in Kenya depend on agricultural
production. large-scale or ·formal· sector growth. and macro-ec:onomic stability. for which
there an: slighdy positive prospectS at the moment. The MICRo-PED Projm will monitor
general economic growth and its impact on micro enterprise growth. and will morc closely
examine micro enterprise contribution to economic growth. and how this can beincreascd
through interventions.

5.2 PoUlaland physical instability: In the recent past. Kenya has experienced
politically related violence in panicular pans of the country. Such violence and political
instability provides an uncertain environment for business operations. USAID/Kenya is
embarJdng on a Democracy and Governance Project aimed at improving and stabilizing
political relations in the country. At the same time. the MICRo-PED Project is creating
opportunity for dialogue among a wide range of stake holders.

5.3 Commitment of the Government of Kenya to implementing policy change:
Committed participation of the OOK will be necessary to accomplish major policy reform for
micro enterprises. The MICRO-PED Project is proceeding under the assumption, based on
numerous policy documents and recent policy implementation in other sectors. that the OOK
is committed to implementing policy change that will enhance micro enterprise growth.
Given the past record in rhis and other areas. however. policy work in Kenya has to be
recognized as a high risk. high return. activity.

5.4 Gender issues: At present USAID/Kenya has a good understanding of the position of
women in the micro enterprise sector. However. USAID/Kenya does not have a
comprehensive understanding of the gender issues that keep women in these positions. The
MICRo-PED Project will continue to examine the position of women in the micro enterprise
sector. and to identify effective interventions.

5.5 Banking P~licies: Despite the extensive use of non-govemnlental organizations to
deliver eredit. the MICRo-PED Project will rely on the formal banJdng sector for three
major aspects of its financial activities. Prospect are good for this cooperation occurring, but
past record of Bank dealings with micro enterprises provides evidence for caution.

5.6 VrbaDlrural issues: According 10 the National Baseline Survey, 78~ of micro
enterprises are located in rural areas. yet many micro enterprise development activilies,
particularly financial services. have tended to concentr:Ue in denseiy populated urban areas
because costs of service delivery are lower and businesses tend 10 perfonn better. To
mitigate against the tendency to miss ruml and home-based businesses. MICRO-PED will
suppon the development of experimental financial products and non-financial interventions
designed to reach rural populations.
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La rn;:\~CIALPLAN

6.1 SL").L'\IARY OF COST ESTL\IATE

The toral USAID funding level for the Project i! U.S. S12 million over a five year period.
In addition. counterpan organization will conaibute in cash or in-kind U.S. 55.355 million
(this shan: represents over 26% percent counterpart contribution. which meets the regulatory
requirement). The total estimated cost of the budget is therefore, U.S. 517.'355 million. The
proposed Project will be funded under the Development Fund for Africa (DFA). Presented

. in Table 1 below is a summarized illustrative Project budget.

TABLE 1: MICRo-PED (615-G263) ILLUSTRATIVE BUDGET.OOOs USC

USAID COUNTER- TOTAL
PART

I. POLICY COMPONENT 1.950 130 1.0aO

II. SUB-SEcrOR COMPONENT 4.200 1.115 5.425

In. FINANCE COMPONENT 4,500 4,000 8.500

IV. USAID SUPPORT 900 0 900

v. EVALUATIONS & AUDITS 450 0 -l50

GRAND TOTAL 12,000 5,355 . 17.355
(31 %)

6.2 ESTL'\(ATED PROJECT COST DETAILS (USAID CO:'oiTRIBt.iTIOi'lj

Table.2 contains detailed cost estimates for each Project component covering FY95 through
FY 99. Below is a discussion of these costs.

6.21 Policy Compone'lt

U.S.S1.95 million has been allocated to the Policy Component over a five ye:u period.
51.25 million will go toward the management of the Policy Forum and related assistance to
the GOK ($4,04.000). Association Development activities will require 5200,000 for
curriculum development and training of association leaders. Finally. Strategy Support.
~onsisting of special studies and grants for experimenti.:J initiatives, will require 5500,000•
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6.22 Sub-Sector Development

USAID will commit U.S. S 4.2 million towards sub-scctOr development activities. The
activities will be managed by a technical assistance team of ODe inr.emational and ODe Kenyan
professional. who will coordinate activities. provide technical assisranceand bandle grams to
NOOs. at a cost of approximately SI.7 milIion over a two year period. The cost of the
Enviromnentallmpaa Review is contained in this compoocm. 1bc remaining $2.5 million
will go lO between six and ten grams lONGOs to carry out sub-scc:tor interventioDS. Of
these funds. $2.0 million will go towards DOn-fmancial assistance activities. $250.000 for
management costs and $250.000 for institution building.

6.23 Fmance Component

USAlD will commit U.S. $4.5 million to micro enterprise fmance activities. K-REP will
receive S800.000 million in loan funds. SI70.000 in funds for technical assistance. and
S30.000 for audits. K-REP is able to finance its own management costs. The remaining
$2.0 million will be divided among several NGOs, according to their ability to meet the
specified performance criteria. Out of this, S250,000 will go towards technical assistance.
$410.000 towards management costs. and $90,000 will go towards audits. In addition to
these grants. USAID will contract an Institutional Contractor or a US Private Voluntary
Organization to provide technical assistance for a two year period at a cost 0(SI.5 million.
which will include sub-contracts primarily for workshops and training.

6.24 USAID Support

The Pf?ject budget of U.S. $900.000 provides for one U.S. (local hire PSC) and two Kenyan
professionals (FSNPSCs) who will be the core staff to manage the various components.

6.25 Evaluations and Audits

A total of S4OO.000 of Project funds will be used to finance mid-term and fmal evaluations.
Three mid-term and three fmal evaluations. one for each component. are planned. All audits
under the Project will be recipient audits and will be funded under the grants. A contingency
fund of $50,000 is set aside for possible special investigations or audits in case of poor
quality recipient audits.

6.3 COUNTERPART CONTRIBUTION

Counterpan organizations are expected to contribute. in cash or in kind. the equivalent of
US SS.3SS million to MICRO-PEDactivities. Under the Policy component, the main
contribution will come from the Government of Kenya suppling office space and supervisory
staff for KIPPRA. This amounts to about 25% of the funds the GOK will be receiving

I~
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cli.recdy. UDder the Sub-SCC1Of COmponcm. USAID will be iSSlling grams to exi'aring NGOs
to deliver DOD-finaDciaJserviccs. Tbe NGOs will be receiving funds from other sources mat
will coDDibute to me project activities. In addition. busincssc.s are expected EO pay 50S of
the cost of delivering value added services. such as training Of marketing services.
Although this figure is difficult to assess at this Slage. the target of 2SS of the row Sub
sector colDpOncm funds bas been established. In the Finatx;;e compoDeDl. USAID will be
'boding NGOs with exiqing ICDding programs. USAID will require rhat NGOs have or
raise capital cquivalem to the amOUDl invested by USAJD. Based on the current loan
plnfo~os of the NGO ICDding programs UDder consideration. this is feasible.

6.4 OBUGATION SCHEDULE AND MECHANISM

Table 3 illustrates the Project obligation schedule for the different Project clements. It is
expected that the Project will be incrememally funded in five nnc:hes as follows: 1) $2.500
million in FY95, 2) S3.039 millie:.l in FY 96, 3) 52.664 miUio,", in FY 97, 4) S2.815 million
in FY 98, and 5) $0.982 million in FY 99. This Project will operate under a Project
Agreement with the Government of Kenya.

6.5 USAID ~fAL'lAG&'IENTCOSTS

USAID Management costs not funded under the MICRO-PED Project will include:

a) USAlDlKenya staff to supervise Project Management.
b) USAIDlKenya staff time in negotiating the Project Agreement and Grants, approving

PlOTs. supervising reponing andevaJuations. and processing vouchers,
c) REDSO/ESA time in negotiating conttacts. reviewing Grants, assisting in developing

monitoring tools and conducting mid-term and rmat evaluations.

The total estimated operating expense costs of the MICRO-PED project. then. is just under
$2 million. (Sec Annex 5).
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IJI MA1lIlAGDfE.Vf PROCEDURES

7.1 OBLIGATION YECHA'lIS1\1

This Projcct will be obligated through a bUater.l1 Projcct Grant Agreement with the
Government of Kenya. The Project will be funded incrementally according to the above
obligation schedule. depending on the availability of funds. Iocreased funds will be made
available through amendments to the Project Gram Agreemem. For activities carried out
directly by the OOK. USAID will commit (authorize the use 00 funds using Project
Implementation letterS. For activities carried out by oon-GOK entities. USAID will commit
fimds directly to implementors throl.'~h grantS 3I)If r:ootraets. USAID will inform the GOK.
via Project Implementation Letters. of the various commianents as and when they are made
to keep the GOK aware of activities and expenditures under the Project.

7.1. E.N~L1U'iG ADEQUATE 11'f1ER.'iAL CO~'TROLS A.'ID PROCL"RE~IE~"

PROCEDURES

The MICRO-PED Project will be implemented by USAlD/Kenya. with assistance from
REDSO/ESA. USAIDlKenya will be responsible for preparing and negotiating the Project
Grant Agreement (the obligating document). MICRO-PED will involve both direct and
indirect grants and contracts. For direct contracts and grants. USAID will be responsible for
ensuring that implementing organizations have adequate internal controls and procurement
procedures. In the case of contractors. this responsibility will fall on dIe negotiating
contracting officer in REDSO/ESA. In the case of grants. USPVOs and Kenyan NGOs will
have to be regir .:red with USAID which requires an assessment of internal control and
procurement systems. For indirect contracts and grants. the direct recipient (IC or USPVO)
will be responsible for ensuring that grantees and contractors have adequate internal controls
and procurement procedures. In some cases. there will be funds to assist organizations to
develop these systems as a condition precedent for receiving funding. USAID will require
recipients at all levels to conduct regular audits in the standard USAID fonnat showing
USAID fund accountability statements. Funds will be made available in grants and contracts
for this activity.

7.3 PROCURE~IENT PLA."l

The main procurement actions by USAIDlKenya are:

-

0:.

a.

1.
2.
3.
4.
5.

6.

Project Grant Agreement with the Government of Kenya (June. 1995).
USAlDlKenya Personal Services Contracts (September. 1995).
Aa...."',.!l!S' to J:in~nt",. NGOs I~,~..in". A"",,r' 1.995)- ·oA.~~- - • '---"--0 .·-D......... ' .---.

Agreements with Policy institutions (December. 1995).
Agreement with an IC/USPVO for the Sub-sector Component and the Finance
Tc:chnical Assistance (RFP: June. 1995; Award: January. 1996).
Miscellaneous small actions for Evaluaticn. Audit and Strategy Suppon
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- TASLE3--
IIJCRO.PED PROJECT (11S42S3)

BUDGET BY OBLIGATION SCHEIU.E IN S '000
-

~ POUCY COMPONENT FY95 FY9I FY97 FY9I FY99 TOTAL
-,,- Policy Reform: 150 431 232 233 204 1250

--

:So Association Development 4S 64 32 32 27 200
-
=
-

.. StiateGY Support 0 119 140 126 115 500 =-

-ub- Total 195 614 4C04 391 346 1950

SUBSECTOR COMPONENT
~ Technocal Assistance 431 429 226 429 185 1700

. Grants & Contracts 169 m m m 0 2500
-

.ub-Total 600 1206 1003 1206 185 4200

I. FINANCE COMPONENT
-
-
-

ll. Technical Assistance 413 409 223 . 409 46 1500
~

~

1. Grants 1112 630 629 629 0 3000 --
~~. -

- -

,ub-Total 1525 1039 852 1038 46 4500

I. PROJECT MANAGEMENT.
c-~.S. & FSN PSCS 180 180 180 180 180 900

,. EVALUATION AND AUDITS
Evaluations I Audits 0 0 225 0 225 450

iRAND TOTAL 2500 3039 2664 2815 982 12000

-ABLE 4: MICRO-PED (61~263) IUUSTRATIVE BUDGET
lisbursement in US Dollars and in Local Currency.

US DOLLARS Local Currency TOTAL
'(0005 USD) '(0005 USC)

. CUCY COMPONE;v'T ..... 1·...... 1950"'iOO "90~

UBSECTORCOMPONENT 1630 2570 4200
-INANCE COMPONENT 1935 2565 4500
JSAIO SUPPORT 350 550 900
-VALUATIONS AND AUDIT 300 150 450

3RAND TOTAL 4703 7297 12000
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_=:., project No. 615-0263

See Distribution

Ref: ECPR meeting of May 10, 1995

1. Project Purpose/Strategy:

A. Why is the purpose of the project simply to increase
employment? What about the quality of the jobs being created?
Why not include increasing incomes or real wages? Why not
include increasing output and productivity, which would ensure
that the project is creating productive jobs?

OUtcome: The Project would, in the long run, hope to contribute
to the creation of productive employment. Ultimately, the
project, it is suggested, will increase real wages, productive
jobs etc. However, we do not have good data on how micro
enterprises are contributing to GOP. The work in this area is
still going on. GOK is very interested to have data on how
micro-enterprises contribute to GOP. However, it is important at
this stage to acknowledge that it is not within this project's
manageable interest to try to show real wage and productivity
increases. In the past, we experienced a situation where as the
economy was growing, yet real wages continued to fall. In
addition, creating jobs is a high priority need for the Kenyan
economy, even poor quality jobs help people survive.

B. Women are numerous in the micro enterprise sector, but they
are also disadvantaged. What will the Project do to benefit
women and improve their situation?

outcome: The Project will have some specific activities to
target ~omen. The gender analysis will try to identify
additional issues ~ffecting women, which will be incorporated in
the project at the implementation stage. In the policy
component # one section will specifically focus on wo=en~' iss~~s.·

Also the M&E activities will track women's representation and
progress in the micro-enterprise sector.

O..-rIONAl. PORM NO. to
UIEY. ,..,
GSA PPM" (., Cf'ft) to,·....
lll'O-".



C. While there is mention of linkages with the otherSOs of the
Mission, what direct linkage is there between Micro-PEe and D'G
activities, i.e., policy research and civil society? Is there
too much overlap?

OU~co••: Micro-PEe will create private-public sector dialogue
and strengthen private sector associations. During
implementation, USAID will be careful not to overlap into the DIG
activities, but rather to compliment.

D. How can credit programs be targeted to small farmers
especially seed production by small farmer?

OUtco~.: The issue of targeting small farmers will be addressed
ata later date when we discuss the mission Strategy but not in
the PP. Also this issue will be looked at during the project
implementation stage. At this stage micro-enterprise credit
methodologies are not geared for farm credit -- the clients are
spread too far apart to make group le~ding work. We do plan,
however, to experiment with other methods for cost-effective
credit delivery.

E. Under constraints analysis,· the PP has preselected only three
constraints, which are clearly linked to the proposed
interventions. There is no broad constraints analysis from which
alternative interventions could be analyzed.

OUtcome: The Project was designed to meet the main, sector
specific constraints as identified through surveys and research.
This explains the parallel structure. Two broad constraints,
macro-economic growth and infrastructure, were too broad for the
Project to address. The meeting recommended the final draft of
the PP should mention ~hese broader constraints and point out
that other donors and USAID projects are addressing those issues.

2. Policy Reform:

Does the PP identify specific policy, regulatory constraints that
Micro-PED component will attempt to address?

OUtcome: The PPcontains a Policy Matrix on the sector, and
other specific policy issues will arise at the subsector level.
Rather than focus on specific policies, the Project will
establish a process in which stakeholders come together and
establish this policy change agenda. Implementation of this
policies will then involve these stakeholders.

What is the likelih~od of this component achieving the expected
policy results?

2



OUtco••: The component is a high-risk, high potential pay-off
activity. The GOK has made many positive statements but achieved
little progress through implementation. However, no policy
conditionalities are anticipated in this project. The PP has
illustrated policies to be addressed. Success will depend, in
part, on strong coordination within Mission and with other donors
in the implementation of this section.

3. Sub-sector pevelopment:

In the subsector component, the output is "increase the cost
effective delivery of non-financial assistance." What exactly
does this mean? How will cost effectiveness be
measured/determined?

OUtcome: The actual measure of cost effectiveness for this
output will be developed as implementation progresses. An
example is USAID investment per job created by beneficiary firm.
Another is willingness to pay full incremental costs (exclUding
R&D) for technology, training, etc. by the firm.

One of the constraints facing Micro-enterprise is poor
functioning markets and the proposed interventions to alleviate
these is through non-financial assistance targeted at the
subsectors. It is not clear in the PP how the intervention using
a TA will strengthen markets.

OUtcome: The non-financial assistance intervention using a TA
proposed will identify a market and analyze its
problem/constraints then figure out how and where you can
intervene and reach a lot of people. The role of the TA is to
coordinate the process and award grants and contracts to deliver
non-financial services.

4. Financial Assistance:

Why will K-REP be guaranteed funding under the Project, While
other financial institutions under the Project will have to
compete?

outcom.: The PP does not guarantee KREP automatic funding. It
will have to meet the criteria before it can be funded. However,
KREP is the leading creditNGO in the market. KREP now has
reached a transitional stage in the micro-credit sector and that
is why USAID is interested in supporting its t~ansition to a
sustainable organization.

In the finance component, KREP will be provided funds for TA.
What is the rationale for this? Is this TA demand-driven or
supply-imposed?

J



OUcco••: The TA is necessary for: (1) transition from NGO to
Bank and (2) assist KREP develop new products in the micro credit
proqram. KREP has identified the need for TA from their own
assessment and it will be structured in such away that it
responds to specific needs identified by KREP.

The project seems to focus on NGOs providing finance. What about
trying to involve the formal Banking sector? Wouldn't that be
aore sustainable?

OUcco••: Kenyan commercial banks are not interested in working
in this sector. In fact, their new policies are moving away from
micro-enterprise (e.g., requiring a higher minimum deposit,
therby closing off many small savers). However, the need to link
this assistance to formal banking is being considered, especially
with larger NGOs working in the sector. Alternatively, we may
consider using the S.Africa model where USAID puts all its money
for NCO lending in a bank and NCOs borrow from the Bank at
prevailing interest rate; in effect, borrowing their own money.
This instills financial discipline in the NCO.

5. Project financing:

Given the present OYB crunch, especially on new starts, can the
obligation schedule be realistically met?

outcome: Whereas the design team realized this as a real threat,
we also realize that there would be a lot of negative impact on
project implementation if the proposed activities are not funded
as scheduled. We would not wish to scale down the Project
activities at this time but rather deal with the problem as the
situation evolves. There are options for incremental funding or
scaled-back activities.

6. PROAC:

It is mentioned in the PP that the ProAg with GOKwill probably
be signed sometime this month. We are almost in mid-May, how
feasible is this? What is our negotiation status
with the COK? Do we have a request for assistance from the GOk?
Will obligation by an umbrella ProAg augur well with GOK when it
is obvious that most of the project components (finance and
sUbsector) have little, if any, GOK involvement?

outcome: PEO has had close discussions with Ministry of National
Plunning and Development. Consultations with the Treasury also
lr~icate that there would be nO problem except the Treasury would
not be willing to pay counterpart funds on behalf of NGO
supported under the Project. The next step for the Office is how

4.
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to translate what is in the PP to the PROAG. Because of our past
experience working with private sector institutions, the GOR
views this as moving closer to government.

7. Project Management:

What is the rationale tor managing some activities in-house
ra~er than contracting out implementations ot the entire Project
under one contract?

outco••: The methods selected tor the implementation ot this
project are based on substatial analyses. On the one hand, it is
administratively simple to have one contractor. On the other
hand, USAID is able to be more involved with activities when
implementing in-house. We selected a mix that is $3 million
cheaper than contracting out the entire project.

8. Project Budget:

It appears that a bulk of funding will go towards the cost TA,
management, evaluation and audit. Is this not more than 20t of
total project costs?

OUtcome: There is no fixed rule about this. The TA and AID
management amount to 1/3 of the bUdget. However, TA is value
added development activity - not administrative costs.

OE to support this project has been costed at around $2 million,
how was the weight (t) on various offices assigned/derived?

OUtcome: According to the method used in computing OE support
under the PVOCo-finance project - see Annex J.

9. Clarifications:

BUdgets-costs need review and counterpart bUdget IDust be defined.
BUdgets need to be done in compliance with HB3.

OUtcome: Will do.

The figures do not total between the illustrative budget and the
obligation schedule bUdget. Similar discrepancies also appear in
some paragraphs of the text.

OUtcome: Will fix.

N8: The following actions were also agreed to be irlcorporated
into the PP;

1) Add some explanation that this support will assist the
assisted organizations transform from Micro-enterprise to small

5
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businesse~ !moving from inforaalto foraal businesses).

2) Check PP to ensure that funding co..it.ent to KREPis clearly
described in the PP.

3) Revise goal stateaent

OUtco••: Any other goal stateaent would relate to increasing
incomes. This raises the issues discussed in issue I 1. Many
options we~e considered, but increased employment fits best into
the likely US~D/Kenya strategies (board based economic growth,
food security) and is .ost aeasurable.
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NOTES ON INDICATORS:

1. Private Bnterpriae and Micro Brlterpria. Employment Growth Rates:
USAID/Kcnya projected employment to the year 2000 based on USAID's
Baseline Survey of Micro and Small Enterprises (GEMINI), and World
Bank and GOK estimates of growth in employment in small scale
agriculture, the public sector, and private sector firms with more
than 10 employees (see Background Analysis - Annex E). These
estimates project a 12t average annual growth rate for private
enterprise employment and a 13t average annual growth rate for
micro enterprises, between 1993 and the year 2000. With the policy
reform, sub-sector development and financial assistance provided
under MICRO-PED, USAID hopes to increase the trend growth rate in
micro enterprise employment to 18t, which would result in an
average annual private enterprise employment growth rate of 17t,
all other projections remaining the same. Eighteen percent is
considered optimistic but realistic, given the extraordinary
increase in micro enterprise employment by 20% in 1992 and 24% in
1993. The last two years are believed to be high levels that would
naturally swing back. To get an 18% average annual rate, these
high growth rates would need to be maintained, which would require
a significant change in the operating environment, MICRO-PED will
contribute to this changing environment.

In 1993, women represented 40% of micro enterprise employment and
23t of other private enterprise employment. Because of the
projected shift towards more employment in micro (!,r,.;erprises,
USAID/Kenya also projects that the portion of women in private
enterprise employment as a whole will increase from 35% to 38%.

2. Sub-sector Employment Growth Rates: The National Baseline
Survey of Small and Micro Enterprises (GEMINI) estimated the
employment breakdown in different sub-sectors, and the distribution
of new employment gener:.ted in different sectors. The agricultural
sector provided 45t of micro enterprise employment in 1993, and 41t
of all new jobs generated that year came from agri-businesses. The
metals sector provided only 1% of employment in 1993, but generated
4' of new jobs in micro enterprises. Based on these proportions,
USAID/Kenya estimated the amount of employment, that would be
provided by these two sectors, if our targets will be met. The
agribusiness sector should generate some 250,000 new jobs annually
from 1993 to the year 2000. The metals sector, a much smaller
sector, should add around 24,000 jobs per year. Women comprise 41%
of employees in agri-businesses and 1t of employees in the metals
sector. These ratios are expected to stay the same. MICRO- PED
will contribute significantly to this employment change.

3. Improving the Policy Environment: Policy M~trix: USAID/Kenya
has developed an effective qualitative policy matrix for the Kenya
Export Development Support Project. To date, USAIO/Kenya has not
felt comfortable with quantitative indices for measuring policy
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because chey subjeccively cransform qualitative data inco
quantitative daca. Racher, in addition to che use of a decailed
qualitacive macrix, USAID/Kenya has selected indicacors that can be
quancified (for example the percenc of Che budgec spend on
infrastruct1~re) co represent somecacegories of policy change for
specific purposes, like the Annual Program Impact report. The
Policy Forum Ceam will develop che specific measurement tool in
year 1. The cool will reflect specific policy objectives, but may
evolve as some objectives are reaches and other idencified
throughouc the Life of Projecc.

4. XDcreasing the cost-effectiveness of non-financial services:
This indicator will be developed more fully during project
implementation when grant agreements and contracts are signed.
Some interventions will be one-time, "leveraged" intervencions such
as association development, or the development of technology or
training curricula. These funds are not expected to be recovered,
but are expected to have very low cost/benefit ratios. Other
interventions, however, will be for providing value-added services.
These may have higher cost/benefit ratios, but in the long run, the
aim is to develop financially sustainable service delivery.
However, given the state of the art in delivery of non-financial
services, the target for MICRO-PED is that firms pay 50% of the
cost of value-added services during the life of project.

s. Institutional Development: In order to focus on and monitor
institutional development, project implementors under the Finance
and Sub-sector Development components will develop a qualitativ~

Institution Development Matrix for assessing needs, setting
targets, and monitoring pro£=ess. It will include such things as:
Strategy, structure, operations, financial systems and
sustainability, personnel policies, management information and
impact monitoring systems, and leadership.

6. Number of Borrowers: With a USAID investment of $4 Million,
matched by an NGO investment of $4 million, there will be some $8
Million available for additional lending activities. An average
loan size of $400 is typical if there are a substantial number of
second borrowers. This is roughly double the number of borrowers
that received finance under the Private Enterprise Development
Project . The proj ect will also track the current number of
borrowers, a figure that will be established when grants are
agreed.

7. Sustainability: Financial sustainability of micro enterprise
lenders will be measured by the ability of organizations to cover
their operational and capital costs. It is expected that two
financial institutions will progress to achieving full financial
sustainability(covering implicit capital costs) and in addition
will.access funds through the private ~ector in the form of savings
mobilization and commercial bank loans. This will significantly
expand outreach as well. Two other financial institutions are
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1.0 INTRODUCTION

The purpose of the Kenya MICRo-PED Project is to increase the rate of growth of micro
enterprise employment in Kenya.

The project aims to do this thorough three types of interventions:

Finance and Credit. The Project will increase the sustainable delivery of financial
services available to micro enterprises by grants to loan making institutions.

Sub-Sector Business Services. The Project will provide non-financial business services
to firms in two sub-sectors through grants and technical assistance.

Policy Chan~e. The Project will improve the policy and regulatory environment
through grants and assistance to Kenyan NGOs which represent micro enterprise
concerns.

This economic analysis examines the potential return from this strategy, and attempts to
determine if it is the most cost effective way of achieving these results.

The following section estimates the quantity and value of the Project outputs, using stated
assumptions about Project effectiveness. The next section discusses the economic return on
the Project. Two more sections discuss the cost effectiveness of this Project approach and
potential sustainability.

2.0 ECONOi\UC VALlTE OF Project ACTIVITIES

The Project paper sets an ambitious goal of increasing micro enterprise employment growth
from 13% per year to 18% per year. Such a Project would be wildly successful, adding
150,000 jobs in the first year alone. This Project would have a phenomenal benefit cost ratio
and be by far the most cost effective Project in USAID. Rather than taking this approach,
however, the economic analysis proceeds by making moderate assumptions about Project
performance and determining the minimum needs to justify the Project.

Because the goal of the Project is to increase micro enterprise employment, project impacts
are measured by this outcome. Certainly other impacts are possible and probable, including
improved health and life expectancy for micro enterprise workers. and possibly an improved
economic climate for all Kenyan firms. Most of these are difficult or impossible to measure,
however. and rather than adding additional poorly supported assumptions, the analysis was
restricted to job creation.

The value of a micro enterprise job. then. is a fundamental assumption for this analysis.
USAID/Kenya has a long experience with work in the micro enterprise sector, and previous
evaluations allow an estimate of the value of job creation. Evaluations of USAID work with
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with KREP and PRIDE indicated that firnls receiving financial assistance grew from 2.15
persons to 2.71 persons, or by about one half worker each.. Their sales per year increased
by about SI,518, and profits by about S509. Therefore, if a .56 woricer increases profits by
S509, then each new worker is worth S908.

This number was selected for the value of the worker because it represents the net value
added (firm outputs minus inputs) to the economy. Using workers wages would overstate
the value of job creation, since the worker gives up other opportunities to take. this job. If
workers are completely unemployed, incluCing subsistence agriculture, then the employment
itself represents a gain to society because it puts to work unused resources. However, since
we have no measure of the opportunity costs of the workers employed, the increase in firm
profits is the clearest indicator of economic value created.

A further assumption used in the calculations include an average loan size of about $400.
This is based on loan sizes from previous Kenya micro enterprise activities. In addition,
project impacts were calculated during the life of the Project only. This is a very
conservative assumption, since the Project is intended to make sustainable changes in the
micro enterprise sector. By using only impacts expected from the direct interventions, the
analysis can be much more confident that the impacts will occur. To the extent that these
activities will continue after Project funding ends, the overall impacts could be greater.

2.1 THE FINANCE COl'tfPONENT

USAID will devote $4.2 million to this segment of the Project, including $2.5 million for
actual loan funds available. The remainder will be used for various forms of technical
assistance. In addition, USAID will require that an additional $4 million be provided as
counterpart funds. Together this will produce an 58 million loan fund.

Table 1 provides a scenario for this segment in which one fifth of the loan funds are made
available each year of the Project. In the third and fourth years, repayments will double the
funds available annually. In the fifth year, repayments will again double the funds
available. In this scenario, loans are made for an average of $400. Over the course of five
years, this scenario would create about 22,000 jobs. If each one were worth an extra 5908
to the Kenyan economy, by the end of the Project, the loan operations would be adding
more than 58 milliQn annually to the economy.
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Table 1.
Impact of Credit Program During Life of Project

1996 1997 1998 1999 2000
~o. of Loans 4.000 4.000 8.000 8,000 16,000
:Employment 2.240 2.240 4,480 4.480 8,960
Value 2.033.920 2.033.920 4.067,840 4,067,840 8,135,680

2.2 THE SUB-SECTOR, NON-FINANCIAL SERVICES CO~IPONE.""T

The Project proposes to provide non-financial business services in two sub-sectors of the
economy: agribusiness and metalworking. The agribusiness segment is very large, but slow
growing. The metalworking segment is small. but rapidly growing. In addition, the
metalworking micro enterprises are considered to be providing a key input into production in
other sectors.

The nature of these business services are varied. and will be delivered through a number of
institutions. Because the types of services provided will be demand driven, it is not possible
at this point to specify what services will be provided in what quantities. Moreover, it is
impossible to predict accurately the impact of these services. As a result. the economic
analysis examines the potential impact of changing the growth rates in these sectors.

Table 2 provides an illustration of the possible impacts of the Project on employment. In the
baseline scenario without the Project. agribusiness employment is growing at 13 % per year,
and metalworking is growing at 23% per year. The table assumes that the impact of the
Project would be for each sector to accelerate its growth rate by 0.5 %, so that agribusiness is
growing at 13.065% and metalworking at 23.115%

Even this small 0.5% acceleration in the growth rates will add almost 20,000 new jobs in
these sub-sectors during the life of the Project. In the absence of any other information, the
value of each job created in the sub-sectors is assumed to be equal to the jobs created in the •
credit component of the Project: $908. By the end of the Project, this component would be
generating an additional $7 million annually for the Kenyan economy.
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Table 2.
Potential Employment Impacts of the Project in Sub-sectors

1996 1997 1998 1999 2000
Agribusiness Employment
Growth w/o· Project 1.476.9IC 1.668.9011 1.88S.~ 2.131.029 2.408.06.;1

wth Project 1.477.76C 1.670.824; 1.889.123 2.135.93~ 2.414,99/-- 4.907!roj. Impact 850 1.921 3.256 6.934

~onomic: Valuo 771.391 1.743.~ 2.956.669 4,455.~ 6.295.906

!Metalworking Employment
iGrowth w/o Project 77.490 95.313 117.235 1.;4,199 177,364

Growth·wth Proj.ec:t 77.56'! 95.~91 117.564 1.;4.739 178.195

:proj~ct Impact n 178 329 540 831

Economic Value: 65.785 161.906 298.856 490,353 754,270

2.3 THE POLICY REFORM COMPONE~T

Policy reform has always been notoriously difficult to value. particularly before it occurs and
when there is uncertainty about whether it will occur. In.this case, the Project will expend
funds on a number of endeavors intended to provide micro enterprises with a voice in policy
fonnulation. Given the uncertainty about the type and extent of policy changes, the
economic analysis adopts a conservative approach to this issue by assuming that that Project
policy efforts will increase the rate of growth of employment by only 0.1 %. For micro
enterprises, this mean a change from a growth rate of 13% to 13.13.

Because policy reform affects the entire sector, and because micro and small enterprises
employ such a large number of persons. fO·;.:n a small change can have big effects. Over the
five year life of the Project. a one percent faster growth rate could create an extra 6,800
jobs. Table 3 shows the value of policy changes that allow employment to grow at one
percent faster than it is currently.

Table 3.
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Value of Potential Employment Growth from Policy Component
1996 1997 1998 1999 2000

Rural

Micro c:nlerprise 223.224 504.516 855.203 1.288.580 1.820.224

Small c:nlerprise 2.097 4.::!78 6.546 8.903 11.35 I

RurailOtai 225.321 508.794 861.749 1.2~l7.483 1.831.575

Urban

Micro enterprise 64.360 145.461 246.571 371.522 524.805

Small enterprise 990 2.044 3.164 ".354 5.616

M.:dium c:ntet. 2.872 5.939 9.211 12.699 16.414

Total urban e:mpl. 68.222 153.444 258.946 388.574 546.835

Irolal SMM empl. 293.543 662.238 1.120.695 1.686.057 2.378.-UO

Table" presents a summary of the Project effects under the assumptions pr,esented in this
section. Assumptions include an average 5400 loan size, a 0.5 % impact on growth in the
Project sub-sectors. and a 0.1 % impact on overall growth. Using these assumptions, the
Project is predicted to create about 49.000 jobs over the next five years. If these jobs are
valued at $908, then the Project would be generating annual economic returns of more than
$17 million by the last year of the Project. It may not be possible to predict whether Project
efforts continue to accelerate growth beyond the'life of the Project. but it is likely that some
of the jobs created will survive longer than the life of Project. As such, this estimate of
Project returns will be undervalued by the amount of future returns.

Table 4.
Summary of Projected Micro-Ped Project Impacts

~n:dit Component .
Annual employment Inc:rase: 2.240 _2.240 4.480 4,480 8.960

Value of employment inc:n:a.o;c: 2.033.920 2.033.920 4.067.840 4.067,840 8.135.680

Suh-~tor Component

Annual e:mployment Incrase: 922 2.099 3.585 5.448 7,765

Value of employment incrase: 837.176 1.905.752 3.2S5.52S 4.946.349 7.050.175

Policy Component

Annual employment Incn=a.~ 323 729 1.234 1,857 2.619

Value: of e:mployment inc:rc:a.~ 293,5.0 662.238 1.120.695 1.686.057 2.378.410

TOlal Annual Employment 3.485 5.068 9.300 11.784 19.3....

TOlal AMual Value 3.164.639 4.601.909 8•.u4.060 10.700.246 17.564.265
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3.Q Project BE.'IEtlT COST RATIOS

The Project produces a flow of economic benefits that must be compared to costs in order to
determine the net value of the Project. Table 5 presents calculations for this co;.lparison.
These figures were produced by discounting the flow of benefits by a 7% annual discount
rate, and using the total cost of the Project. including the required counterpart funding.

Table 5.
Economic Value over Life of Project

Net Pree;ent Value: of Pro;«t Expen.o;es, IBc:nefit Cost
Employmc:nt Created including countc:rparts Ratios

Credit Compon~nt 15.901.897 10.150.253 1.57

Sub-sector Comron~nt 13.904.667 6.~9~.747 2.14

Policy Compon~nt 4.749.642 3.394.000 1.40-
rr0131 Proj«t 34.556.205 20.039.000 1.72

Under these assumptions. the Project would be worth about 72 % more than the cost. with the
sub-sector component being the most cost effective activity. The credit component would
produce the largest increase in employment, but because of its high cost, would have a lower
rate of return. It is worth noting as well, that because the sequence of Project spending was
unknown, the entire undiscounted cost was used for comparisons. To the extent that Project
spending is later than the first year, benefit cost ratios would rise.

Since these calculations were based on a number of assumptions, it is useful to ask the
question of how large Project impacts must be for the Project to break even. These figures
are shown in Table 6. In this scenario, the Project can be justified if it creates about 30,000
new jobs during the next five year period. It can do this if loans of an average of $600,
create about one half person expansions by recipient firms, sub-sector growth is increased by
about 0.25 percent, and policy reform provokes increased growth of only 0.075%.

Under these conditions, and using a 7% discount rate, the economic value of the Project
would be about 5100,000 more than the cost. At these levels, the Project has a 5% rate of
return. This is sufficient to make the Project desirable, but not to justify the investment,
since there would likely be alternative investments with a greater than 5% rate of return.

Table 6.
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Breakeven Values for the Micro-Ped Project
Assumptions ~obs Crau:d over Net Present Value of Benefit

Lifo!t of Project Employment Created Cost Rarios

Credit Compoa.:nt Loan size: S600 14.933 10.601.264 1.04

Sub-sec:tor Compon.:nt O. 25~ growth 9.905 6.949.397 1.07
increase

Policy Compoa.:nt O.07S~ growth 5.072 3.562.092 1.05
increase

Total Projoct 29,910 21.112.754 1.05

4,0 COST EfFECTIVENESS

Assuming that the Project will create employment sufficient to meet the projections in the
preceding section, the Project will have a substantial rate of return, and is economically
justified. A second issue, however, is whether theProjt."Ct achieves its stated goal in the
most cost effective manner. Formal cost effectiveness analysis would require comparisons of
several approaches to achieving the same impact. and designating the least ,~xpensive as the
most cost effective measure.

Unfortunately, any other alternative would have the same problem of requiring a large
number of assumptions to value. As a result. only a very qualitative analysis is possible.

The most likely alternatives to this Project would be large scale macroeconomic reform, or a
Project that works with large firms. There are, however, a number of donors working on
macroeconomic reform, with some success, and the value added of this Project is likely to be
small. Large employers are an attractive alternative to working with micro enterprises.
However, the bulk of employment in Kenya currently is in small firms. Until significant
growth occurs in the country, this wi11 continue to be the case. If the Project is to focus on
employment (as opposed to total income, for example), micro and small enterprises appear to
be the area of concentration.

Within this concentration, however, there is a question of whether this is the most
appropriate set of interventions. There are a number of features of the Project approach that
will contribute to a cost effective approach. These include:

• Use of loan funds at market rates. This will ensure that only those firms with
prcdu~tive u~s for the funds win borrow.

• Fees for delivery of non-financial business services will encourage selective use of
these services by those with the greatest benefit.
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• Purchases of non-financial business services is liJcely to encourage the creation and
growth of a local business service industry.

5.0 SUSTAINABILITY

USAID is dedicated to building sustainability into its Projects, including those in micro
enterprises. This Project contains several aspects that will encourage greater sustainability of
the i~pacts of the Project.

One of the most important features for sustainability is the effort to cre2te loan funds that
will earn market rates of return. These funds have the potential to extend the impact of the
Project indefinitely.

Another strong feature that will encourage sustainability is the development of a market
based method of allocating non-financial business services. Because recipients will be
charged a portion of the cost of these services, only services for which there is sufficient
demand will be produced. In the long run, this will encourage a market based organization
of this service industry.
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1. INTRODUCTION

=1. The purpose of this review is to enhance the incorporation of gender issl'es in the design of
USAID/Kenya':; MICRo-PED Project. In considering how gender issues are or should be
addressed in MICRo-PED it is imporunt to determine why gender should be considered at all
in this project, and on deciding that, determine how planned activities can enhance positive
impacts on women and gender relations.

The 'discussion here is based primarily on the gender review held in the Kenya Mission on
March 9, 1995 in which a group of gender experts from FEMNET, a private sector consultant
with REDSO/ESA, and the informal sector advisor from the Friedreich iibertStiftung together
with staff frJm the USAID/Kenya Private sector Office and the REDSO WID Advisor raised
issues that the design team may wish to consider.

.
!.-

2. WOMEN IN :\nCRO-ENTERPRISE DEVELOPME~T: AID APPROACHES

Traditionally, AID has emphasized increasing women's economic participation in order to
achieve balanced economic growth.' This has often translated into a preference for measures
that expand economic opportunities of women directly through income-generation and smaIl-scale
enterprise projects. 2 In recent years, AID has increased its commitment to small and micro
enterprise development (in 1988 Congress passed a Bill calling for $50 million for credit and
other assistance for micro-~nterprises in developing countries) "with special emphasis on
businesses owned by women and those operated by the poorest 20% of the population." This
has led to an increase in the visibility of businesses owned by women.

3. WOMEN. GENDER AND :\nCRQ ENTERPRISES IN KENYA

The National Baseline Survey (Parker & Torres: 1993) provides an essential overview of women
in the micro enterprise sector in Kenya. It informs us that of the 2 milHon persons employed
in micro enterprises. 40% are women, and \Jf the 910,000 micro-enterprises in Kenya, 46% of
enterprise owners are women. Given the prevailing high unemployment in Kenya, it is likely
that more women will be impelled into self-employment and entrepreneurial activity will
intensify.

The Survey also reports that, while very active, women are disadvantaged as micro
entrepreneurs and employees, in the following ways:

* Women are concentrated in commercial activities, and in the agri-business, forest-

-' I th~ Pc=rcy Amc=ndmc=nr. 1973 in which thc= US Congn=s5 pa....o;c=d a womc=n i cJ~vc=lopmc=nr amc:ndltll:nr in th~

r'O~ign ai() bill.

J Tho: Wl'rld &nk. We'rld [)cvoelrrmoenl Roe."n 11l"7. N.:w York: Odi'rd Univc"ilY Pre••• 1987.
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based and textile sectors. all of which are low-paying, slow growth sectors.

Women's firms stan smaller, and grow slower with two-thirds remaining one
person enterprises.

Women's firms use less start-up capital, and tend to access credit through
informal channels.

Women employees are more likely to be unpaid.

Women are less likely to locate businesses in commercial areas, concentrating
instead in :I.~ home or in traditional markets, where growth rates are slower.

Women are more likely to leave their businesses for personal reasons.

...

The report concludes that women entrepreneurs face particular constraints tJ,:..:' should be taken
into account in strategy development.

4. CAUSES OF WOMEN'S CONSTRAlNTS IN BUSINESS

At the gender fI"'1iew, questions were raised to deL'~rmine how to address gender issues in the
micro-enterprise sector. Why are women in low profit, easy access (in terms of capital and
training) sectors? How does business impact women's lives in terms of empowerment'? How
can ~:;:CRO·PED promote risk taking among women'? How can MICRo-PED move women
along the empowerment scale? How can we focus on changing characteristics of women's
businesses?

Several factors contribute to women's concentration in the low profit, easy access areas most
of them rooted in the socio-cultural environment that define women's and men's roles. Amongst
them are:

1. Social roles:
• Attitudes still prevailing Kenya that there is "women's work" and "men's work".
Women's work tehd to be less financially rewarding.
• Discrimination against women in entering technical training programs, in. receiving
education, in obtaining permit.s and finance and other areas is still a major problem in
Kenya.
• Women generally have a lower status and position in society, which inhibits self
confider.<:e and society's ptC"teptlon of what a woman cart· achieve.
• Women have three major roles that often contlictand lead to poor performance in
economic areas. Womerre lhe primary f:~'mers in Kenya, they are also responsible tor
managing the home ·,Iying and preparing food, rearing children, etc. And,
particularly in rural are2''l. '-:omen are expected to playa role in community development
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through women's groups. the Church or schools. Balancing these responsibilities often
leaves women with litde time for business activities, despite their strong need for
income.
• Women have restricted mobility. panty because of their triple roles znd partly due to
the stigma of women who travel or have mobile businesses as ·immoral.· This restricts
many women to home-bases or rural businesses, and inhibits their ability to access
markets and information.

2. Women's perceptions of themselves:
• Women's vision of themselves limits them to gender specific activities such as
selecting ·women's· businesses. These businesses tend to be in trade, textiles and low
level services industties that require little investment capital.

3. Lack of resources:
• Women's lack of access to resources such as land and other property and loans means
that few have the necessary capital to invest in their businesses. In Kenya, women are
generally prohibited from inheriting family property.

4. Poverty:
• Pervasive poverty restrains many women from taking risks with their basic needs for
food ard shelter culminating in little or slow growth to their enterprises. Since women
are responsible for supplying the basic needs of the family, there is little scope for
amassing large amounts of capital and taking risks with it.

S. Lack of training:
• Many families will not invest in technical training or formal education for women
leading women to seek low skilled jobs. •

s. WOMEN'S EMPOWERMENT AND MJCRO-ENIERPRISEDEVELOPMENT

There are a variety of reasons for expanding women's participation in micro-enterprise,
including but not restricted to improving the welfare of women. Many d,evelopmeOlt
interventions emphasize the need to alleviate women's poverty or reduce inequities between men
and women in society. In detemliningempowerment, it necessary to understand the difference
between the condition and the position of women'. The condition is often used to refer to the
material state in which women find themselves, that is their poverty, their lack of education and
training, their excessive work burdens, their lack of access· to modem technology, improved
tools, work related skills, etc. Position is often used to refer to women's social and economic
standing in relation to men. It is women's position that underlies her condition. .

A focus on empowerment demands the acknowledgement of inequalities between men and
women and emphasizes that women experience oppression differently according to their race,
ciass, history and current positiOn in the economic order. Empowerment therefore requires that

, The diaaino:lion IJ.clWeen the .:ondilion .sOO the ",,,ili,'n ,,( ...."mcn ....11 lim .."clted "1 ShiRcn Huq in her work in
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1. BACKGROUND

The Initial Environmental Examination (lEE. see attachment) recommended a categorical
exclusion and a negative determination for MICRo-PED Project activities. subject to several
conditions. One condition was the environmental issues be address during project design,
specifically with regard to the ...ub-sector component. During the design phase. two sectors
were identified for intervention. Agri-businesses and Metal related firms. Another sector.
forest-related products. was rejected primarily because of the acute shortage of wood in
Kenya. For example. there is currently a ban on harvesting of hardwood. the preferred
wood for furniture. On the one hand. this situation means that input problems may be
insurmountable in the short run. and it means that interventions that increase the demand for
wood would aggravate a negative environmental situation. The only feasible interventions
would have been to develop agro-forestry. which is a long-term investment. or to increase
efficiency of small-scale wood processing. which could still simply reduce cost of products
and increase the overall demand for wood. Thus. although the examination was not very
detailed. the project design took environmental factors into consideration in the sector
selection.

2. ADDITIONAL ENVIRO~~IE~TAL A~ALYSES

In further fulfillment of the lEE conditions. an Environmental Impact Review (EIR) will be
carried out at the early stages of project implementation. The purpose of the EIR is to
determine baseline conditions. areas of environmental concern. appropriate mitigation
measures. and an appropriate set of monitoring indicators and mechanisms to measure
relevant positive or negative environmental impacts. Specitic resources. approximately
$100.000. have been set aside under the sub-sector grants/contracts line item for the
Enviroflmental Impact Review of key micro enterprise s,ectors and development of an
Enviroillnental Monitoring. Evaluation and Mitigation Plan (EMEMP). Additional funds will
be allocated as the EMEMP emerges.

The EIR will cover all pertinent micro enterprises by analyzing environmental concerns in
the major sectors in which micro enterprises are most active. The 1993 National Baseline
Survey identified the following key micro enterprise sectors.

*
*
*
*
*

Agri-businesses
Metals & transport
Forest-related products
Textiles & Leather
Construction

Because the interventionstikely to have the most potentially adverse environmental impacts
are the sub-sector interventions. the EIR will focus on the sub-sectors that are most likely to
be targeted under MICRO-PED. that is agri-businesses and metal related tirms.
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EMPLOYMENT STRUCTURE IN KENYA: 1993

-.iii

Urban Employment
Public Sc:ctor
Private Sc=ctor

Microenterprises « 10)
Small (II-50)
Medium (51-1 (0)
Large (> 1(0)

Rural Employment
Rural Agricultural
Rural Non-Farm
Microenterprises
Small (11-50)

Total Emplo)'ment

Unemploymt:nt

Total Labor Force

1.740.000
731.000

1.009.000
417.000
32.000
87,000

463,000

7,471.000
5.879.000
1.592.000
1,481,000

111.000

9,211.000

1,805.000

11.016.000

Sourcoes: WlIrlli 8.mk J<~nva: Eml'lnvm~nt Grllwth ti.r Pllv<"rtv .-\11.."ialilln. Repurt Nn. 11650-KE, Soept. 30. 1993.
Tabloe~ 3.J. 3.1! and 3.13. NlItoe: Smnoe alljustl1\~nts ill th~ tlll••1~lIIplll}'lI1ellt amI ulh:lIlplllymC:llt lIumboer~ hav~ boec:n
madoe a., thoey arc: not cunsistoent in thoe WB JlICUIllt:nt. E~"llllIl1i,' Surv.." ,~ Statisti,':tl .o\hslr:t~t... iqQI. GEMINI.
1993.

The level of detail also permits aggregation at dift"t:rent levels (e.g.• by size of private
enterprise regardless of location). Putting thest: d.na into a pie chart. we were able to draw a
simplified picture of the current employment structure of Kenya (Pie I). According to our
best estimate, then, the m~ljority of emplo)'lIlcnt is in slIlall scale agriculture (53%) and
microenterprises (17%), and unemployment is conservatively estimated at 16%.

What can we say. then about future prospects for ell~"loyment? Several different projections
are currently in use in Kenya. depending on the assumptions made. Two possibie scenarios
are presented here.

The first is a compositt: of World Bank and Govt:rnment of Kenya (GOK) projections. The
World Bank relates growril in employm~ntto GDP growth ratt:s. making certain assumptions
about tht: relationship between GDP and el11ploym~nt. Employment in different sectors was
projected to tht: year :2000 using these assumptions. and tilt: GOK targets of investment and
GDP as outlined in the Policy Fram~work Pa~r (PFP). With investl11em reaching 24% of
GDP by 1996 and GOP growth reaching 6% by the s.111le year. unemployment would still
increase to :26.7% by the year 2000. The proportion of tilt: labor force employed in
agriculture would decr~ast: to 45 %. and public sector employment would fall to 4.8 % of the
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This paper review's USAID/Kenya's dfons to come to grips with the employment situation
and outlook in Kenya. In Section I, we revi~w the available current data on categories and
numbers of jobs and possible employm~nt scenarios for the year :!OOO. In Section II, the
findings from a 1993 nationwide survey of private enterprises in Kenya are reviewed. Section
mdiscusses the availability and impact of both financiaJ and non-tinancial services to private
businesses in Kenya, especially those tirms which employ fewer than 50 employees. Section
V surveys the current policy and macroeconomic environment for private business and,
finally, Section VI wraps up with a summary. This paper reports the key background
analyses that were conducted in preparation for the New Activity Description.

I THE GROWI:'\G LABOR FORCE & THE E~IPLOY~IE~TCHALLESGE

The Kenyan labor force. currently numbering about II million. is gr0 wing rapidly and is
expected to reach 14.6 million by the year 2000. Despite a recent duwnturn in the
population growth rate. from 4% in 1984 to .1.5% in 1993. Kenya still has one of the highest
population growth rates in the world. The 1;.111Or force is currently absorbing entrants that
were born when population growth was even 11igher. That growth will amount to 492,000
new job-seekers annually for the next seven years. Providing jobs for these 3.6 million
workers constitutes today's ~mploymell( challenge in Kenya.

Where is this employm~iH likely to come from'! In order to answer that question, we need
, first to look at where jobs are now. No two sources uf information ;.tbout employment in

Kenya agree: the basic numbers are different. the ddinitiol1s vary and growth rates are often
guesstimates. This ambiguity stems partly from inher~nt tlaws in available data. For
example. businesses located in homes an~ missed in ofticial statistics. and labor surveys are
not only infrequent, but often capture only part of the population. The difticulty in arriving
at a complete picture also arises from the nature of employment in Kenya. Large numbers
of people who have no other employment are absorbed into agriculture and self employment.
These factors make: it difticult to be certain about unemployment and the employment
structure in Kenya.

Nonethelc=ss, it is possible to present a basic estimate of the structure of employment in
Kenya using the available data from s~\'eral sources.
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1) When USAID/Kenya selects the IC/USPVO, ensure that the IC has adequate access to
environmental experts and that the EIR and EMEMP are included in their scope of
work.

2)

--
3)--

-
-
~

4)

5)

-
-

-
- 6)-

-
--

--

-

=
-

--

~

-

Whenever further analyses are conducted. ensure that environment concerns are in the
scope of work and that adequate experts are available. As needed, additional
environmental studies may be conducted.

At seminars to select particular sub-sectors, identify problems and recommend
interventions, hold sessions on environmental issues, and ensure that questions are
raised when feasibility is considered.

Hold special workshops to educate implementing organizations in the selected sub
sectors, and as appropriate in all sectors, about environmental issues.

When selecting interventions. ~nsure that implem"ming institutions have an acceptable
policy on the ~nvironmental and d~v~lop a selection crit~ria r~garding unacceptable
negative impacts and desired safeguards.

Ensure that overall monitoring and ~valuation systems include EMEMP as a
component.
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Nevenheless, MICRo-PEO's finance and policy interventions cut across many sectors, so the
EIR will analyze the above-listed sectors to identify general and generic issues and potential
mitigative mechanisms that will be communicated to those responsible for implementing
Project activities. The EIR team will be made up of expert technical advisors in the various
sectors to be studied. The methodology is likely to include a sample survey of finns in the
various sectors. The EIR will provide infonnation about resource use (inputs), production
and processing characteristics, and waste streams or discharges and identify feasible and
technologically and financially appropriate mitigation measures. This study will also
recommend a set of indicators designed to measure cumulative environmental impacts,
specifically trends and/or geographic concentrations of impacts. resulting from expanded
micro-enterprise activity, whether assisted through the Policy, Sub-sector, or Finance
components.

Monitoring. evaluation and mitigation measures will be carried out by project managers and
implementors as part of an overall EMEMP which will be integrated into overall project
monitoring. Mitigating actions may include some combination of training, sensitizatior., and
pilot activities to develop and disseminate relevant pollution control activities and
technologies. Environmental issues may be raised in all. sectors. If this is the case,
monitoring and mitigation measures will have to be imegrated into all components.
However. the key component where technical assistance will be provided is the sub-sector
component. Therefore, the most intensive monitoring and mitigation activities are likely to
occur there.

,
The USAID/REDSO Regional Environmental Ofticer or Advisor and the Monitoring and
Evaluation Officer will review the scope of ~ork for the EIR and EMEMP and the reports
produced.

3. PRELL\IINARY RECOMMENDED STRATEGIES

During the project implementation phase, environmental analysis. mitigation and monitoring
will be integrated into further sub-sector sel~tion, intervention and monitoring. The
approach of the sub-sector development activity is to institutionalize the process of sub-sector
selection. problem identification, intervention and monitoring so that it becomes sustainable
in Kenyan institutions. It is important that environmental concerns be integrated into this
process. If an outside organization takes responsibility for environmental monitoring in a
contract separate from that of the implementing organization, then integration is not likely.
Rather, it will be the responsibility of the IC/USPVO implementing the component to ensure
that the EMEMP is integrated into sub-sector analyses, interventions ;lnd monitoring, and
that adequate expertise is made available to accomplish this end. In addition, the IC/USPVO
will need to build the capacity of implementing organizations to analyze environmental
concerns particular to the sub-sectors in which they are intervening.

The following are s.ugges.ted str.\tegies for integr.;uing environmental concerns into sub-ser.tor
activities:
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labor force. The~ declines will be primarily (lue to decreasing land availability and
reductions in the: civil sc:rvice. respectively. The proportion employed in the private sector.
including microenterprises. would not ch'1I1ge. This scenario is optimistic. on the one hand.
because it assumes that GOK investment and GOP growth roues are achieved. It is
pessimistic. on the other hand. because it assumes an employment growth rate in rural
microenterprises that is lower than the tn:nd rate for the last decade.

The second scenario presented here revises the projection for microenterprise employment by
using recently gathered information from a USAIO/GEMINI baseline survey of small and
microenterprises in Kenya. Calculations based on this survey data estimated an average
employment growth rate over the last ten years of 13.9%. This is close: to the projected rate
in the tirst scenario for URBAN microenterprises. and. ind~d. to the GOK-reported growth
rates in the urban informal sector. The GEMINI survey founJ. however. that employment in
rural microenterprises was growing as fast as employment in urban areas. This second
projection. then. contains all the assumptions of the tirst. but projects a signiticantly higher
growth rate for microenterprises. The result would be ~l decre~\se in unemployment to 12.7%
by the year :!OOO. and a massive increase in the proportion of people employed in
microenterprises. to 30.8%. This scenario is a best C.lse scenario bec.\lIse it assumes that
GOP and inve::stmenttarge::ts are met. and thm microemerprise employment will continue to
grow at the:: past trend rolle.

How like::ly is it that microe::nterprises will be ,1ule to supply the projected number of jobs?
We can furthe::r analyze the prospects of ll1i~ro ellterprise growth colltinuing by looking at
growth in recent years. Figures of mkruenterprise employment since 1983 indicate that
employment has virtually exploded since 19~9. This employment increase occurred around
the same:: time as me::asurnble GOP. whkh prilm\rily captures h\rge scale and cashcrop
production. be::gan to decline. This apparent contmdiction may be explained in two ways.
First. the national GOP tigures may not be capturing the contribution of microenterprises to
GOP. Second. if microenterprise employment increases when GOP decline::s. this may reflect
the often asslll11~d residual nature of that ~l1lpluYI1\~nt. th~ p~ople that start microenterprises
beCause they have no other job. Tht:rc:: are sUInt: indications. however. that the former
explanation is more likely. and that micmenterprise employment is not simply increasing
because there are no other opponunitic::s. GRAPH I depicts rec~l1t employment growth, and
illustrates that much of that grO\\t'th arises because of tirm expansion. with only 20-25%
coming from new tirms. Further analysis of th~se points is crucial to understanding the full
potential of the microe::nte::rprise sc:ctor tu r~duc~ llnemploym~11t in Kenya.
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II; Micro-Enterprises in Kenya; Eindin~s from the GEMINI Sun:ev

In October 1993. USAID/Kenya conducted a nationwide survey of me:dium. small and micro
enterprises in Kenya. to better understand the size: and characteristics of the sector. The
survey changed our view of the magnitude and imJXlrtance of micro~nterpriseemployment,
provided valuable information about the diversity of micro-enterprise tinns. and revealed
significant employment growth trends. This section summarizes the main tindings of the
GEMINI survey.

Methodology

The GEMINI (Growth and Equity through Micro-enterprise Investments and Institutions)
methodology was developed at Michigan State University and has been used in over 15
countries worldwide to enumerate and dc:scribe micro-enterprises. In Kenya. the GEMINI
survey attempted to gather dala on tirms wilh up 10 100 employees. The method is based on
a stratitied. random sample of geographic c1uste:rs which e;lch conlain~d (based on census
estimates) approximately 100 households. The fom' str.lta were;

1) Nairobi and Mombasa.
2) Large towns with over 10.000 people.
3) Small towns with betwec:n 2.000 ~lI1d 10.000 people. and
4) Rural areas with fewer than 2.000 people.

Within each cluster. thc: survey tc:am knocked on c:very door and visile:d e:very premises to
enumerate and collect descriptive dala on all businesses with up to 100 employees and all
"closed" businesses. A "business" \V'1S ddined as any in~omc: earning. non-agricultural
activity. The survey el1l1memted III duslers. visited IS.1~0 households. identitied 5,353
open businesses and 1.998 "closed" businesses. An estim.He W'1S madc: for the number of
businesses run by people who were not home 1lI the lime of enumeration. 1989 population
census data was used to estimate the tOlal pOpul'Hion of tirms and employees in the sector.

In addition. a non-random S<1mple was drawn from coml11c:rci,,1 and industrial areas in an
effort to capture descriptive data from small and Illt:dium tirms thought to be clustered in
these non-residential areas. And, a sll1all~r. non-random group of tirm-owners was given the
"supplemental" questionnaire that largely focus~d on constraints to growth. These two
questionnaires augment the statistically valid datac~lplur~d in Ihe main questionnaire.

Charncterist ics:

The GEMINI survey provided eSlimates of Ihe size of the micro·enl~rprise sector that were

USAlO definition$ af firms size c3te90rie$:
Micra: up to 10 employee$
small: n ·50 employee$
Medium: 51·100 employee$
Large: more than 100 employee~
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three times previous estimates. The: survey calculates that there are:

•..
•
•

910.000 tirms in Kenya with 50 or fewer employees
2 milli<1n people employed in these tirms
25% of Kenya households with a busine:ss
Of those. 65% relying on 'he business for more than half their income.

Although the survey enumerated firms with up to 100 employ~s. the: vast majority identified
were small and microenterprises. tinus with 50 or fewer employees. Of those. 98.6% were
finns with 10 or fe:wer employ~. There were many more microenterprises than anyone
expected primarily bt:Cause the survey enumerated busine:sses in rural areas and in the home
that were previously not counted in tinn-based survey methods. Even in irldustrial and
commercial areas. where the numbe:r of bigger tirms is expc:cted to be higher, 80% of the
firms were micro-e:nterprises.

The survey also estimated more employm~nt in th~ s~ctor than had be~n s~n previously. In
the past. most analysts have conceived of "l11icro-~nte:rprise:s"and urban "informal sector"
enterprises as the same thing. Most de\'~lopl11ent organizations have assumed there were
600,000 people employed in this secror. the: GOl' tigure: reported for the infc:mnal sector.
The GEMINI data has. thus. documented more than three times the employment than was
previously e~·.til1lated. \Ve are now estimating th'lt 73 % of pc::ople employed in the private
sector work i" micro-enterprises:

PRIVATE SECTOR E~IPLOY:\IE~T:

*
*..
*

Micro 73A%
Small 5.5%
Mediul1l 3.4%
Large 17.8%
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In addition to doc:lme:nting the shc:c:r size of the: sm411l iUld mic~nterprise sector, the
GEMINI survey provided a profile: of the finns. SignitiC3Jlt descripti\l~data on
microenlerprises includes:

• AVERAGE FIRM SIZE: 2.3

• DISTRIBUTION OF EMPLOYMENT BY FIRM SIZE:

l
•

-

"

1 person
2
3-5
6-10
11-50

13%
7%

21%
25%
33%

• DISTRIBUTION OF EMPLOYMENT BY TYPE OF JOB:

Working Propric:tor
Paid Workc:r
Unpaid Workc:r
Apprentices

50%
~4%

6%
20%

I·

• EMPLOYMENT DISTRIBUTION BY GEOGRAPHIC STRATA

Nairobi & Mombasa
Urban. over 10.000
Towns. 1.000-10.000
Rural. below 2.000

8%
22%

78%

• EMPLOYMENT DISTRIBUTION BY SECTOR

Commerce
Manufacturing
Services

53%
30%
17%
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There are several panicularly interesting fe:ttures documented here. The average firm size is
higher than that found in Southern African countries. when: the survey has also been
conducted. The bulk of the employment can bc= found in tirms with 3-5 employees. The
majority of workers receive cash enumeration because: half an: working proprietors and
another one founh are paid workers. The vast majority of tirms are located in the rural
areas. And. over half are commercial businesses. Some other notable characteristics
include:

. .

•

*

*

•

*

*

*

One third of firms opc:rates out of the home. and the largest number (46%)
operate in traditional markets. rather than in rural trading centers or along
rural roads or urban streets.

The majority (78%) of the workforce has no technical training.

Only a quarter of businesse::s operating outside the home have a permanent
structure.

Only one third use pipe::d w.ltc::r or e:kl.:lril:ity.

The majority (7.. %) have: se::cure:: h::nure.

The majority (8~%) use local inputs and sell to tinal consumers.

The majority (8~ %) have neve::r used business assistance.

Only a small minority h.we:: e::ve::r used cre::dit ( I~ %) and even fewer have used
formal credit (6%).

While these observations assist in describing the gene::ral trends in the sector. they also
highlight the most important feature of micro-ente::rprises in Kenya: their diversity. One's
typical image of "informal sector" businesses in K~nya is of women selling vegetables on the
side of the road, carpc:nters scraping tog~lher fumirure at the edge of a city slum, or make
shift kiosks in residential estates. While these types of businesses do form part of the Kenya
small and micro-enterprise sector, there are other il1lOlges that tit as well. On the smaller
end, there are rural rope &nOlkers. be::er brewers. and basket weavers who operate out of their
home, collect their own raw mOlterials and combine their businesses with agricultural
activities. On the larger end there are restaur-1nt owners. metal fabricators. and computer
firms that rent buildings on commercial or industrial strc::ets. hire 6-10 workers, and have
electricity. water. and extensive fixed COlpit.lI investmellls. In the middle are businesses
located in markets and small towns centers th:.l.l have st.lIls or rent small. mud or concrete
rooms. that nm m<lize mills. offer r~p'lir services. or sell usr.=d clothes or hardware, that hire
three to tive workers~ and have some substantial assets in the Torm of workingcapiml or
tixed assets. Th~ micro and small ent~rprise sector is hlrg~ and diverse. and the challenge

£-7



for agencies hoping to stimulate e:mployme:nt growth in the: sector is how to identify where
the potential growth is. what constrains that growth and how to facilitate it.

Growth Patterns

The GEMINI survey measured employme:nt growth in tirms by asking the employment size
when the firms StlrtOO and at prese:nt. Not all tirms grow. but those: that do are adding il

significant amount of e:mployment e:very year. The: following facts iI1us~rate general growth
trends in small and micro-entcrprises:

*
*

*
*
*

38% of tirms are growing
On average. tirms add .29 e:mploy~s ~r year. That means between one in
three: and one in four tinns add an e:mploy~ e:very year.
Overall. around ~70.000 jobs are add~d annually.
The average: age: of tirms is 5 years.
The majority of tirms that c1os~d. shut down in their tirst three years of
opc:ration.

This data gives an indication of the dynamics of the sec:wr: a minority are growing. but at a
fast pace:. providing signiticant employment. in tirms th.lt do not necessarily last very long.
Note that it is difticult to say what size firm is growing the most. but it is clear from the data
that one-person tinns are the "seed-bed" for bigger firms. Around ~O% of growing firms
within the 6-10 pc:rson caregory srarred as one person ti rms. ~Iore rh.m 60 % of the firms
that grew into 3-5 worker tirms srarreu out as one person tirms. The se:ctor not only
provides large: quantities of e:mpll>ym~nt. bur 'llso cr~alt's larger tirms.

Which types of tirms conrribute most 10 this growth'! The following is a list of
characteristics of growing tirms:

•
•
*
*
*
*
*
•

Male or group owned
Manufacru ring
Located outside: the: home.
Owned by people formerly working in or managing a micro-enterprise
Having trained workers
Having a permanent srrucmre
Having acce:ss ro Utilities
Using impone:d inputs

Notably. there was no signiticanr difference in growth r.\les in the difti.-:rent geographic strata 
rural businesses were growing as fast as urb.Ul businesses.

In addition. the GEMINI survey an'llyz~d growth p.lll~rns among dift~r~nt "subsecrors".
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Firms in the GEMINI dara were divided into subsectors in two different ways: according to
the raw materials or "INPUTS· they use, and aC1;ording to their product lines or the
-MARKETS" they serve. Using the "input" bre::lkdown. the agriculture subsector showed up
as the largest net employer, while the metals and forest subsector had high per firm growth
rateS. This means that there are more tirms and employment in the agriculture subsector,
but that the growth roue of individual tirms is higher in the meuls and forest subsectors.

INPUT
Subscctor

PERCENT TOTAL PER FIRM
EMPLOYMENT E~IPLOYMENT

ADDED/YEAR ADDED/YEAR

AGRICUL'IURE 41% .25
TEXTILES 7% .~8

LEATHER 1% ~~

FOREST 17% .J~

METALS ~% A~

CONSTRUCTION ~% .15
OTHER :!o ':'0

TOTAL!AVERAGE 100% ~-._:'l

ItAg:iculture" based tirms are pril11'1rily made up of ruod sellers. both whole~1le and retail,
and a wide range of rural manufacturing activities such 'lS tish smoking, maize milling, beer
brewing. sugar and honey processing. The metals sub~ctor is also primarily retailers
(hardware sellers). but service industries such as vehicle and bicycle repair tirms are the
second largest group. Metal fabricators and tinsmiths also playa signiticant role. Forest
based enterprises range from charcoal production and s~l1ing to b'lsket and rope
manufacturing. to SA1w-milling and fumi!ure production and sale.

Using the "market" breakdown. the tood/be\'~rage suhsecwr provides the most employment
while the transport. furniture/hollsehold. and business s'upply subsectors have high per finn
growth rates.

E-9
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MARKET
Subsector

PERCENT TOTAL PER FIRM
EMPLOYMENT EMPLOYMENT
ADDED/YEAR ADDED/YEAR

FOOD/BEVERAGE 48%
CLOTHING/SHOES 8%
FURNITURE/HOUSEHOLD 10%
BUILDING/REAL ESTATE 5%
TRANSPORT 4%
PERSONAL SUPPLIES II %
BUSINESS SUPPLIES 4%
OTHER 10%

- TOTAUAVERAGE IOO',iJ

.25
.27
.40
.16
.48
.26
.44

The food/beverage subsector contains ~lll11USt the same rirms as the "agr;:,::uhure" subsector
described above. with the addition of bars and charcoal production and sale. The
furniture/household goods sllbsecror is primi.lrily c.~rpC;:J1(c;:rs. tinsmiths and basket makers. and
has a lot of overlap with the "forest" sllbsector describeu above. The transport sector is
mainly repair services and human tr.lI1sponers. ;.111<1 the "business supplies" subsector, oddly
enough. is primarily made up of rope and twine producers.
Given the signiticant differences in growth patterns of the different subsectors. what other
characteristics do these subsectors Imve'! The I'lrger suhsectors of agricuhure and
food/beverage are characterized by:

'"
III

•
'"

High proportion of femak employment
High proportion of unpaid workers
Few apprentices
High backward linkages to raw m.uerial suppliers and t~w forward linkages to
other tinns

The smaller subsectors with high per tirm growth r.uc;:s. on the contrary. have:

'".'
'"

Low proportion of women workers
High proportion of paid workers and apprentices
Mixed linkages

The subsector analysis paints a picture of a divid~d micro-enterprise sector. T~~ growing
firms are located in subsectors (metals. t~m:st b<lsed products, furniture/household goods,
transport. and business supplies) that have higher b'lrriers to entry in the t'orm of skill and
capital requirements and gender rol~s. They ;.trt: mOlI~ dominated. less populated. require
skilled labor and invest in thOlt I.tbor through wages and appr~l1lic~ships. In contrast, there
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are more populated subsectors (agriculture or food/bc:vc:rag.:s) mat ate easier to enter in
terms of skills and capital requirementS and gendc:r rolc:s. In aggregate, they provide a much
more significant amount of employment, but are low skill, low pay businesses.

&11



Women's Role

This growth analysis illustrates women's disadvantaged position in the micro-enterprise
sector. despite the high level of their panicip:nion. What other characteristics do women
owned finns exhibit?

=

•
•
•

•
•

•
*
*

Women own ~6% of the tinns.
Women COlllprise 40% of the workforce
Majority of women-owned tirms are clJmiUercial
Majority of women-owned tirms are agriculture related
Women-owned finns are smaller than male-owned tirms
They are more likely to locate in the home or in traditional markets. and less
on roads or in market centers
They employ more women
They employ more unpaid workers
They use less skilled workers

These characteristics an~ not surprising and reveal the <.Ii fferential constraints of women
entrepreneurs. For example, women h~lve lower ~1l:l:eSS to training and capital. These
constraints combine with gender norms to prevent wumen from elHering the more lucrative,
growing businesses that men concentrate in: vehicle ~lI1U bicycle repair, metalwork,
carpentry. etc. (n addition. women's role in agricultural production, food preparation and
childcare restrict them more to home-based industries. Finally, even women who run
businesses outside the home have lower access to prime business spots in market centers and
along roads, which could be related to disl:rilllinatioll or (0 the sectors they operate in and the
premises they C'1I1 afford. The GE~IINI u~Hasho\\'s th~H women. as enrn:preneurs and
workers. are dis.1uvanl.1geu anu f.lce ui ftt:r~nr sets of constraints that neeu to be addressed if
they are to benetit fairly and conrribute equally to employment growth in the sector.

E-12
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Constraints to Growth

The GEMINI survey assessed tirms' perceptions of their constraints by 2dministering a more
detailed questionnaire to a smail sample of around 200 rirms. These findings. combined with
other indic:ltive surveys of the sector. iIIustr.lte the major constr:lints facing micro-enrerprises
in Kenya. Markets and inputs are undoubtedly the highest priority problems for micro
enterprises at this time. S.:cond priority concerns are tinance. infrastructure and
policy/regulatory issues. A small minority of tirms recogniZed a need for training and
technology.

1. MARKET (30% response in GEMINI survey)

The biggest constraint facing tirms at the moment is the market. The most common
way of phrasing the problem is "too te:w customers" and "customers have little
money". but some also S.1Y "wo many cumpetitors".

2. INPUTS (:5% response in GEMINI slIl"\ey)

The second biggest problem tirms rl:cugnize: is also m~lrket related: inputs. Firms
mentioned availability and acct:ss. with sOllle peuple also mentioning the price of
inputs.

3. INFRASTRUCTURE (17% response in GEt\t1Nl survey)

The most common problems mentioned in this c~Hegory were "lack of reliable
transport" and "poor premises".

4. FINANCE (14% response in GEl\IlNI survey)

Assistance organizations usually ~lssume tirms' must commonly perceived problem is
money. This response shows thattinan.:e is a l11~tior problem. but not the highest level
concern.

S. POLICY/REGULATORY (l~% respunse in GEMINI survey)

The macro-ecor/omic environment (7%) is perceived as a problem. with inflation and
devaluation being the particular issue mentioned most. Also. 5 % of respondents cited
harassment as a problem. with "regu!;,u cash payments" or bribes being the particular
example mentioned 1110St.

6. TRAINING & TECHNOLOGY: mt:l1Ijol1~d by a small minority of tirms.
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While this broad ranking is useful in illustrating the priority concerns for all finns. different
types of finns were more affected by different constraints.

Finns that are more affected by MARKET constraints include:

•
•
•

- - •.
= •

•
.!

. Young tirms
Female owned firms
Slow growers
Finns with lessadvanrageous locations: homes. traditional. markets
Finns in large and small towns (Strata 2 & 3)
Service tirms

Finns that cited FINANCE as a constraint more oftc:n include:

-.

'"
'"
'"
'"
'"

Older tirms
Male own~d tirl11s
Fast growc:rs
Manufacturing tirms
Businesses that hav~ closed

Firms that mentioned TRANSPORT as a problem were frc:quently:
I

'" Rural
'" . Smaller
'" Home based
'" Commercial

HARASSMEtIT was a highly recognized problem for:

'"
'"
'"•
'"

: Firms in markets. along roads. and in market centers
Firms in temporary or o~n air structures
Larger tirms with 6-10 el11ploy~s

Commercial tirms
Urban tirms

-"----,

Firms in commercial districts experienced problems with INFRASTRUCTURE most.

In addition. it is interesting that growing tirms prioritized constraints in a different order than
slow growers. Firms that experienced signiticant growth (added more than 2 employees)
were facing financial constraints most. and infrastructure and policy/regulatory constraints
second. In contrast to the general JXlpulatiun. these fast growers had overcome marketing
and input constraints to a greater degree••\Ild ranked them as lower level constraints.
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Another important survey of constraints to growth. conducted in 1992 by the World Bank
and GTZ survey. covered around 200 tinns in large towns, with a sample heavily biased
toward manufacturing and representing a substantia) number of small and medium sized
firms. in addition to mic~nterprisc:s (GTZ & World Bank, 1992). This survey illustrated
the differences in constraints taced by different sized tirms. In this survey. micro-enterprises
named finance. intlation. and policy/regulatory issues as the top three problems. (Note that
-markets- was not a possible answer). Small sized tinns(1~9 employees) named inflation,
finance. and infrastructure. in that order. as their top concerns. Medium/Large timls named
inflation. policy/regulatory issues. and access to foreign exchange as their top priority
concerns. Within these broad areas of constraints. the different sized tirms also named
difftrent types of problems. In finance. micro-enterprises listed lack of collateral as the main
issue. while tirms with more than 10 employees found high interest rates to be more
problematic. In policy/regulatory issues. micro-enterprises saw the cost of licenses as the
biggest problem. where.'lS mediumllarge tirms were more concerned with the number of
licenses. and getting import licenses. "Tr.ule lIniun" restri~tiol1s bothered small tirms more
than micros or medium/large tirms. In lhe ~m:a uf infr.lslructure. micro-enterprises faceU
problems of access to landalld space. wh~r~as tirms Wilh more than 10 employees were
more concerned with the quality of ro~uh. It is wurth nUling that some of lhe key problems
tacing the larger businesses. access to imporr licenses ~lI1d ~lccess to foreign exchange. have
been addressed in the structuml reforms lInderrak~n by the GOK since 199~. but few of the
policies tacing small and micro-ellterpris~s h~l\'e be~n d~~lIt with.

The GEMINI survey also r~veal~d som~ inrer~stil1g infurm~uion regarding government
involv~l11ent in th~ sector. Firms wer~ sp~citic~ll'y ~lskecJ whether they experienced
particular types of intemcrions. Clnd the r~spuns~s .fullow:

*
*
*
*

Mor~ than h~llfoftirl11sar~ Ik~ns~d (5J~'~)

Almost one third make "misc~lIan~l?us ~~\sh p~lyments" or pay bribes (29%)
1~% have experie:nced eviction
Only II % adhere to minimum W'lg~ stand'lrds.

From the GEMINI surv~y. it would s~~m many firms ~1re "regulated" in the sense of having
to pay fees. and obtain lic~nses. bUI not in th~ se:nse of heeding government wage
regulations. In addition. it would be impurtant to try tu estimate the employment affect, and
the affect on busin~ss contidence. of a I~% eviction r.ue.

Another issue that is worth noting for its~ of ~ppe:ar.lI\ce in both surveys is training and
technology. Despite the: large nUl1lbl:r of ~lssistal1l.:e organiz.uions offering training.
particularly manag~menr tmining. in Kenya. th~ d~mand s~ems rather low. It is interesting
to note that tirms do not rank tmining as a high priurity. but there is other evidence that lack
Of ct.-i1lc: -»",1 .~rol,nnl"n" i" .,,, i".·"... TI.... GC I'" I''''''' '1··.·· :••·.•h· rI.,.....1.... t':,-·,....,5 U:'.'\"". t-, .:,-..:2.-!• ~.... ~ttW- ..... "...,..~t:-.,. tc» ""'-. t~.... . ~ &..I ... t I" ",n'", "Jt;; t t ;rttvn '~tlU' I 11 ." 'a. _

workers grow faste:r. And. it is well ducum~nt~d that a train~d work force increases
productivity (World Bank. 19':>.1,.\: Tum~cu & Alekc:-Dundo. 19':>2). In addition. in the
GEMINI surv~y. enrr~pr~neurs cite "priur tmininf ~1S .1 kc:y reason for going into the type
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of businesses they are in. and a key reason for staying in. Women. however. are less likely
to choose a business because they have training, citing the atTordability and ease of entry
instead. Finally. the vast majority of entrepreneurs said they would rather continue in their
current activity than start a different type of business, and prior training in that field was
given as one of the main reasons for continuing in that business. Given that training is so
important in business selection, that there are signs that people are entering saturated
markets. and that entrepreneurs do not seem interested in training themselves, more attention
may need to be paid to making formal, pre-business training responsive to the market, and in
increasing women's access to training.

£-16
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ill Assistance to Micro. Small & M~ium Enterprises in Kenva

This sections describes the extent and type of assistance channelled to small ar.d micro
enterprises in Kenya. To what extent do tirms receive assistlJ1ce? Does that assistance
promote growth? Who gets the assistance? What are assistance organizations doing to
alleviate the constraints to the growth of small and mic~nterprises?

Extent or assistance

There are indications that. despite a trend of increasing assistlJ1ce to micro and small
enterprises in Kenya. the vast majorizy have never received assistance. The GEMINI survey
indicated that only 18% of all firms had receiv~assistance. and most of that was financial:

The GEMINI survey also suggests thou tirms recdving ,lssistance grew at faster rates than
unassisted tirms:

Of those that received tinancial assistance. slightly over h,llf received informal credit and the
other half received credit from b,lI1ks or othc:r "forma'" sources. The low coverage by
formal institution suggests that there is a large unmet demand for tinancial and other
businesses services.

..

......

....

No assistance: 82 %
Financial assistance: 12 %
Non-tinancial assistance: 4%
Multiple forms of assist,mee: l.:!%

Assisted tirms: .33 jobs added per tirm per year
Unassisted tirms: .24 jobs added per tirm per ye,lr

This suggests that business assistance makes a difference in tirms' growth.

According to the GEMINI survey. tirms with the following chOlracteristics were more likely
to receive assistance:

..

..

..
*..
....
..

Urban based
With trained workers
With multiple owners
Located in permanent structures
\Vith secure tenure
With access to electricity
With more ct~rt·up c;lpit:t!
Using imported inputs

-
'I

These characteristics suggest that better off. urbOln tirms tend to get more assistance than less

£-17



secure, poorer firms, panicularly in rund areas.

Despite the low numb-::rs reach~ nationally, it appc:ars that the: supply of suppon services
has been increasing. A USAID surve:y collc:cted information on the num~r of beneficiaries
of some 40 key assistance organizations (Ale:ke-Dondo, 1994). The study did not cover all
organizations, and many organizations do not collect good quality data on the quantity of
their services, but the study indicated a strong growth trend. Over the last two years,
responding organizations tripled the number of enterprises L'1ey lent to and doubled the
number of entrepreneurs they trained. Nevertheless, the: numbers reached are still far below
a significant ponion of tirms in Kenya.

Assistance Organizations

The number of organizmions providing support s~rvic~s to small and microenterprises is
large in Kenya, so large that it is difticult to .\ssess ex.\ctly how many organizations there
are. Based on USAID and other donor cOlHacts. variolls studies and a database on small and
micro-enterprise assis4'1nce organizations, huwever, it is possible to draw a picture of the
SME assistance sector. There are, no doubt, activ~ org,lJlizations th.lt <lre: not mentioned here
and others will undoubtedly be identi tied at .\ later dat~. In pi.\fticular there are probably
many groups o~rating at the local level th.u '\fc:~ not known in Nairobi. What is presented
here are the Illost active org"niz.uions.

•
First, Kenya Rural Enterprise Program (K-REP) ke~ps " national database of small and
micro-enterprise assistance organizations which lists 8:! institutions and twenty donors:

*
*
*

Half of the assistance organizations are NGOs
One· Quarter are GovernmerH agencies
One,Quarter are privme. for-protit institutions

Although the datab.'1se is not comprehensive, it indicmes that most business assistance
organizations focus primarily on training mld credit services:

*
*
*
*
*
*

Training: almost all
Credit: three quarters
Tec~nology support: less th.m ten
Marketing services: less than ten
Advocacy: less than ten
Research: less th.\n ten

Technology, marketing. advocacy. "nd r~se'lrch <lctivities. on th~ other hand, show less
activity.
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In the credit arena. minimalist I-=nl~ing programs have tak-=n off v-=ry strongly in the last three
years or so. The USA[O survey of assistance organizations indicated that most credit NGOs
an: now using a group-b~, minimalist Ic:nding approach. The majority of NGOs in Kenya
using this method have rec-=ived tinancial or t~hnical assistanc-= from USAIO. through K
REP. Other key players that provide larger loans to more -formal sector" businesses include
two Government-supported programs: Small Ent-=rpri~ Finance Corporation and Kenya
Industrial Estates. In addition, seve:rnl banks have I-=nding sch-=mes for small businesses,
some of which are backed up by loan guar:ulty schem-=s such as the USA[D sponsored Loan
Ponf~lio Guaranty scheme.

Most of the training available to entre:preneurs in Ke:nyais managem-=nt training, as opposed
to trade-based. technical training. Th-= Ic:ading managem-=nt training institutions. in terms of
the numb-=r of people they train, include:

*
*
*
•
*
•

Th-= ILO funde:d Improve Yuur Busine:ss S~hel11e.

Advc:ntist Development Rdie:r' Agency.
Small Enterprise Finan<:e Corpuratioll.
the Kenya N&1tiun~lI Ch.uuber uf CLJmlller<:e .
Undugu Socie:ty or' Kenya.•1Ild
ILO/UNDP Enrreprene:lIrs Edllc.ltilln Pn>j~cr.

In addition. the Kenya Institute of Management and the Fede:mtion of Kenya Employers are
known for the quality of thdr management cuurses. USAID/K funded Kenya Management
Assistance Program (K-MAP). Undugu Suciety or' Keny'l, and Improve Your Business
provide the bulk of one:-on-one counselling. which is primarily on management issues. The
major providers of technical or voc.ltional tr.lining include:

*
*
*

th-= Government Directorate: of Industrial Training.
Voluntee:r Services Ove:rseas. and
the: Ministry of Research Technical Tmining Technology (MRTTT).

In addition to these institutions that provide: training to e::<perienced -=ntrepreneurs. there is a
wide network of formal training institutions in Kenya. which include:

*..
*
*
*

600 youth polytechnics.
17 Institutc:s of T~hnology.
3 National Polytt:ehnics.
20 Technical Training Insritutt:s and
4 Universiti-=s.

World Bank. GTZ and othe:rasse::ssmel1ts h.we:: conduJ.:d th;uthese: institut-=s are not demand
driven and tend to pre::par-= its grndum.:s for ~lllpluYJl1ent rathe::r than business management,
which is, in any case. thdr prefe:rell~e: immc:di.uc::ly ar'te:r gra~uation (GTZ & Price
Waterhouse. 1993). MRTTT 11l1llthc:: ILO have:: il1twducc::d Entr~pre:ne:urship Education
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courses into the curricula of these institutions, but the:y are not, as yet. major players in the
supply of training services to existing t:ntrepreneurs.

There are few institutions providing othe:r tytJC=s of suppon services. The:re are only a
handful of organizations focusing on marke:ting assist:ll1ce:, and the:y spc:cialize in exporting
handicrafts. (n the: tie:ld of infrastructure. Ke:nya Industrial Estates and MRlTr provide a
limited number of sheds to artisans. but this role: belongs primarily to local government
authoritit:S. There are at least ten appropriate: :echnology organizations in Ke:nya, but only
one focuses fully on teehnology for the private sector, ApproTEC, while the others have
traditionally focused on technology for e:nvironmental preservation (fue:l e:fficient stoves, solar
cookers) or community development (water, livt:Stock, food storage). Some of these
institutions are looking into mechanisms for responding to tirms' nt:ed for technology,
including:

•
•
•

•
*

Voll1nt~rs in Technical Assi~lancc: (VITA),
Re:gional Appropriate T~hnology Infurmation Sc:rvicc:
Jomo Kenyana Univc:rsity Cc:nter fur Appropriate Technology (JKU-CAn,
and
the: Ministry of Rese'lrch Technic.lI Training and Technology (MR1TD
Intermediate Technolugy Developmc:nt Group (ITDG)

In addition. K-MAP is beginning to look inro assisting entreprene:urs with technical
counselling services. K-REP is the le'lding research institution un micro-enre:rprises in Kenya,
and the: universities. particularly the Institute fur Develupment Studies at the: University of
Nairobi also playa major role.

Associations & AdvoC~lCY Groups

Given the changing political environlllc:nt in Kenya. and the importance of policy/regulatory
constraints voiced by tirms, the developmc:nt, opportunities and constraints of advocacy
groups and business associations desc:rve spc:cial attention. There are no representative
organizations playing a strong advocacy role for small and micro-enterprises in Kenya.
Associations of business people fall imo three categoric:s in Kenya, and are not necessarily
oriented towards advocacy work.

1. "SELF-HELP GROUPS": First, at the grass roots level. c:mreprenc:urs form small groups
of twenty to fifty memb~rs for th~ purposes of self-hc:lp and community development. The
GEMIN! survey indicated that some ~O% of enterprise owners are members of such groups.
Credit seems to be a major activity of the groups and there arc: a large number of women's
groups:

..

..
•

30% are rotating $owings & loan groups
29% are womc:n's groups
~7~~ provide some kind of I.:rc:dit •
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These groups are commonly thought of as social in orientuion. and are known to provide
financial assistance in emergencies such as funerals and illness.

2. NATIONAL. INFORMAL SECfOR GROUPS: A second tier of groups are representative
of micl'O-<:nterprises and operate at a national It:vel. but are not skilled in or necessarily
oriented towards advocacy. There are t,\·o key ~sodmions in this category. The first is an
umbrella association. the National Hawkers Associations. although not all member groups are
hawkers. The member associations are mostly sector based and have regional branches. The
most active. having received support from the Friedreich Naumann Foundation, is the Kenya
SmaIl Trade~ Association. The association started by providing credit to its members
through a rotating credit scheme, but has moved on to play an advocacy role, albeit a weak
one. This group lacks skills and has so far not emerged on its own as an outspoken force.
but as one of the few national level associations of "informal sector" entrepreneurs. it has
potential to expand its role.

The second group in this category is the National JlIa Kali Assuciation. made up of local
branches of Jua Kali Associations. The:'le were tiJrlned in respollse to the MRTTTs call for
infonnal sector artis.1ns to form assllciatillns in urder tu get ~lssist~Ulce. These associations.
having been formed by the Government. ~1re widdy viewed ~lS aligned with government or
KANU interests. In addition. their existence 1l141kes the t'orll1~ltion of other 41ssociatior.s a
direct challenge to their legitim~lcy. Althuugh the World B~lllk ~U1d a few other donors have
elected to channel assistance through these associations. they are viewed by most donors in
the field with skepticism. If they are to phly an ,1dvoC,lCy role ,It all. it is likely to be
·pushing from the inside. II •

3. NATIONAL. FORMAL SECTOR ORGANIZATIONS: There are several national level
organizations that represent more professiunal. suphisti~~lted. or larger businesses. The
oldest. most active is the USAID suppurt~d Kenya Assuduiull of ~t:.lJlufacturers. It carries
out policy studies and dialogues with thr:: GO\:ernl11~nt tu provide: dire:ction for policy change.
Other less active or newer groups include::

'.

*
*
*

Federation of Kenya Employt:rs
Kenya Business and Professional WOI11~n's Association,
National Association of Kc:nya - Women (n Business (NAK-WIB)

These more elite groups may have the skills to provide structured advocacy support on behalf
of the entire sector. .

In addition to th~se re:prt:sentative assucimions. several lIevc:lupment agencies are establishing
oo'Y'Oeacy cancans or arC' fiuc"mpting tu set up asSOCiatTut1S. Frederick Naumann Foundation,
for example, has set upa thinktank called institute for Economic Affairs. A former
employee of USAID/Kenya is establishing a Sm,,11 Business Association. A US-PVO. VITA.
is establishing sector-b,lsed associations. These institutiuns. althoug.h top-down in inception,
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may emerge as professional advocates forlhe sector.
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lY.. USAID/K EXPERIENCE WITH SME ASSISTANCE

The following section will d~scrib~ prior USAID/K ~x~ri~nce with private ~nterprise

development in K~nya. Th~ information present~ comes primarily from ~valuations of two
previous projects. the Rural Private Enterprise Project (RPE) which was implemented from
1983 to 1991. and th~ Private Enterprise Development Project (PED) which started in 1987
and is ending next year. USAID also ~nda...ors to incr~.lSC: ~mployment and export earnings
of Non-Traditional Exporters through th~ K~nya Export Developmem Support (KEDS)
Project, which start~d in 1991 and will end in 1997. Wh~n these projects started, the Private
Enterprise Office was assisting tirms of any size, but in 1990 the new Private Enterprise
Strategy determin~d that more employment opportunities were likely to be generated in small
and medium sized firms. At that tim~, PED (and KEDS) b~gan to focus more on firms with
under 100 employt:1::s. Th~ following is a description orthe RPE and PED projects, a
qualitative assessm~nt of periormanc~ based on ~valllations conduct~d to date, and a
quantitative. comparative ass~ssm~nt across project components.

Rural Private Enterprise (RPE) Projl'ct

The purpose of th~ RPE project was tn establish and expand rural private enterprises in
Kenya. The RPE project had two compunelHs. ~l ~ommen:i~ll bank component and an NGO
component. The prim.try mech'lI1ism was the clllllmen:i.ll bank component which lent money
to 3 banks for on-lending to "rural private enterprises". The loans were medium-term loans
(3-8 years). which were not available in the market at the time. and were to be targeted to
smaller, rural tinns thm do not ordinarily have 'lccess tlJ credit through the banks. The
component included:

*
*

*
*

Loan funds.
Technical training for bank st.lff (to encour.lge cash-tlow based lending rather
than collateral based lending).
Commodities for banks [() de\elop business ~\dvisory units.
S~minars and technical tr.lining for borrllw~rs.

According to the evaluation, the: results of the projt:Ct we:re mixed:

"The RPE commercial bank component did hc:lp establish and expand rural
private enterprises ... but the projc:ct output targets were: not fully met."
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On the one hand. micro. small and l11~iul11 sizc:d tirms bc:neriued and received "small"
loans. by bank stlndards:

•
•
•

34% of loans went to micI'04:nterprisc:s
73% went to tirms with below 100 employees
43% of the loans were under 575.000

In addition. the banks extended m~iull1 term lending whereas they normally only lend shon
term. On the other hand. most of the funds were not widely disbursc:d:

•
•

13 loans accounted for 68% pc:rcent of the loan funds.
These loans were above $750,000, the highest level that could be lent without
USAID approval.

Also. the Banks did not substantially change: thdr dient base. nor thdr practice of requiring
collateral:

"There is little: compelling c:vidl.:l1l.:e th;\t thl: prujl.'l.:t institutionalized medium
term lending on a pure cash tlow h:'lSis to sll1:.lIl :.tIld medium sized rural
enterprises either within the p:.trticip;lting b;tIlks or in non.;,RPE banks. "

The evaluation recommended that USAIDchannd the 10.ln retlows back through the same
banks, with some moditications.

The NGO component of RPE was used to establbh K-REP. Working as an umbrella
organization. K-REP provided grants and technical assistance to other NGOs to provide
credit and training, in turn, to "community based enterprises" and micro-enterprises. This
component of RPE was not formally ev'lluared, but it W..IS seen as a useful experiment that
contributed signitican~ly to the learning about l11icro-el1terpris~ dewlopment in Kenya. It was
in this phase of USAID/K's assis~'lnce to K-REP that K-REP started minimalist lending,
adopting the Grameen Bank model to the Kenyan I.:Olllc:xt. At the same time. K-REP began
lending directly to tirms, in addition to using other NGOs as intermediaries. Assistance was
continued to K-REP under the PED project, described below.

Private Enterprise Development (PEO) Project

The PED project purpose was to "strengthen institutiulls that can improve Kenya's business
environment and to encourage growth or busin~sses dir~ctly through the tinancial and
advisory services those institutions pruvid~." Th~ PED project c:xtended tirm-Ievel assistance
and support for policy analysis anti advocacy primarily through other NGOs or private, for
profit institutions. The project had three cUll1pon~nts: tinance. counselling, and policy.

1. FINANCE: K-REP AND THE TRUST
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Under the PEO project. K-REP I::xpandc:d its minimalist lending activities by introducing
minimalist lending in the NGOs it suppons. and by extending its own direct Il::nding
program. An evaluation of K-REP activities under PED is currently underway, but K-REP
is already widl::ly recognized as a leading micro-<nterprise: lending institution in Africa. It
was selected as a casc: study for an ONI sponsored workshop on "Best Practices" in micro
and small enterprise: h:nding in Africa. and has ap~red in sc:veral books as a successful case
study. K-REP and the other NGOs it supports have lent to some 15.000 tirms. 61 % of
whom are owned by women. Despite its strong pc:rformance. it is still well bc:hind similar
schemes in Asia and Latin Allll::rica in terms of nUll1bt:rs reachc:d and cost sustainability.
Despite K-REP's mpid expansion, there is stiIJ large unmet demand for micro-enterprise
credit. The GEMINI survey suggests that 14% of tirms consider finance to be their biggest
constraint. As 3. rough estimate of dl::mand for credit, that would indicate that around
135,000 micro-enterprises in Kenya are strongly in n~d of tinance. While more demand
analysis is needed. one issue for K-REP and USAID/K is how to expand minimalist credit in
Kenya. A major question of conl.:ern is wht:ther ur nut K-REP should continue to provide
technical assistance to other NGOs 3nd. if tht:y dUIl·t. whu will'! The current t:valuation
should shed light on these and utht:r issllt:s and m~l"t: appwpriatt: recommendations for future
assistance.

In addition to K-REP. PED had ~1I1 Equity Finance Component. the Kt:nya Trust for
Development. This activity channdlt:d luans to tirms through two "equity" or "venture
capital" companies. Kenya Equity !\I.magt:ment (partly owned by Equator Bank) and
Industrial Promotion St:rvices (owned bv the A!!:l Khan Fuundation). KEM and IPS would. ~

invest equity in tirms. and USAI 01 K would m.Hch. 011 .1 I.:crr.lin ratio. the equity with loans.
The evaluation g.lVe the project mix~l1 r~vi~ws. 011 rh~ one hand. the employment.
investment. sales. and fureign t:xchal1ge mrg~rs wt:r~ 1Il~1. On the orht:r hand. the evaluators
did not t~el the mechanism used was "venture C~lpil'II". R.uht:r, in the case of KEM it was
merchant banking and ill the case or IPS it "" ..IS .1 "hulding company". These mechanisms
were seen as appropriate responses to the lack of effective demand for pure "venture capital"
in Kenya. One option given in the evaluation W..1S to continue assistance,. with revisions to
accommodate these different investment pral.:tices.

The main issue of relevance for PEO 1I is the type of tirms assisted by the TRUST
component and the cost of the compunent. Assislt:d tirms tended to be well capitalized firms
owned by higher income people in Kc:nya. While lh~ tirms were often new businesses, or
had fewer than 100 I::mployees before USAID assistaI1l..'e. the m"ljority grew into firms well
outside the new PEO 141rget group of firms with less than 100 employees. In addition, the
component was expensive compared to other types of assistance, and the evaluators pointed
out that it was. by international stand.mls of venture c~lpital endeavors. under-funded.
Despite the overall positive impact. these factors put sc:rious constraints on the potential for
continued support for this form of equity investment under PED II. USAID/K is still
considering providing equity tinancing to sm~l"er enterprises. but a market study would have
to be conducted to Jssess the t~asibility of this en<k:lvor.
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3. COUNSELLING: K-MAP AND IESC

There were [wo programs supported under the counselling component of PEO: K-MAPand
International Executive Service Corps (lESC). Both these: NGOs provide one-on-one
counselling to firms by c=xperienced prot~ionals. K-MAP is a Kenyan NGO that provides
volunteers from large firms in Kenya to counsel managers and owners of smaller firms.
IESC is an American based NGO that brings retired exc=cutives to Kenya. and was primarily
charged with providing tc=chniCll support not available in Kenya.

The evaluation of K-MAP was quite t~vor:lble. K-MAP has established a niche in the
training market in Kenya, being the only institution providing counselling by experienced
Kenyan managers. as opposed to classroom training by full-time instructors or counselling by
professional business advisors. K-MAP assists micro-enterprise:s with an average firm size
of between three and tive employee:. The program is also quite inex~nsive. The evaluation
stated, -It is difficult to envision a project with as small a budget and sc:cre:tariat that has
achieved the same viability and outputs." The: main problem identitied by the evaluation was
the lack of monitoring of K-MAP Clients. The: e:valuation rc:conunelHle:d K-MAP improve its
information and monitoring function. which it is in the: process of doing. K-MAP began its
operations with USAIO funding. and has since added training and a bank guarantee scheme
to its activities and has solicited other major donor support. including the British Overseas
Development Agency. K-MAP is now pl'lnning to open oftice:s in Mombas."l and Kisumu.

The evaluation of International Exc:cutive Service Corps (lESC) was less positive,
particularly regarding the ability of IESC to .lssist PEO's 1990 mrget group of tirms with
less than 100 employees. According to the evalu.uioll. IESC was:

"... reasonably effective in uelivering te:chnical assistance. transferring
technical skills and in helping tirms [0 improve: their operations. revenues,
employment and investment."

IESC was not very effe:ctive in rc:aching micro-ent~rprises, even through their "group
assistance" scheme in which small ~ntc:rprist:s pool their resources to get one Volunteer
Executive for several companic:s. In addition " signitk~lI1t ponion of IESC assistance was
management assistance. rather than technic.lI ~lssist~lI1ce. which was supposed to be their
focus. The evaluation recol11mendt:d th.lt IESC focus its .lssistance on export-oriented firms
because the technical ex~rtise of the vulunt~rs is bc:tre:r orielltc:l1 towards large firms
catering to an international market. lESe is alremly supponc:d by USAID's Kenya Export
Development Support (KEDS) projc:ct and further assistance is likely to be under that project.

3. POLICY: IPC AND KAM

The third component under PEO was the Policy component, which channelled assistance to
two entities. the parastatal body Invt:stlllent Promoti'lIl Center (IPC) and the private sector
association. Kenya Association of l\1.ulufacturers (KAM). Assistance to IPC was intended to
strengthen it to become a "one:-stop-shup" fur private in\,estmt:1H licensil' ....1I1d procedures in
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Kenya. The assistance to IPC has not be:t:n c:vaJuat~. but it was suspc:nd~ because of FY
'94 547 legislation which restricts USAID support to organizations that could cause American
firms to relocate overseas. There were. however. major problems with the activity. In
particular. there was a high tum-over of key pc:rsonnc:l that prevehted continuity.

KAM. on the other hand. was evaluated and was seen as playing an important role in the
policy reform process in Kenya. -KAM is unquestionably the most effective spokesman for
the views and interests of the business community on a broad range of issues. and current
political ttends favor an expansion of its role-. The evaluators felt that the policy studies
conducted by KAM with USAID support provided valuable technical knowledge and policy
options for policy makers. These policy stUdies. on such topics as price de-eontrol and trade
liberalization. were used by policy makers once they had ~n pressured to make change by
larger players, such as the World Bank and the IMF. Because KAM had been using
consultants up to that point. the evaluation recommended KAM strengthen its in-house
capacity to research. advocate and track policy reforms. In aduition. the changing political
environment calls for new strategies. but KAM h~lS y~t to adapt to the new environment.
The evaluation recommended that KAM study similar associations in democratic nations to
re-visit their overall strategy. for both advo<.-acy and institutional sustainability. In addition.
KAM which traditionally represents old~r. w~1I ~stablbh~d inuustry. was not seen as
effective in recruiting membership from th~ small ~nr~rpris~ s~ctor. The evaluators also
recommended KAM re-visit this l11ell1b~rship iS~lI~. This pml.:l::ss is underway. and its
outcome should influence wh~1t type of suppurt. if ~lIlY. is given in future.
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Quantitative Impact of Finn-Level Assistance:

Since 19~. USAID/K~nya has engagt:d in a wide variety of activities. many pilot or
somewhat experim~mal in nature. The qualitative analysis provided above summarizes the
learning from these efforts. and indicates the general perfonmmce of each activity. The
following analysis attempts to compare performance on a quantitative basis. It asks the basic
question: which activities reached the most people for the least USAID investment? While a
valid question, the following data must be examined in context. Each input was different in
nature, ranging from a few hours of counselling to several million dollars investment. The
types of firms were very diff~rent. ranging from modem golf courses to women selling
vegetables in local markets. In addition. the employment increases measured in assisted
firms are not directly attributable to USAID assistance. because so many factors inf',;ce
firm growth. The tirms were assisted at different times and were evaluated over different
periods. so the intluence of outside economic factors was not the same across the board.
Finally, the costs of assistance are actually mor~ than USAIO's project investment. USAID
itself invests more in the form of supc:rvision. and USAID/W input. and otlier organizations.
the counterparts and other donors. and the tirms ..Iso invest resources. Thus. what follows is
a very rough cost/benetit calculation to provide b'1Sic I.:omparmive data across the different
activities.

The first statistics sllmmarize the extent. type: of tirms .1IlU <.:ost of tirm-Ievel assistance
provided under RPE and PED ! :

* Numb~r of tirms assisteu: 16,000
* Average tirm size: 3.75
* Total employment incre.lse: 9,779
* USAIO/K investment/job added: $-1.,815
* Percent owned by women: 5-1. %
• Percent t"emal~ employment: 19 %

With the above caveats, these quantitative outputs anu impact indicators can be used to
compare the performance of the di ffe:re:nt cumpunents. As with the above data. these figures

2 These eseimaees are based on surveys of assisted firms conducted during
evaluations or by the implementing organizations themselves. In some cases, it
was not possible to visit all ehe assisted firms, 80 data was collected from
samples and confidence intervals estimated for the population of firms assisted
by that implementing organization. The confidence ineervals are very wide,
indicating that many factors in addition to USAID assistance affect firms
performance. But, the figures give a general picture of the 8cale of operation8
and impact of the project. Note that the employment growth estimates are not
comparable with GEMINI data, which are annualized rates of growth since a firm's
inception. The growth estimates presented here apply to periods that range from
six months to several years after assistance, and are calculated from the point
of assistance, usually some years after the firms Btarted. As a result, it is
not possible to compare. their growth rates to unassisted firms. Important
lessons have been learned about assessing the impact of firm-level assistance
under PED and these will be importo1nce for eStablishing impact monitoring systems
at the start of this project.
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are estimates with wide confidence imervals. so the dam is best used for relative comparisons
of the general scale of operations and impact of the different projects.

QUA~TITATIVE INDICATORS OF PED & RPE PERFOR.\IANCE

K-REP K- TRUST IESC RPE
MAP

NUtolBER of ARMS As....L\T'ED 15.050 411 I:! 186 102

SIZE OF ARM ASSL\TED 2.09 3.78 50.36 91 99

TOTAL alrLOYMENT !Nc1U!....SI! IN 3.61:2 1.5~~ 1.5~O 583 2.500
ALL As....L'iTEIJ FIJ{MS

PROJECT ('()sT:JCJD L"J('IU:'\sCU I'w:Sl:NO SJ~7 S~,9~J S:2,2:29 SIO,647
.KI·ESJ.~75

" FEMALE OWNERS 61 (:t 165~ N/A J:2% 56%

~ FEAII\!.!! r~\II·!.U" I:E.' .'9% 31 % :29% 32% 20%

In general terms, these indicators support the tindings of the evaluations and the general
assessment of the components by USAID/K. The Trust, the lmnks and lESe tended to assist
larger firms and are not well placed to .1ssist micro-enterprises. Although tirms assisted
under theses components exhibited strong employmem growth, the Trust and the Banks were
relatively expensive forms of assist.mee, IESC W'1S not '1S expensive. but IESC assisted
firms did not increase employment substamially, In comrast. K-MAP was both an effective
and efficient program, and K-REP r~1ched the largest number of the smallest firms, and
benefitted women most.
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),7 POLICY/MACRO-ECONOMIC ENVIRONMENT

So far this background material has presented the ~mployment problem in Kenya. described
the characteristics. growth patterns and constraints of small and mic~nterprises in Kenya.
and analyzed the assistance provided to the sector by USAID and other parties. This section
returns to th~ broad~r picture to examine the economic and policy context of all these firms.
trends and activities, Given the importance of local consum~rs as customers of
microenterprises. and given the fact that markets were the nUlllb~r one constraint to growth
identified by tirms.general growth in the Kenyan economy is of great signiticance for the
growth of microc:nt~rprise~mploym~nt in Kenya, An understanding of the growth patterns
and policies affecting economic growth in K~nyais an ~ssential part of understanding the
opportunities and constraints to micro·~nterpri~ development.

Historically. Kenya has outperformed its At'rii:an neighbors in economic growth. but in the
last few years. Kenya has begun to experience similar problems of economic decline.
increasing poverty. high intlation and unm~\Ilageahle eXh::rnal debt. Economic growth in
Kenya has stagnated over the last tivt: years. from an;.lverage 5% per year growth rate from
1986-1990. to a zt:ro growth ratt: in 199~, This stagll~lIioll. I.:oupkd with ont: of the highest
population growth rates in tht: world (.'-~~''o) h~ls It:d to a decline in Kenya's pt:r capita
income by 2,3% in 1991 and 3,6% in 191}:!. Intlation in recent years has been the highest in
Kenya's history. averaging 27,5% in 199:! ~Uld 46% in 1993. For tht: tirst time in its
history. in 1993. Kenya went into extenml debt arrears (World B~1I1k 1993; ODA 1994; GOK
Economic Surveys), •

Kenya's economic declin~ during this period was a combination of economic and
environmental factors affecting many Afric.m countrit:s. &llld policy f"ctors within the control
of the Govemmt:nt of Kenya. On the ecunumic side. Kenya continues to experience
declining terms of trade and declining dem.ul<.l for exports due to recession in major markets
in Europe. Environmentally. Kenya h.~s experienced a m~ljor drought. the worst since the
early eighties, which has affected rural incomc:s and export production, The reduction in
exports. coupled with a high bill for fuod imports. dr.\Inatically affected K~nya's external
debt (World Bank 1993. OOA 1994. Economic Surveys). On the policy side. the
Government of Kenya did not fully implt:m~nt key policy reforms agreed in the three yeM
Enhanced Structural Adjustmc:nt Facility (ESAF). Thes~ reforms w~re intended to move
Kenya from an import substitution economy to an export ori~Jlted economy with a vibrant
small enterprise sector. Whil~ there ~41S somt: progress made in instituting reforms, such as
de-eontrolling interest rates and many other prices. overall performance did not adhere to the
agreement,
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Examples included:

•
•
•

=
~

•

•
•
•

signi ticant .:xpansion of the: mone:y supply.
reve:rsals in foreign .:xchange: lib~ralization.

continued ove:r-regulation of the: private: ~tor. including use of price and
moveme:nt controls. particularly in major domc:stic agricultural markets.
lack of good governance:. including the: blossoming of un-regulated banks
owned by pc::ople politically cOlm.:-.:ted to the: curre:nt government.
inc~s in the: budge:t de:t1cit from 5% to 7.7% of GDP•
failure to imple:me:nt privatization and parastatal reform.
increasing in-.::ffici.:ncie:s in the public sc:ctor, particularly parastatals.

The limited imple:me:ntation of the: ESAF agn:e:me:nt h:d ke:y donors to stop new
disbursements to th~ K~nyan Gove::rnmc:nt in Nuvc:mber. 1991 (ODA 199-l). USAID/K
continued with projc:ct assistance:. but ~ut off l1un-prujl.:l.:t assistance: to th~ Government.

This action was in tluc:ntial in pre:ssuring the GO\'l.:rIllll~1ll to ~arry on with its c:conomic
reform program. During the: pc:riod \"hl.:n aid W~l~ on huld. the:: Ke:nya Gove:rnm~nt embarked
on major .:conomi~ rdortns including:

•
•
•
•

the control of the: mone::y supply through tre::~lsury bond issue:s.
important foreign e:xchange: libe::raliz~llions.

the e:limination of import licc::nse:s.•md
almost comple:te dimination of price:: cOlllruls.

In Novembe:r 19::1J the major donors. including the:: II\IF and Worlu Bank. n:instated quick
disbursing funds to the government. with strict restrictions. Since then. the Government has
continued with major macro-e:conomic r~rorms. incluuing furthe:r Iibe:rnlization of foreign
exchange and comple:te libe:rnlizationof the:: maize: nmrke:t.

According to the 1994-1996 Development Plan '1Ill.1 Policy Fr.lmework Paper. the
Government of Kenya is embarking on a strict structural aujusum:nt program. Through
severe control of the mone:y supply. the: GOK phll1s to bring intlation down to 10% by the
end of the period. Indeed. it has bee:n n:ducc:d frum ~l high of 100% in June 1993 to below
50% in the tirst quarter this ye'lr. In the banking sectur. the GOK will continue: its reform
of the "political" banks. a majorgo\'c:rn'lI1c.:e: issue. and use l11<lrket instrumc:nts to encourage
a positive interest rate.. The Gove:rnment pl~lI1s to rc:duce: the: deticit through increasing the
tax base. reducing subsidic:s to e:xpensi\'c: p.lr.lstatals such as the National Cereals Produce
Board, and embarking on a major re:ductilln uf the civil sc:rvice. Foreign exchange
liberalization. which has made substantial prog.rt:ss in 1993. will continue_ The government
also plans to privatize 100 of the rC:ll1~lining 190 par.l~t.ltals. T<lrgeted companies range from
cotton and sugar producerstl> banks to illfrastruc.:turc: providc::rs such as Kenya Airways and
Kenya Power & Lighting and Te:kc.:umll1l1nkatilllb. Finally. the GOK plan also calls for de-
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regulation in the torm of redlJced lice;:nses and fees on n~w businesses. reduced restrictions
on trade, =:ld the break-up of monopoli~s in sugar and coffee. similar to refonns already
underway in the dairy sector (IMF 1993. Dt:vs:IQDI11s:nr Plan 199.1-19Q6). The plan thus calls
for major retonn that could indeed promote economic growth.

Despite ths:se good prospects. there are reasons for caution (ODA 1993). Most donors are
optimistic that the GvK will go torward with the planned retorms because they being closely
monitored by the IMF. The private ss:ctor. how~vs:r. is sending. its own signs of pessimism.
A recent survey of the export competitiveness of various African countries noted that
investors are wary of Kenya. in part. bs:cause of the Government's poor track in consistent
implementation of announced policie;:s. and because of corruption and political instability
(TSG. (994). Some action has been taken in ths:se areas. As described above. policy
implementation has been more consistent in ths: last Ys:'.lr. In addition. key players suspected
of widespread corruption in recent tinancial scandals hays: bs:en tired and SGm~ have been
charged in court. The multi-party elections wers: widdy ~u.:cepted as broadly representing the
will of the people. and the so-calle;:d "tribal clashes" hays: calms:d somewhat and the
Government is now allowing victims to bs: assisted. At the sams: tims:. the many examples of
lack of commitment to economic and political reform by th~ Go\'~rnment serve to temper the
optimism that the recent PFP and Development PI<ln otherwise engender in the Donor
community.

lhe ge;:neral economic and policy environment have ~\ nmjor intluence;: on micro-enterprise
developme;:nt. Micro-enterprises in Kenya sell primarily to timd consumers and. thus. depend
on the vitality of the domestic consumer nmrks:t. \Vilh doms:stic incomes falling. it is not
surprising that micro-enterprises cited "m•u kets" .\S thdr nmjor constraint. Economic
growth, and the distribution of that gl'ontll muong the 1'11I',,1 and uI'ban consumers of
domestic products, are probably the single most impol1'llIt fadOl'S in micro-enterprise
growth. In fact the GEMINI study conlln~nted that on~ of the major reasons the micro
enterprise sector is historically so strong in Kenya. compared to Southern African countries,
was Kenya's be;:tter economic perfornmnce over the last ten years (Parker 1994). Thus, the
reversal of Kenya's present economic decline is of utmost importance in the development of
Kenya's micro-ente;:rprise sector. In p.uticular. sine:: 7S% of all micro-enterpri,ses in Kenya
are rural. agricultural performance prob.\bly has more imp'lct than that of other sectors. The
agricultural sector has experienc~d a major decline in th~ last fs:w ye.us: agricultural GOP
declined by 4.2 % in 1992. although the Devdopment PI.lI1 targets a mllch higher growth rate
in coming years. While the increased rains this year cerminly improve prospects. high
agricultural growth also depends on the continued implementation of policy reforms.
inclUding increased de-regulation. improved acc~ss to credit, and reduced ethic tension in key
agricultural areas (World Bank (993). The prospects for these retorms are similar to those
of broader, macro-economic retorms.

In addition to macro-economic and <tgrkultural plliides anc.lcllnditions. there are also policy
and regulatory issues th.u affect mil:ru'ellt~rpri~~s in IMrtkular. On lh~ policy side, the

E-32



•

•

•

•

•

- •

Government of Ke:nya is well-known for its supponive: policy position with regards to the
infonnal sector. but. as in many policy areas. imple:mentation has lagged be:hind. In 1992
-:he Govemme:nt published Se:ssional Papc:r No. :! on "Small Enterprise: and lua Kali
Development in Ke:nya." Widely recognized as a l110ud policy papc:r for the infonnal sector,
it contains a thiny three point action plan (GOK 1992). The main focus areas for
Government intervention are:

providing a positive e:nabling e:nvironme:nt. including Structural Adjustment,
de-regtllation and market libe:ralization,
continuing to provide invt:Stment incentives, including duty-free imports of
capital equipment and the provision of land and sheds.
provision of infrastructure by providing land and sc:rvices through local level
associations.
increasing the availability of technology through research. de:velopment and
disse:minarion of improved technology and the: production of machine tools.
encouraging linkages with th~ formal sector through market information
services. incentives for sub-t:unrr.lcting ~1I111 export production. and organizing
trade: shows
Ie:gal re:form of Acts. licensing pru,,:edlJr~s. and building code:s that adversely
affe:ct the: informal sector.

The policy identitie:s the role: of the: Government as primarily estahlishing an enabling
environment and providing infrastructure ~lI1d information. while: the provision of credit.
training and other support sc:rvices would h~ left to th~ privme sectur and non-governmental
organizations. In addition, the Ministry of PI~lI1ning and N.uiomll Development set up a
committee (0 coordirl<lte and monitor pulicy ill1plemenl~ltion (GOK 199:!).

Although progress has been made in a t~w key areas. impleme:ntation has been far below
expectations at the time of its establishm~nt (ODA 199~. Dolman 1994). The coordinating
unit does exist. but it is not very active i1nd consists primarily of Government. Donors, and
assistance organizations. Businesses themselves are not represented. Although the
Government has called for the: registr.1tioil of informal sector associations. these are widely
viewed as politically allied with the Government. The Governme:nt has appropriated and
allocated some land for "lua Kali" artis~\I1s. but the qUill1tity of land is still vastly in
adequate, and other areas of infrastructure. such as n.mds. electricity, water and telephone
services. have not be:en addressed. Although the Governme:nt has promoted the concept of
self-employment and e:ncouraged it thrOlI~h introducing entrepreneurship courses into the
curricula of technical schools. the micro-enterprise or informal sector is not an integral part
of Kenya's de:velopment strate:gy and is still widdy viewed as a "second-rate" occupation and
developm~nt path (ODA 1994. Dolman 199~).

Perhaps the: area that has received le.\st <lueruiun is deregulatiun. This area ispatticularly
challenging due.to the wide range of laws thm "ffeet ~m'llI and micro-enterprises, the many
institutions that apply these laws. and the strll~ture uf Im:'ll .uuhurities that enforce most
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regulations. According to a recent study on deregulation and micro-«=nterprises. there are
some 17 Acts that affect small and micro-<:nterprises (Gichira 1991. Bancock 1994). These
include:

•

•

•

•

*

•

The Vagrancy Act: originally used during the colonial era to prevent Africans
from -loitering- in white residential areas. and now used by local police to
remove. or solicit bribes from. hawkers and traders.

Factories Act: [ntended to provide for h~.dth. safety and welfare of employees,
but sets standards that are not affordable to micro-enterprises. Again, local
authorities can use the non-eompliance with this acts as cause for removal or
soliciting of bribes.

Trade Licensing Act and Registration of Business Act: These act as revenue
generators for local and central government and are intended to control the
duplication of business names and the location of businesses. The processes
are difticult for illiterate ~ople to understand. cumbersome. too centralized in
Nairobi and other large: tuwns. and too expensive. Business people can be
harassed whether they h~l\'e the I:orrect li~e:nses or not. because the rules
themselves are so unclear.

A series of acts and zuning regulations afrecting inrrastructure, building and
land. 'In general these set slanu.lrds that an~ too high for micro-enterprises to
afford, and establish unaffordabte r.1tes and taxes that prevent micro
enterprises from getting access to land ilnd infrastructure.

A series of location speci lie .md trade sped tic laws such as shop hours
restrictions or special t.1X collection thues for hotels, that increase the cost of
doing business without any 'lpp~eci'lble benetits to the public. Many used to
be pan of incal social norms, but have now become out-dated.

The criminalization of m.my of the 'lbove offenses. so that the offense can take
business people to jail. rather than simply levying a tine.

These laws and regulations span many ministries, including Ministry of Manpower and
Labor, Ministry of Energy. Ministry of Lands'. Ministry of Works. Ministry of local
Government, Ministry of Health. Office of th~ President. and uncountable local authorities
(Gichira 1991, Bancock 1994). The situation is funher complicated by the structure of local
authorities, inclUding Municipal Authoriti~s, Town Councils, District Offices. and local
chiefs. Most laws and reguliltions are enforced by ~uch loc.lI authoriti~s. but the local
authorities have a limit~dcapacity to r~spont! to th~ l1~~ds of local business peop1.e ~se
they are still, in large pan, centrally controlled. Loc.lI Authorities in Kenya are largely un
elected bodies, appointed c=itherthrough ~ellmd sector,,1 ~Iinistries, the Ministry of Local
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Government and/or the Office of the President. TIlis structure 1e-.lVes limited scope for
normal democratic processes of private sector pressure and government response. [n
addition. local authorities have little authority to r:lise taxes locally. and thus rely heavily on
the infonnal sector to generate revenue in the fonn of regular operating fees as well as fines
for non-eompliance. Thus. the continued de-eentralization of loc::U authorities. begun under
the District Focus for Rural Development and enhanced during the transition to a multi-party
system. is cenual to the de-regulation process (World Bank. 1993). The de-regulations
process is cenual to the provision of an enabling environment for micro~nterprise

devel.opment. but it has not been tackled. in part. due to its complexity.

One group of donors, UNDP. aDA and the Netherlands Embassy sponsored a major review
of policy towards micro-enterprise development. and have recommended a three tiered
approach to accomplishing de-regulation (aDA 1994. Bancock 1993):

1. A De-Regulation Unit identifying. pressing and tr.lcking reform from within the
government.

2. An independent "thinktank" that ..:an pruvide: objc:ctive infurmation about the sector
and progress in implementing de-regulatiun.

3. Advocacy groups that repres~11t micro-ente:rprise:s consulting entrepreneurs to
identify priority agendas and ensure that the changes made are relevant to the intended
beneticiaries.

Such a process would. no doubt. be relevant for identifying and addressing other policy
action affecting the sector. in addition to "de:-regul'llion". policies such as the provision of
infrastructure or other services. [f such a structure were established. it would be a major
step forward in giving micro-cmtrepreneurs a voice in the policy making process in Kenya.
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3.8 SUMMARY

This annex set the stage tor the new activity description by examining the employment
problem in Kenya. and identifying opportunities aud constraints to alleviating it. The labor
force in Kenya will be growing by ,J.I percent annually betw~n now and the end of the
century. adding ~90.000 new pc:ople every year. Proj~tions suggest that employment is
likely to be provided by the agriculture and micro enterprise sectors. A recently conducted
survey of small and micro-enterprises provides rich data on the chata\.:teristics and growth
prospects of the micro-enterprise sector in Kenya. which is larger than expected, and diverse
in character and growth patterns. This and other surveys also provide data on the constraints
to growth identitied by finns, which tall into tive categories:

--

- • Markets
0

• Inputs
• Infrastructure
* Finance
• Policy/Regulatory

There is evidence from the GEMINI survey th.lt tirm-Ievel assistance is associated with
growth. but there are still not enough services a\'ail~\ble to reach even a substantial
percentage of tirms. There is a plethom of institutions in Kenya providing assistance to the
sector. Nevertheless. their services are only reaching some 18 % of tirms and are
concentrated in the credit and training arena. Then~ is .1 de~lrth of institutions in the
marketing, policy research and advol:~lcy. and technull}gy roles. USAID/K has valuable
experience from two past projects, RPE and PED, that have cOll[ributed to learning about the
types of assistance that is most approprii.ltt: for micro-ell[erprises.

However. given that the "market" was the: number one constraint recognized by tirms, and
given that the bulk of micro-enterprises sell to local consumers. stimulating economic growth
in Kenya is a key to ensure a vibrant micro-enterprise sector. Recent economic performance
does not bode well tor the prospect of economic growth in Kenya. but recently announced
policy reforms and the resumption of quick disbursing aid frol11 the IMF and World Bank are
reasons for cautious optimism. There are also opportunities for advocacy groups to playa
role in keeping the Government reforms on track. and in addressing policy and regulatory
constraints that aff~t Illicroenterprises in p.micular. With appropriate Government policies
and an extensive network of assistanc~ ag~ndes. the l11icro·~nterprise sector has potential to
playa leading role in job creation in the next d~ad~. as it h<\s in the last.
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ANNEX G:

SUB-SECTOR DEVELOPMENT

NOTE:This annex represents the recommendations of the technical design team. On the one
hand, it is a more thorough explanation of the rational and approach to be taken. On the
other hand, the PP and the annex may differ slightly because the PP represents a revised
approach based on consultations with potential panners. Where there are differences, the PP
itself will take precedence.-



1. INTRODUCTION

This annex presents an overview of the "sector focused" (SF) orientation that is proposed for
most of the non-financial aspects of the project. It begins by presenting the rationale of the
approach. its principle beneficiaries under the new project. and some clarification of the
terms that are used to describe it. The advantages of the approach are presente".d along with a
description of various methodologies for pursuing it. This is followed by a description of
Kenyan organizations who were visited duri~g the design mission and who employ SF
approaches. A description of the constraints and opponunities that they face is next. This is
followed by a presentation of sub-sectors that the project will focus on initially - including
the rationale for their choice. The outputs are then presented, followed by a strategy for
implementing the program.

2. RATIONALE

In the National Baseline Survey. over half of micro ~nterpris~s said that "markets" and
"inputs" were the biggest problem facing their businesses. Firms said:

-there were "too few customers". and "too much competition" •

-inputs were "not available" or were "too expensive. "

It was also clear from the National Baseline Survey that women are concentrated in easy
access. low return markets, both in terms of their location. which is largely in the home or
in tradition markets. and the sectors they operate in, which are largely commerce and agri
businesses. Surprisingly. there are few programs in Kenya directly concerned with
addressing these issues. On the one hand. these complaints are a reflection of the drought
and severe economic recession in Kenya. which impacts supply of produce and the demand
for micro enterprise goods and services. Agricultural recovery and macro-economic growth
will be important factors in solving market and inputs constraints. At the same time, the
recession highlighted a well known issue: that micro enterprise markets are weak and micro
enterprises ill equipped to function effectively within them. and that women are particularly
constrained in this regard.

When trying to understand the issues underlying these "market" constraints, two themes
emerge. First, these constraints need to be understood and addressed by examining the
particular market issues in particular sub-sectors. For example. metalworkers have trouble
accessing good quality. affordable metal because there are only a few sources of metal in
Kenya and these are large, oligopolistic companies. In contrast. vegetable sellers faced
scarcity of input due to drought. and experience high transaction costs in trying to access
various sources of inputs and markets. Thus. market constraints vary acrosssub-sectors.

Second, there is not single intervention that will sol\'~ market probl~ms for micro enterprises.
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... On thedemand side. there may be monopolistic structures that inhibit micro enterprises from
entering some business activities. For example. milk processing in Kenya has been the
domain of a large-scale parastatal until recent years (Kristjianson and Wangia. 1995). On the
supply side. however. firms themselves may not be well equipped or well placed to operate
in competitive markets. For example. small scale technology for yoghun. cheese and ice
cream processing may not be readily available on the Kenyan market. and. even if they
were, many women may not have funds. information, training or social suppon to adopt
these new technologies. Thus, multiple types of non-financial interventions may be required
to strengthen markets for micro enterprises.

The need for non-financial assistan~ presents cenain challenges. but latest thinking in micro
enterprise development does offer some solutions. Experience has shown that non-financial
assistance generally reaches fewer people at higher cost than financial assistance. Whereas
sustainable methodologies have been developed for delivery of finance. such methodologies
have not been identified in non-financial assistance. There are several strategies emerging
from lessons learned and the literature. however. for achieving signiticant impact in
addressing non-financial constraints:

*

*

*

First. as findings in Kenya illustrate. micro enterprises need to be considered
and assisted in the sub-sectors. or markets. that they operate in. This
approach will also focus resources for greater impact and higher measurability.

Second, "leveraged" interventions need to be identitied that affect large
numbers with single investments. for example changing policy or making
technology widely available in the market.

Third. firm-level assistance. such as training. needs to be demand driven.
Firms need to pay for services and effective training should become
sustainable to deliver, although up front development of training courses may
need to be subsidized.

.'

MlCRo-PED's strategy foi' addressing market constraints. then. is to increase delivery or
cost-effective Don-financial services to targeted sub-sectors. which is output # 2. These
will include both "leveraged" and firm-level interventions. The sub-sector approach is being
experimented with and adopted by ten to fifteen NOOs in Kenya. most notably with funding
from the ILO and The Royal Netherlands Embassy. The MICRO-PED project will increase
the knowledge of this approach by playing a strong coordinating role and widely
disseminating lessons leamed.

3.0 DESCRIPTION

3.1 What is the Sub-sector approach?
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A sub-sector can be defined as a vertically integrated group of enterprises (both large
and small) who deal with the same product group. A sub-sector includes those enterprises
who produce or procure raw materials. those who process them, those who sell the finished
products (both on a wholesale and retail basis), and any repair or other related service
activities. The table on the following page provides a simplified illustration of agri-business
sub-sectors.

One sees that the agribusiness sector can be broken into fruit .. maize, dairy, and fish 
and that it can be funher broken down into individual product groups (such as fruit juices,
dried fruit, and raw fruit). Each of these categories represents an economic sub-sectGr
composed of finns who buy and sell from each other in the production chain from raw
material to eventual retailing of finished products.

Within each sub-sector there are several trade sectors. A trade sector can be defined
as a group ofenterprises who share the same economic activity. Within the fruit juice sub:'
sector, for example, one can find di'itinct trade sectors in fruit juice production. processing,
wholesaling, and retailing (these are represented by a "*" in the agribusiness tQ.ble).

AGRIBUSINESS SUB-SECTORS

FRUIT MAIZE FISH DAIRY
•

juice dried raw

RETAILING *

WHOLESALING *

PROCESSING *

PRODUcnON *
V"

(raw materials)
t , t r I r II!
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3.2 Characteristics of Sub-sector A~proaches

Based on the definitions presented above. a sub-sector approach can be characterized
as follows:

1. It targets program interventions to groups of firms within the same trade sector so as to
address their particular needs.

2. It identifies cost-effective, or "leveraged" interventions within sub-sectors which address
constraints faced by large numbers of tirms.

3. It focuses resources among a smaller number of micro enterprises so that impact, and
measurability of impact. is greater.

The following sections will look more closely at the tirst two points.

3.21 Tar~etin~ Pro~rams tQ Groups of Firms Within the SaMe Trade 5«tQr

Many NGOs and assistance programs are learning to target their nQn-financial micrQ
enterprise interventiQns to groups of firms within particular trade sectors. One sees
programs which target tailQrs, carpenters. retail vegetable sellers. etc. Experience in many
countries has shown that training/counseling. technology. association development, and even
advocacy can be more effective when they are targeted in this way. This is because the issues
and problems facing firms within a particular trade se~tor are fundamentally different from
those facing firms in other sub-sectors. Poultry farms may need systems to· track the
profitability Qf chicken lots, monitor sales to institutional buyers, develop new varieties of
feed, and lobby for reduced duty Qn veterinary medicines. Carpenters may need to develop
costing systems fQr their furniture production, develop imprQved tools, find better sources of
wood, and IQbby against the importation of subsidized~ duty free furniture. Given these
differences, it is not surprising that generic interventions. which cut across a broad array of
trades, are generally not effective. .
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The following presents some of the advantages of targeting groups of finns within the
same trade sector.

Busjness sJcjJls trainin~ - allows for the development of management tools and
·technologies· which respond to specific/unique situations. makes training more
appropriate, easier to apply (does not necessitate adaptation). facilitates sharing of
ideas among participants.

Marketine/Busjness Plan Development - can develop business plan and marketing
models for specific activities - this facilitates the work of the enterprises in collecting
and processing appropriate information.

Technoloey/Product Development - technologies and new product design can be
tailored to specific needs.

Assocjatjon development/advocacy - allows members to concentrate on common
needs/problems; promotes linking of members for joint economic activities (i.e.
procurement. production. distribution); can be used as a channel to share trade
specific market information. improve standards. use common facilities. and lobby for
common interests (they also facilitate the identitication of policy constraints that are
specific to the trade sector).

There are drawbacks. however. to targeting tirms within specific trade sectors. It limits your
assistance to firms who are operating within those trade sectors. It is also more expensive to
tailor intervention programs to specific trade sectors. Thus, it sometimes becomes necessary
to look at the sub-sector as a whole to identify "leverages" interventions, as described below.

3.22 Lookine at the Sub-Sector as a Whole

In order to maximize the impact of MSE programs. it is important to look at constraints
within sub-sectors asa whole. One method for doing this is called "sub-sector analysis". It is
an analytical study that identifies:

- the linkages and market channels through which enterprises produce, procure,
process, and distribute goods and services within a single product group. and

- the constraints within a sub-sector which. if alleviated. would help the enterprises to
improve their operations.

By identifying constraints that affect a large number of enterprises. opportunities for
"leveraged interventions" present themselves. Examples include: liberalizing the price of
cooking oil, thereby creating a greater market for micro enterprises involved in oil pressing;
alleviating supply constraints of metal thereby assisting hundreds of metal working
enterprises; or introducing a new production or management technology which can improve
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the operations of a large number of micro enterprese's within a given trade sector. It should
be mentioned, however, that sub-sector analysis is only a tool for identifying constraints and
possible interventions. The more challenging task is then to develop and implement a
program which is successful in alleviating the identified constraint (this is where the service
delivery skills of Implementing Organizations and the ability to adapt interventions to the
needs of firms within the same trade sector comes in).

Another method for identifying constraints and interventions within sub-sectors is the
-incremental approach. - The incremental approach to sub-sector development starts with an
interVention at the level of a trade sector (business skills training, inuoduction of new
technology, etc.). From that point, it builds upon the relationships with the entrepreneurs
(and the information they provide) to gradually address constraints in the sub-sector as a
whole. This approach works on several premises including:

- The set of issues and needs within sub-sectors is very complex and cannot be fully
understood by an analytical study.

- The realities and constraints within sub-sectors are constantly changing - what is a
true today may not be true tomorrow (new constraints and opportunities will emerge).

- Learning by getting involved is part of the development process - one has to learn to
deal with problems as they arise.

- It is more likely that sub-sectors face a variety of constraints in different areas
rather than just one or two major constraints.

- Micro enterprises should be the primary source for identifying constraining factors 
and be the primary actors in alleviating them (the relationship that the implementing
organization develops with the MSEs is crucial in developing programs to help them
address their problems).

3.23 Example Case

-I

A case study of a sector focused intervention can be taken from a USAID funded
project in Senegal, West Africa (SRFMP, 1986-1991). One of the target groups of the
project was the bread production sub-sector. This sub-sector included the milling of flours,
the procurement and sale of ingredients such as yeast. the baking and sale of breads by
bakeries, and the distribution of bread by a variety of other retailers. In this case, the
following things happened:

The project conducted a training needs assessment with the bakery trade sector and,
based on that assessment. developed a program in improved tinancial management for
the sector.
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Working with representatives from the sector, they developed a financial management
system specific to their n~s. -

A series of training workshops and follow-up visits was organized to help establish
the system in the participating baI.eries. Among other things, this resulted in the
development of standardized tinancial ratios for the bakery sector which were used as
decision malcing tools by the owners.

Through the time spent with the bakers, the project learned that there was an interest
in developing bread products that useloca1ly produced millet, in addition to wheat
flour. The cf.>nstrainr to doing this was technological. The project contacted a
technology firm that worked with the bakers to develop the new product.

The bakery owners developed close relationships through the time they spend together
at the training activities. They decided to form an association.

The project helped the association to develop its member services. Through meetings
and discussions the members formed a buying block for wheat tlour - allowing them
to gain cheaper prices from the national mill.

The bakers began lobbying to get a tlour import license, which was an illegal activity
in the country (the national tlour mill was a monopoly with government interests).
Th,~y also became interested in setting up their own tlour mill. The project contracted
out with a specialized firm to help them do a feasibility study. l ,

The bakers identified a second supply constraint - that of yeast - which wascurrently
t:ontrolled by one or two importers. The association sent a reprer.entative to the U.S.
(under USAIO's Entrepreneurs International program) who contacted the Fleishman's
corporation - this resulted in the direct importation of a container of yeast' - which
was designed specifically by Fleishman's for the local climatic conditions.,

The bakers identified an additional policy constraint specific to their sector - that of
unregulated sales distribution points by the bakery's themselves. They began lobbying
efforts to introduce a better policy.

In the above case, many ofthe sector constraints were identif~d incrementally, following the
initial training activity. The project was able to serve as a broker - bringing in other
organizations who were qualified to address specific constraints. Many of the interventions
were pcssible due to the strong relationship of trust that was developed between the project
and the bakers. [n the end. a variety of constraints were atleviated. leading to improved
opet:'r'oI'l.s.
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3.24 Combining Sub-Sector Analysis and an Incremental AWroach

It is recommended that the DeW project take a combined approach which uses both
sub-sector analysis and an incremema1 approach in identifying constraints within given sub
sectors. Analysis is useful in getting a broad picture of the constraints and oppommities for
micro enlCrprises that micro enterprisesthcmselves may not be aware of. because of Iac~ of
information from their limited vantage point. On the other band. analyses are sometimes far
removed from firms and may not identify priority concerns to the firms themselves. By
taJWJg a participatory, incremental approach, working with firms to identify their perceiVed
constraints. an organizati~~ can idemify and begin working on issues that are high priority to
the firms themselves. Vben those are addressed. fIrms can the identify the next priority issue

• for the organizations to deal with.

4.0 KENYA..~ ORGANIZATIONS CURRENTLY USING ASF APPROACH

The following provides a brief description of organizations that were visited during
the design mission and who are using SF approaches for part or all of their activities. There
may be other organizations who are using SF approaches who have not yet been identified.

Kenya Management Assistance Program lK-MAP> - K-MAP is management training
organization best known for its innovative counseling program whereby large
companies volunteer staff members to provide one on one technical assistance to
smaller firms. K-MAP has begun orienting some of its programs along trade sector
lines. To date, they have initiated programs for the bakery, fnlit processing, dry
cleaning, and tourism sectors. These programs include basiness skills training,
counseling. and advocacy. This is in line with recommendations from their 1992

. evaluation which called for K-MAP to "focus on specific target groups even within
sectors... This will allow the facilitators to be more focused in approach and in
dealing with specific questions from clients. "

Federation of Kenvan EmplQyers/Center of Excellence For Entrq?reneurship
Development <FKE/CEEDl - The FKElCEED has been conducting sector focused
programs since 1992 with funding from theILO. To date they have developed
programs in the food processing. metal work, and building construction sectors.
Before choosing these sectors they undertook an arduous selection process in which
six potential"sectors were rated against 11 basic criteria. Examples of their·programs
include: 1) appropriate technology and quality control tailored to the food processing
sector. and: 2) building site management techniques for the construction sector" They
are also engaged in sectoral association development. brokering sub-contracts, and
business infonnation dissemination. The ILO funding for these activities is due to end
in March 1995.

Iua-Kali Women's Textile Project - This UNIDO funded project (with programs in
Nyeri and Nairobi) has beenworking since 1991 to assist women in the textile
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business 00 improve their teehniCll. design, marketing, and business management
skills. They provide a six month program which tt:1.ins thirty businesses. The program
includes three days of craining :u the project site and two days of on-me-job training
P'=r week. They have also assisted thc:irparticipants to fonn sectoral associations to
engage in joint procurement activities. The projectte:l.rns in both Nyeri and Nairobi
are currently furming NGO's [0 carry on their progr:uns beyond me project
completion date of May 1995. They are interested in applying their same integrated
package of assistance to MSE's in the basketry, food processing. carpentry, mew
fabrication, and ceramics sector.

ApproTEC - Appropriate Technology for Enterprise Creation (ApproTEC) is a local
NGO Which. specializes in researching, developing and promotin: technologies
appropriate for small SQle enterprises. It has developed technologies for enterprises in
the following secoors: building supplies (stabilized soil blocks. tibre concrete roofing
tile machines), oil production (manual oil press). wood working (carpentry hand
tools), transport (wheel rim bending machine. <:artS). water and sanitation (pumps and
latrines), and others. It has also developed marketing programs specific to each
sector. Most of the visited enterprises who were using the ApproTEC technologies
(especially the oil press) seemed to be doing well.

Kisumu InnovatiQn Center-Kenva (KICK) - KICK is a IQcal NGO Qperating Qut .of
Kisumu which provides a variety Qf services to MSE·s. These include business skills
training/cQunseling, product design/deveIQpment, and marketing assistance. KICK has
focused its interventions Qn three sectors - WQod working. metal working, and
textiles. One of its most innQvative programs involves serving as an intennediary
between large buyers and the jua.-kali artisans. By monitQring the productiQn process
for these large contracts, KICK is able to intrQduce production and quality cQntrol
skills to the micro enterprises. The program also enatJles KICK to generate revenues
which help cover costs. KICK has received some funding from the aDA and has
three VSO volunteers working with it. It is in the process of hiring a Kenyan
manager.

Food Processini Assocjation CFPAJ - A FPA. initiated with the suppon of the
FKElCEED, is seeking ways to increase services to its members. It is interested in
a~ such as market research, quality cQntrol. imprOVed teChnolQgy, and exchange
programs. It is also interested in improving the leadership an," association
management skills of its officers. The FPA members are currently participating in
training offered by FKElCEED. The average: size of its member enterprises is
betvleen ten and twenty emplQyees.

..

Other Organiz3tjons - Other organizations who were not visited but whQ are using an
SF appro~t"h for p3."tor all of their programs ir-,=Iude [nteiTi"aediate Technology
Development Group (lTDG), Technoserve. and the Farm Implements and Tools (FIT)
Programme (the latter programme works with micro enterprises in the metllworking
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sector who are producing farm implements, tools, and food processing devices. It also
targets MSE's involved in food processing. It objective is to improve the availability
of appropriate tools and equipment to farmers. metalworkers and food processors.)

5.0 CONSTRAINTS/OPPORTlJNITIES

Micro Enterprise Level

Micro enterprises in Kenya face constraints on many levels - depending on the sub
sector and trade sector they are in. These constraints include access to production inputs,
technology/product development, the operating environment, business skills training, finance,
market development, lack of networks/associations, and physical infrastructure. According to
the Gemini base line study. "markets" and "input problems" were most frequently cited by
micro enterprises - although this differed somewhat across sectors. Although training.
technology. and lack of effective associations were not among the most frequently cited
constraints. they could be the solution to alleviating some of the constraints that were
mentioned. For example, lack of markets could be due to a lack of marketing or
organizati~nal skills. Input problems could be due to the lack of an appropriate technology
among th~ raw material producers or the lack of an association which could facilitate joint
procurement activities. The range of micro enterprise constraints are therefore very broad 
the new project will need to provide wide range of interventions in order to address them. As
mentioned earlier. this will best be done by focusirtg on the specific needs of groups of firms
within the same trade sector.

5.2 Implementing Organization Level

The organizations described in section three face a 'variety of constraints and opportunities in
promoting their sub-sector focused programs with micro enterprises. Most of the programs
are in their early stages - having recently completed their research and development and/or
first trials. Several have completed iJrograms tor one sector and are interested in branching
out into others. Many will face funding constraints in the coming year.

There is an opportunity to promote increased coordination between the different organizations
who are operating in the same sectors. This coordination could help accelerate the learning
curve of those who are conducting similar activities. It would also allow the organizations
who are providing different services to complement one another.

There are also constraints related to the organizations' institutional capacities. They need to
i""pro""· 1\ .h..i.. ·: 1 ~ ..a .. ni..... t:"'.. 'On'" - ......cern.","· st-'I's .. rt..-i. 2) '&'..31·- ,,~ru:"'e ...~'I·very•••• • ...... / u...... • _. '"0"" 'La tv.. ana ",auao " ..., \ n.I' • lU,u, lI,,- I ~I yl\; \n;1

skills. Internal skills that need to be addressed include proposal development. control
systems, accounting/reporting systems. board development. and cost recovery strategies.
Service delivery skills needing attention include use of participatory training/counseling
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methods, advocacy teehniques, association management, customer driven product
development, the identification of sub-sector constraints, and the development of management
tools and technologies according to sector specific needs (more about these needs is presented
in the section on -institutional strengthening-). The development of these skills is crucial to
the success of the interventions that will rake place under the project.

6.0 IDL1ItffIF1CATlON OF SECTORS AND'POSSmLE INTERVENTIONS

Criteria and Methodology Used in Sub-sector Selection.

USAIDlKenya has selected the agri-business and the metals for initial intervention.
The following steps were taken in selecting these 2 focus areas.

1) The National Baseline Survey locket at the following sectors:

- Agri-businesses
- Forest-based tirms
- Metals
- Textiles
- Leather
- Construction
- Transpon

2) USAID/Kenya analyzed these sectors according to the fonowing criteri~:

*
*
*
*
*
*
*

size. in terms of employment and number of firms
contribution to employment growth
per firm growth rates
participation of women
percent of paid labor
training opportunities
forward and backward linkages

Based on this analysis, the following sectors were selected for further analysis: agriculture
related firms; forest products; and metals/transport.

3) USAID then commissioned studies of these broad sectors to select which ones to
work in and to identify smaller sub-sectors that have a high potential for employment
o ...n",~h"n In th.. .,h',fi....'h.. 6",..11 ......:__ s·e-- ~e-Ie ~1:-J110~-!'
o--~.......... ....... """_102'", , "" iVltV'n'ltts 1. p:. ...... ...,.. ..'w".

- Defining the whole sector - Each te'elm surveyed literature and drew from key
informants to outline the range of activities under each broad sector.
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- Limiting the sector - Based on review of the whole sector and considering the
scope of intervention possible. the teams eliminated extraneous elements! activities.

- FlI'St cut - Out of the total remaining activities. each team selected up to ten sub
sectors that have the most potential for employment. Tables were developed (see
attachments to annex) which summarized infonnation collected on each broad sector.
In addition to the above criteria. the following issues were considered: expon value,
constrain,s & risks (including natural resource constraints and environmental rislcs),
and potential for growth. This analyses led to the selection of sub-sectors (within each
broad sector) for further analysis.

- Second cut - On further analysis. each team was able to identify three sub-sectors in
each broad sector for detailed analysis. as follows:

"'Forest: sawmilling and furniture. fibre-based baskets. and rope and twine.
"'Agri-business: fruit and vegetables. maize, tish. dairy processing.
"'Transport/Metals: metal grills and metal furniture. electrical and non
electrical machines. and transport.

Once the detailed sub-sector analysis was conducted, the consulting teams met to compare
results. They came to the conclusion that two broad sectors with the most potential were
those of agri-business and metals. largely due to the constraint of wood supply in the
carpentry sub-sector, and the extensive work already underway in handicraft industries.
Within Agri-business sector. the dairy and fruit and vegetable sub-sectors seemed most
promising, and within Metals. a focus on machine and tools and transport repair services was
selected. These studies represent a pilot approach to identifying priority intervention areas,
and a preliminary indication of directions for project implementors. Potential implementing
organizations need to be significantly more involved in tinal decisions regarding interventions
areas, a process which will be completed during project implementation.

There are additional sources that support this general direction.

A study conducted by the FKElCEED in 1991 compared six potential sub-sectors. Each sub
sector was rated against eleven basic criteria including: growth potential, employment
generation, productivity, imJiroved quality, sub-contracting potential. export potential,
gender, local sourcing for inputs, unavailability of integrated development programme, value
added, and rural/urban bias. The sectors which scored the highest were agribusiness (sub
sectors related to food processing), construction, and metal engineering. The clothing and
textile sector had the same overall rating as the metal engineering sector but was not selected
due to its low scores :n "growth and expansion potential" and "employment generation.·

Based on the results of these studies. as well as interviews conducted in the field, the
design team concluded that the new project sh(\uld focus on the broad sectors of agri-business
and metals. Once the project is operational, it is suggested that the project team work
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together with the Implementing Organizations (lOs) to identify which sub-sectors within these
broader sectors will be chosen for interventions. At this point the project will depend on the
knowledge and experience of those who are already working in the field. and additional
studies as necessary. It is also suggested however, that other sectors be considered for
selective interventions including Textiles. Wood Products, Construction. The following
provides the rationale for each choice:

Aw-business - this is a diverse sector which scores high in nearly all the selection criteria.
There is a high level of women's participation and high potential for value-added and
technological development. The backward linkages with the agricultural sector also argue in
its favor. In addition, there are already five organizations who have begun work in the sector
(KMAP, FKElCEED. the FIT program, the Food Processing Association, and ApproTEC).

Metals - this sector was chosen given its high rankings in the studies undertaken, especially
in the growth and employment generation categories. It also has high potential for forward
and backward linkages. There are several organizations who are already intervening in this
sector including FKElCEED, the FIT program. KICK. and ApproTEC.

Textiles. Wood Products. CQnstnsctiQn - These sectors have a lot of positive qualities and
should be considered for selective interventions. The textile sectQr. although sCQring low in
growth and emplQyment generatiQn, emplQys many women and has good PQtential for
linkages and product innovation. The Forest Products sector has a high potential for growth
and employment but is fraught with potential political problems as the government controls

• nearly all Qf the forest plantations. The envirQnmental impact could be both positive or
negative depending on what was done. If agro-forestry were successfully promoted, there
would be a positive effect. However, if wood consumption increased without an increase in
planting, the effect could be negative. The construction sub-sector shows great potential for
growth, employment, and linkages - but only if the economy continues to improve. There are
currently organizations who are intervening in all of these sub-sectors.

6.2 Expansion into New Sectors

The project may not be limited to just two sectors. There are selective, cost effective
interventions that could take place in other sectors that could contribute significantly to
productivity and employment. There may be exceptional cases in which cross-sector
programs may be assisted if they offer valuable information about micro enterprise
performance in different sectors, or lessons learned about sustainable delivery of non
financial .services. While the main focus should be in the agri-business and metals sectors,
exceptions may be justified.

7. OUTPUTS

The major output of this component, to increase employment in targeted sub-sectors through
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expansion of cost-effective business services for micro enterprises.

Indicators: -Increase in Employment in Targeted sub-sectors of 294,000 jobs
annually.
-Number of micro enterprises receiving non-financial services: to be
determined during project implementation.
-Business contribution to the cost of services. 50%.
-Increase in Institutional Capacity of participating NGOs. as measured
through an Institutional Development Matrix.

The first sectors that will be targeted are agribusinesses and metal related tirms. In order to
attain the 18% employment growth rate in micro enterprise employment, the agribusiness
sector will have to generate 250.000 jobs annually and the metals sector will have to generate
24.000 jobs annually. This increase will be attained through identifying constraints and
developing cost-effective interventions in the sectors. Women comprise 41 % of employees
in agri-businesses and 1% of employees in the metals sector. These ratios are expected to
stay the same. Some interventions will involve provision of services, such as training.
directly to firms. This tirm level assistance will go to women in representative proportions.
Other activities will be "leveraged" interventions that will affect large numbers of tirms in
the sub-sector, for example changing health regulations affecting food processors. Until the
constraints and interventions are fully developed, then, it is difticult to determine how many
firms will receive direct assistance. and what the measures and targets for cost-effectiveness
will be. Rather. these will be determined, agreed and monitored with implementing
organizations when grant agreements are signed. However. it is expected that any value
added services provided under the project would recover 50% of the cost of delivery from
the businesses. In the long run, it is hoped to develop services that will be tinancially
sustainable, like the credit services, but in the timeframe of the project and given the current
levels of subsidies for non-financial services. a 50% cost· recovery target represents
substantial progress toward sustainability. Finally, as in the tinance component,
sustainabHity will also be achieved by increasing the institutional strength of implementing
organizations. which will be monitored using an institutional development matrix.

Employment in the targeted sectors will primarily be tracked through the National Baseline
Surveys. The technical assistance team will also carry out regular sector studies to assess
changes in constraints and opportunities in the sector. Prior to awarding grants, the technical
assistant team will work with implementing organizations to determine targets and measures
for supported activities. The team will carry out an institutional assessment at the beginnbg,
middle and end of the project to establish targets and monitor changes in institutional
strength. At the aggregate level, the National Baseline Surveys will report on the proportion
of firms that are receiving non-tinancial assis14·mce.
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Component-level indicators of progress lOward outputs may include the following illustrative
examples described below:

~ISE LEVEL 10 LEVEL

- increasing -performance- (profits. sales, - development of institutionalized.
output, efficiency, assets) of micro sustainable. cost effective delivery of non-
enterprises in the targeted seclOrs financial services

-increased: - increased:
- innovative capacity - supply
- technical skills - cost effectiveness
- management skins - sustainability
- sustainable. market delivery - effectiveness measured by
of technology salability of services

- improved access to organizational - improved training and technical service
structures that represent their interests delivery

- improved technical and innovation skills - improved management technologies and
systems

- newly created opportunities for economies
of scale - increased capacity to provide sector

I

specific and participative training using
- newly created linkages among players in adult learning methods
the sub-sectors

- increased capacity to advocate for policy
- move from low potential, low profit change (includes associations)
activities to higher potential, higher profit
ones

- increased voice of micro enterprises in
policy making and implementing processes

8. STRATEGY FOR INTERVENTIONS

USAID/Kenya will select an Institutional Contractor (IC) or a United States Private
Voluntary Organization (USPVO) to implement the activity in partnership with Kenyan
institutions. TheiC/USPVO will be supervised by USAID/Kenya staff. The following
operating principles will guide implementation:
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•
•

•
•

Selecting high pote:ttial sub-sectors.
Identifying constraints and opportunities to micro-enterprise development that
focus on employment generation and ensure that all groups (including women
and rural enterprises) benefit.
Engaging in "leveraged· interventions: one-time activities that affect large
numbers of people (Association development. policy change, technology
development),
Engaging in cost-effective delivery of non-financial services (Training, product
development. marketing services, information services); ensuring that
panicipants pay for these services; and developing financially sustainable
delivery systems,
The process of idt:ntifying viable sub-sectors, constraints, and interventions
should be institutionally sustainab!e.
The process should include 3 key tools:
-sub-sector analysis
-"incremental" intervention and learning by Kenya Implementing Organizations
-participation/input from potential beneticiaries

These operating principles should ensure that activities are effective. equitable. and
sustainable.

USAID/Kenya has already identified two broad sectors that show high potential for
employment creation: agri-businesses and metal related firms.

•
•

•

The agribusiness sector. made up largely of fruit and vegetable traders,
restaurants, and food processors. was selected because of its large size. high
participation of women. and linkages to agriculture.

In contrast, the metals sector is small. but individual tirms grow quiCkly, most
employees are ei:her paid emp.loyees or apprentices. and the sector is
instrumental in the development of the transport and machine/tool markets in
Kenya, which in tum facilitate growth in all sectors.

These two different sectors were also selected, in part, to learn lessons about intervening in
dramatically different types of markets. These sectors represent broad categories, however.
For intervention purposes. more specific "sub-sectors", such as dairy ornon-motoriz~

transport, will be selected during project imp,lementation. The implementors may also
identify reasons why other sectors should bt: considered in addition or instead of these, but
information to date indicates that the agribusiness and metals sectors have a strong potential
for increasing micro enterprise employment.

The IC/USPVO will develop a specific process for implementing this component, and this
process may evolve and change as lessons are learned during implementation. Based on
consultation with experts and with potential ~enyan partners. the follow process is suggested:
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1. Stafruq:: IC/USPVO shQuld have one international and two Kenyan professionals.
The international staff should have experience in carrying out sub-sector interventions
and be familiar with worldwide experience in this approach. and the Kenyan staff
should be knowledgeable and skilled in a wide variety of micro enterprise
development issues.

2. Seminars: To launch the activity. and as a coordination and monitoring instrument
· throughout the project. the IC/USPVO will hold seminars with players in the broad
sectors already selected as high potential. These seminars will:

•

•

•

•

•

expose researchers and institutions to the sub-sector approach,

share existing analysis and experience in the sector.

share lessons learned abollt ~ffective intervention techniques (best practices in
training or technology dissemination. for example).

identify priority "sub-sectors". constraints. opportunities. and interventions,
and

identify issues for annual analysis of sectors to:
-monitor impact & developments

. -refine understanding of constraints & opportunities

3. Selecting Interventions and Implementing Organizc'ltions: After the initial seminar,
·and throughout the project as additional constraints emerge. Kenyan Implementing
Organizations (lOs) will propose interventions to be funded by the project. Proposals
will be selected according to a set of criteria to be developed during implementation.

·Grants will be awarded to successful lOs who will carry out interventions to meet
·objectives outlined in each grant agreement. The IC/USPVO will issue and monitor
the Grants, which will number between 4 and 10.

4. In addition, the IC/USPVO may also put out requests for propOSc'lIs for such
activities as additional interventions, when Kenya lOs fail to propose relevant
activities, and workshops for players in the field (how to design good training,
technology dissemination techniques, measuring cost-effectiveness, latest approaches

~ in sub-sector analysis. etc.)

5. Institutional Development: The IC/USPVO will conduct institutional analysis on
likely lOs prior to awarding grants. This analysis will determine institutional
C3pabilities a....d needs. Institutional development objectives will then be built into the
expected outputs of the grant, and key activities (such as training, management
consultants. MIS systems, and capital equipment) will be funded in the grant.
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6. Institutionalization: By the end of year I, the IClUSPVO will make a plan for
institutionalizing the activities it is engaged in. Options include:

•

•

•

.
Identifying a local research institution that will take the lead in holding
seminars &. conducting research on sub-sector approaches to micro enterprise
development, assuming the lOs will be able to raise funds directly for
interventions,

setting up an NGO to do exactly what the IC/USPVO is doing. or

focusing on a few NGOs that have become key players, strengthening their
approaches eft institutions so that they will carry on.

This six step· process is illustrative of an approach that incorporates the operating principles.
but the process may be modified as experience suggests the most effective, and sustainable,
approaches.
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ANNE G - AITACHMENT 1

SUGGFSTED INTERVENTION ·PRINCIPLFS- TO BE RESPECTED BY
I1\IPLEM£l~G ORGANIZATIONS

TrainjnuCounselin&

Must include needs assessment
Show how management tools wilJ be adapted to the needs of the sector and how
sector representatives have contributed to their development
Training must use participative. adult learning methods (question/answer, skits, role
plays, practical exercises, case studies - minimal use of lectures)
Must result in concrett"'.lverifiable applications
An active follow-up program should be built in using methods which solicit the input
of the micro enterprises in their own problem solving.
Business plan development should be done using participatory methods whereby the
micro enterprises owners develop the plan themselves (should not be done in their
place)
Must not duplicate already funded activities

AdvocacylAssociations

Association activities must stem from members
Show how micro enterprises will identify the issues and drive the advocacy process
Show how empowerment wilt take place

Technoloey/Product Development/Skills Training

Show how technology wilt become market driven
Show how market analysis will take place
Show how customer feed-back/opinion will drive product improvement/innovations
Show how technologies/product innovation from past and present institutions/projects
will be identified and used - rather than re-creating

Market Development

Show how marketing materials/programs will be adapted to sectorial needs and how
sector representatives will be used in the process
Show how parallel and horizontal linkages will be established among micro
enterprises

0-19



ANNEX G - ATIACHMENT 2

SUGGESTED INSTITUTIONAL STRL'lGmENING AL'lD SERVICE
DEVELOP!\(E.'lT PROGRA'\I FOR 1l\1PLE.'\I£VI1NG ORGANIZAnONS

Internal Organizational Skills (Illustrative List)

Internal Systems/MIS for Jmp'ementin~ Organizations (they would undergo an "institutional
diagnosis" as a prerequisite to this)

Development of internal controls (budgetary, physical, approval, accounting.
personnel, and management controls)
Development of accounting/reporting systems capable of distinguishing activities from
different funding sources
Board Development
Cost recovery/sustainability strategies

Service Delivery Skills (Illustrative List)

Training and Consulting Methods to Micro Enterprises

How to develop materials/programs ("management technologies") which are adapted
to sectorial needs (using sector representatives in the process)
Use of participative/adult learning methods which minimize lecturing in favor of
methods which draw upon the experience of the micro enterprises
Training workshop organization
Design of structured follow-up programs which use facilitative methods to solicit the
input of the micro enterprises in tht:ir own problem solving.
Business plan development methods whereby the MSE owners develop the plan
themselves

Policy/Advocacy Work

Persuading government officials to take action
Use of mass media (developing press materials, planning media events, interviews,
etc.)
Forging alliances and gaining community support

Association Development

Promoting the empowerment of associations to conduct policy/advocacy work
How to develop association membership
How to develop association leadership
Developing member services
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Fund-raisi'~g techniques
Promotion of joint procurement/distribution activities among association members

TechnolQ&ylProduet PeveIOJ)meot

How to design a market driven approach
Promotion of quality control
Methods of promoting product development/innovation using feedback from
customers
How· to access existing technologies on the world market

Market Pevelo.pment

How to develop marketing materials/programs whicl~ are adapted to ~torial needs
(using sector representatives in the process)
Organaation/promotion of trade Sh(,NS

Promoting parallel and horizontal lif&rages among micro enterprises

\
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NOTE:

ANNEX H:

FINANCE COMPONENT

This annex represents the recommendations of ~he

technical design team. On the one hand, it is a more
thorough explanation of the rational and approach to be
taken. On the other halld, the PP and the annex may
di~fer slightly because the PP represents a revised
approach based on consultations with potential
parcners. Where there are differences , the PP i tsel!
shall take precedence.
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L. ctJRRBNT SITO'A'l'XOH

USAID/Kenya has been supporting the growth of NGOs supplying
credit and related services to the micro enterprise sector
throughout the implementation of the P.rivate Enterprise
Development Project. Although many of the originally intended
target organizatio~s did not materialize as envisioned, other
organizations have emerged and evolved what can clearly be
utilized as vehicles or models for carrying out AID objectives of
providing credit services to micro and small enterprises
throughout Kenya in the longer term. All of the successful
branches of NGOs in operation in 1995 have embraced both a
minimalist approach of valuing character far above collateral,
and are using group methodologies for borrower identification,
loan extension, supervision, and collection. 1

It is important to note that while USAID has provided broad-based
institutional support to organizations supporting the growth of
micro enterprises, other foreign donors have also made valuable
contributions to the field. Foreign donors such as GTZ, ILO,
ODA, UNDP, the Embassies of Belgium and the Netherlands, and Ford
Foundation have provided funding, technical assistance, and
training; most of these efforts have been coordinated to a
certain degree, and it appears that this collegial effort will
continue in the future. Other donors may have differing
strategic objectives than USAID/Nairobi, but there is clearly a
concerted effort to support the micro enterprise sector that has
been supportive rather than competitive.

At the beginning of 1995, the major issue regarding financial
support of micro enterprises and the institutions is how to build
on the successes to date, and to learn from problems that have
arisen during the course of implementation. The level of
knowledge of key factors in improving the delivery of financial
services to micro enterprises has grown greatly since the
original PED project was designed, and this project will benefit
not only from experience gained in Kenya, but from other
international experiences as well.

From an original target universe of nearly twenty NGOs that
appeared as possible candidates to carry out USAID objectives,
two organizations emerged that were wholly dedicated to being
effective micro enterprise lending organizations. Three or four
other organizations have had success with a limited number of
branch offices becoming effective. one organization that was

I While the minimalist approach is certainly importanl, successful programs mUSl have an accurale and
timely management infomwion system, a management structure that can respond to problem loans or arrears
quickly, and cannot relieve the loan officer·granting.the loan of the primary responsibility of collection.
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originally conceived as an intermediate financial institution
(but still a NGO) that would carry out funding, training, and
supervision of other NGOs has evolved its own loan products and
has achieved sufficient success to date to begin the process of
converting itself into a formal financial institution Kenya Rural
Enterprise Programme
[K-REP]) .

The challenge for the next phase of AID assistance is to provide
financial services to the micro enterprise sector on a much
broader scale, while assisting those organizations to refine
their methodologies and policies for credit extension and
collection, and to help move those organizations into seeking not
just break-even as an objective, but to real self
sustainability.2

The total demand for micro enterprise finance is difficult to
estimate and will be an increasing figure for several years to
come. Based on recent and ongoing studies in Kenya, ~c appears
that NGOs supported by USAID and others have reached over 20,000
borrowers with at least one loan; approximately 54% of the
borrowers are women. This stress on lending to womel~-owned

businesses (estimated at 44% of total micro enterprises) will
continue.

The preponderance of borrowers are in the urban areas, although
many of these urban areas are located in market towns in
agricultural production areas. The credit-oriented NGOs that
have been successful to date have lent primarily in urban areas,
but this project will welcome experimentation in lending in rural
areas.

This project will facilitate stable lending outlets that should
be able to add at least 5,000 new borrowers per annum, and serve
them on a continuing basis, thereby more than doubling the number
that have had access thus far to astable client base of
approximately 40,000. At the time of this writing, there are
approximately 910,000 businesses that could fit AID's definition
of a micro enterprise (having less than ten employees) ;
experience from similar economies indicate that a bare minimum of
25% of these businesses could benefit immediately from a stable

:z "Self-sustainability", the ability of an organization to
continue and grow from its O~l resources, is sometimes confused
with "break even", which is merely meeting costs with income.
When a significant portion of an organization's funds are donor
sourced, rather than from commercial borrowings or savings
instruments, .the distinction becomes important. Even the best of
the organizations and/or branch units of the NGOs in Kenya are
only approaching break even, and will need to be enjoined and
supported to become self-sustaining.
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source of finance. This project, if highly successful, should be
able to reach approximately 20t of demand by its conclusion.
There are an additional 400,000 plus new job entrants each year,
with only a fraction of them that can be absorbed into the formal
sector; the micro enterprise sector is the only really promising
candidate to provide jobs now and in the future.

While this project will only provide assistance to a fraction of
the market, it will expand and refine the experience gained to
date, and leave models in place that can serve and grow on a
sustainable basis into the future. The larger issue of
widespread provision of credit through formal financial
institutions is an issue for che future, and is dealt with at the
end of this Annex .

.L. RATIONALE:

The key rationale for the supply of financial services to micro
entrepreneurs is that it will increase assisted businesses'
security, income and asset growth, and job creation. 3

h APPROACH:

The approach of this project will be to provide credit services
through sustainable organizations. This activity will be
implemented through:

1) Assisting in the conversion of a credit-providing NGO into a
formal financial institution;

2) Granting funds to lending institutions that serve micro
enterprises and have a reasonable chance of attaining
institutional and ~inancial sustainability by eventually
raising funds through the private sector; and

3) Facilitating the availability of technical assistance to
micro enterprise lending institutions and programs in Kenya.

Institutional conversion will involve provision of funds to K-REP
to assist the organization make a transition from an NGO to a
formal financial institution. It is anticipated that there will
be minimal involvement by USAID in this process. Grants to
lending institutions, which will most likely be NGOs, will be
handled directly by USAID. Technical assistance will be
contracted out to an Institutional Contractor (IC) or a United

] This has been demonstrated and documented worldwide. For
an examination of one particular institution's results in Kenya,
see The Kenya Rural Enterprise Programme ... A Final Evaluation,
GEMINI Technical Report No. 77, Neill, Davalos, Kiiru, Manundu,
Sebstad, Septemoer 1994.
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States Private Voluntary Organization (USPVO). Grants will be
allocated based on strict performance criteria. Funds will be
channelled to better performing branches, although new branches
may be funded if an institution's entire portfolio is performing
well and institutional development and some headquarters costs
will be covered. Funded NGOs will have a budget for procuring
technical assistance of their choice, from their preferred
source. The technical assistance organization will provide
initial assessments of institutional and program development
needs, organize training and seminars, assist NGOs in identifying
and procuringJotechnical assistance through a wide range of
sources, andcuild the capacity of a network of lenders to
provide these services. This mechanism is designed to improve
performance and increase the sustainable availability of both
financial services and the technical assistance that micro
enterprise lenders require.

3.1 INSTITUTIONAL CONVERSION

The Kenya Rural Enterprise Programme, conventionally abbreviated
nK-REP", has gone through an evolution throughout its nearly ten
year history.4 It began as an implementation mechanism to
provide credit and training to a wide range of micro enterprise
assistance organizations in 1984, became a registered NGO itself
in 1987, and began developing and extending the first of its
retail loan products in the early 1990s. Since 1990, it has
continued to provide training in minimalist and group lending
methodologies to both its own staff and the staff of other NGOs,
but has grown increasingly focussed on refining and expanding its
retail, rather than its wholesale, lending facilities.

This project will assist K-REP through a critical stage of
transition from a NGO to a formal financial institution. This
will include assistance to refine its capabilities to extend and
collect loans on a widespread basis, establish savings
instruments attractive to depositors, attract domestic investors,
and explore the possibilities of attracting funds from the
capital markets of Kenya. Under this new project, direct
management of credit-providing NGOs will move from K-REP to
USAID/Kenya, as described in Section 3.2.

3. II K-RBP:Capital Investment

K-REP is developing plans for attracting funds from sources as
large as institutional investors and as small as depositors that
have passbook savings of U5$25. However, there will be need for
equity investment by AID in the short term. USAID should be in a

4 A detailed organizational history appears in the "Kenya
Rural Enterprise Programme" Fi.nal Evaluation, ibid.
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position to place funds for loan capital in K-REP, either
directly or through another investment mechanism, depending on
the detailed lending projections submitted to USAID by K-REP.
This will allow K-REP to quickly expand its loan portfolio,
particularly through newly-opened branches that have not yet had
the time to attract savings accounts in a sufficient amount to
meet the immediate loan demand.

USAID/Kenya is in a unique position to assist K-REP with their
capitalization. Under the new cooperative grant agreement,
following detailed negotiations and submission of detailed costs
and projections from K-REP to USAID, USAID will agree to allow
loan funds placed with K-REP in the past to be converted to
equity. USAID/Kenya will also provide new equity capital to K
REP on an incremental basis, on the condition that K-REPobtain
at least matching investment capital from private investors in
order to obtain each new increment. An example of this approach
would be three tranchesj USAID would provide $500,000, and when
K-REP had raised an equivalent amount from private sources, USAID
would provide a second tra..che of $500,000. This would continue
until the USAID funds were fully invested in K-REP.

The amount of $1.0 million should be allocated for this activity,
although K-REP's projections indicate that $3.8 million may be
required. Another 1.5 million is potentially available through
USAID/W PRIME Funds, and other donors are expected to contribute.

3. 12 X-REP: Technical Assistance

It is recommended that a broad range of technical assistance be
available to K-REP as a part of a cooperative grant agreement to
that organization. Funds will be provided for K-REP to identify
and carry out the contracting necessary to obtain the assistance
required. Previous to a release of the grant,K-REP will present
for approval by USAID/Kenya an illustrative work plan indicating
the description of expertise required and approximate time frame
of the technical assistance it will utilize. The identification
process will be done with cooperation and support of both
USAID/Kenya and USAID/W, specifically the G/EG/MD bureau.

An illustrative list of possible assistance required is described
below.

1. Chartering and Compliance K-REP has developed a plan
for their conversion with the assistance of a Kenyan
consultant that has extensive international and domestic
banking experience. Within the context of that preliminary
plan, various activities have already been identified such
as ensuring that their charter and operational approach will
have to comply with Central Bank of Kenya rules and
regulations. "Compliance" issues would probably be best
addressed by local technical assistance.
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2. Organizational Expansion of the loan portfolio and
establishment of the savings instruments by somewhat similar
institutions have occurred within the last decade in
countries such as Bolivia and Indonesia. ~ range of
international expertise is available and s~10uld be provided
within the context of international technical assistance.
It should be stressed the K-REP must maintain a high quality
portfolio even as it expands. Late repaYments should not
exceed 5t, and portfolio at risk should never exceed 15t.
These criteria are further elaborated in Section 3.2 of this

. Annex, and should be applied to K-REP in the same fashion as
any other grantee qualifying for initial or continuing
assistance under this Project .

3. Capital Market Linkages Newly formed financial
institutions must attract funds not only from domestic
savers, but also from institutional investors through
instruments such as direct investments and capital market
short term facilities available on the "overnight" deposits.
Assistance from both domestic Kenyan sources, as well as
international expertise may need to be brought to bear for
developing these relationships.

The amount of $170,000 is estimated for the technical assistance
activity.

3.13 RATIONALE:

K-REP, the major player under the PED project, is a dominant
player in micro enterprise finance in Kenya. The key rationale
for USAID support to this organization is that it has the most
concrete plans for attaining sustainability by converting to a
commercial bank in 1997. K-REP is the only local NGO at the
moment that has demonstrated the potential to expand its program
and realize a sustainable credit program for micro enterprises,
hence, dir€ctly conforming with USAID's micro enterprise
initiative. USAID Kenya consider K-REP's plans as a significant
step in the development of micro enterprise sector, particularly
in increasing access to credit and savings services for the micro
enterprises. This is an effort worthy USAID's investment. Itis
estimated that under MICRO-PED, K-REP will receive a total of
$1.0 million ($800,000 thousand for loan fund capitalization and
$170,000 for TA). Preliminary projections indicate that $5.0
million may be required for these activities implying that K-REP
will have look to look for other sources of funding.

LA GRANTS POR LOAN FQNDS

Under the original PED project, an approach was taken to allow a
very broad range of NGOs to apply for and receive funds for
institutional development, training, and loan funds. This highly

ANNEX H 6

I



3.21.

experimental approach has yielded a wide range of experience,
both positive and negative in terms of results. Not all branches
of NGOs assisted previously have operated in a fiscally-sound
manner, but there are clearly examples of NGOs such as K-REP,
Promotion of Rural Initiatives and Development Enterprises
(PRIDE/Kenya), Kenya Women Finance Trust (KWFT), and the Naticnal
Council of Churches of Kenya (NeCK) that are carrying activities
that could become self-sustaining within the LOP.

This project will concentrate on the successful results of the
previous project by providing funds to a limited number of NGOs,
based on the performance of the institution and of individual
branch units of the NGOs. Some technical assistance will be
provided under this project to a range of credit-providing NGOs,
and will not be limited to NGOs that have already obtained a
grant from USAID.

There are three major changes in the implementation of this sub
component from the previous project.

1. USAID/Kenya will directly manage the administration of
the grants to NGOs, rather than passing funds through the K
REP organization.

2. The focus of this sub-component will shift from
creation of new organizations (and the associated
institutional investment costs) to supporting sustainable
lending operations by NGOs.

3. Technical assistance, both expatriate and domestic,
will be provided to assist both direct grantees and to other
NGOs or organizations.

Grant Management

USAID/Kenya has gained considerable experience under the previous
project, particularly with respect the performance capabilities
of the range of credit-providing NGOs. Not only has USAID's
domestic experience grown, but the body of documented knowledge
available through international experience has increased
dramatically over the past several years. NGOs desiring further
assistance from USAID/Kenya will compete for funds based on
criteria that is further described below. Shifting this
management responsibility from K-REP to USAID will also allow K
REP to concentrate more completely on its conversion from a
wholesaler and retailer of funds to being a financial
institution.

3.22. Grantee Selection

The previous Private Enterprise Development Project encouraged
and supported the creation of new NGOs to provide credit; AID and
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other donors were largely successful in this effort. There is
presently a broad runge of NGOs involved in credit operations;
some organizations are almost exclusively dedicated to their
credit operations, others have had success limited to only a
single branch and have a primary focus of social relief.
However, this combination of organizations, as a whole, are
providing important and valuable services to a broad range of
micro enterprises throughout the country. Most of the successful
organizations are following a "minimalist" approach of credit
operations, as noted above, and all are heavily dependent on the
"group" methQdologies of credit extension and collection. Under
this approach, direct borrower supervision by the loan officer is
almost non-existent and is highly dependent on the borrower
attending regular meetings. The science of lending is always
evolving, and having a range of organizations involved in credit
is still bringing new information to bear for the good of the
country as a whole.

This project will build on the successful experiences gained to
date. NGOs will have to conform with the following criteria in
order to receive a grant from this project. Each application for
assistance will indicate a clear delineation of which branches,
whether existing or planned, will utilize grant funds, and
reporting will be delineated on a branch by branch basis. A
potential grantee may elect to only utilize support for one
branch, or to include several branches in its application.

Criteria at the INSTITUTIONAl~ level: Only institutions with a
track record of successful. lending to micro enterprises will be
considered. NGOs with existing credit activities will have to
demonstrate to the satisfaction of USAID that the institution
has:

1. Achieved overall on-time repaYments of at least 90%; e.g.
90% of the payments expectedar.e paid on or before the due
date and the portfolio at risk (balances outstanding on
loans that have payments in arrears as a percentage of
outstanding portfolio) is less than 20%.

RATIONALE: There are several individual branches that are
operating quite well, but with the heavy emphasis on the
role and the responsibility of the "group", late payments
are tolerated too greatly which causes deterioration of the
quality of the portfolio, and consequently the income of the
branch. Tracking of arrears is important, as described
above, but analysis of the portfolio at risk is an acid test

. of the quality of the portfolio. Late payments have to be
seen not only in terms of lost income, but if a payment is
late, the issue is not just the late paYment, but the risk
of the entire loan going into default. Some of the better
managed credit providing NGOs in Kenya are already applying
this measure to their portfolio analysis. There is a rather
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2.

3.

high tolerance for late repayments by NGOs in Kenya; this
tolerance must be reduced for the financial viability of the
organi~ations.

A management information system in place, or there are plans
to develop a system, to report in an accurate and timely
manner information critical to portfolio management and
reporting, including performance of the branch and overall
portfolio and financial sustainability at both levels .

. USAID will take a lead in insisting that the grantees
closely monitor their own operations for the financial
health of each of the grantees. The actual details and
frequency of the reports will be developed in the specific
grant agreements.

RATIONALE: A good management information system, which does
not necessarily mean "computerized", gives timely
information for the organization to manage its operations.
A number of well-intentioned operations have gone bankrupt
because the loan officers were not aware of the repayment
status of their own borrowers. In a worst case scenario, a
borrower has missed a payment and the loan officer is not
aware of it. The loan officer meets with the borrower, and,
through her lack of timely information, does not enjoin the
borrower to repay. The borrower then gets the impression
that it is all right to miss a paYment. At the branch or
headquarters level, management must be able to see instantly
if a loan officer's or branch's performance has
deteriorated, and be able to take immediate and corrective
action. Even the better managed NGO credit operations in
Kenya have not given sufficient attention to ensuring that
their branches have timely information.

A clear plan and budget for achieving financial
sustainability through establishment and/or expansion of
their loan portfolio, with particular respect to the number
of borrowers and loan funds to be extended under the grant,
along with an operational budget showing ratio of branch to
headquarters costs.

RATIONALE: Each of the applicant NGOs will have their own
specific needs and targets, and USAID should remain flexible
in its approach to assisting these organizations to meet
their targets. The approach suggested above allows the
applicant to set its own targets and objectives; USAID is
then in a position not to dictate direction but rather to
hold the NGO responsible for achieving its own stated
objectives.

4. Satisfactory sufficiency and cost per Ksh lent ratios.
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These levels will be determined at the project
implementation stage, but the sufficiency levels are likely
to be above sot and the cost/Ksh lent below 30 cents.

RATIONALE: If an organization is going to achieve financial
sustainability, it should be tracking current sufficiency
and cost-efficiency rations, and should demonstrate capacity
to achieve sustainability.

5. A system of determining clearly defined profit centers or
. "branches", allocating headquarter costs to the branches and

lending from headquarters to the branches, or demonstrated
the willingness of adopting such an approach.

RATIONALE: "Branches" or cost centers are the building
blocks of financially sound institutions. Cost allocation
to these operating units enables an organization to quickly
analyze which costs are adding significant burdens to
lending operations. By "lending" to branches, institutions
can hold branch managers responsible for attaining financial
sustainability within each operating unit, which will
eventually lead to financial sustainability at the
institutional level.

-..

6.

7.

If the lending program is part of a larger community
development institution, then the lending operations should
have financial and management independence from the "parent"
institution, ora clear plan on how that independence will
be achieved within a specified period of time.

RATIONALE: Financial progr.ams that are strongly influenced
by non-financial programs do not have the necessary autonomy
to become financially sustainable. Financial program that
rely on non-financial program for administrative support are
often hindered in efficient and speedy fund disbursement, an
essential element of any financial services program.

If the lending institution engages in activities in addition
to financial services, such as training, then the cost and
income of the financial services should be clearly
differentiated from costs and income from other services so
that the financial viability of the different activities
will be clearly defined.

RATIONALE: To achieve financial sustainability, financial
programs need to accurately delineate their actual costs and
should not be burdened with subsidizing non-financial
services.

Criteria at the BRANCH or cost-center level: NGOs will have to
demonstrate to the satisfaction of USAID the branch has:
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2.

3.

Achieved on-time repayments of at least 95%; e.g. 95% of the
payments expected are paid on or before the due date and the
amount of portfolio at risk (balances outstanding on loans
that have payments in arrears as a percentage of total
outstanding portfolio) is not higher than 15%.

RATIONALE: There are several individual branches that are
operating quite well, but with the heavy emphasis on the
role and the responsibility of the "group", late payments
are tolerated too greatly which causes deterioration of the
quality of the portfolio, and consequently the income of the
branch. Tracking of arrears is important, as described
above, but analysis of the portfolio at risk is an acid test
of the quality of the portfolio. Late payments have to be
seen not only in terms of lost income, but if a payment is
late, the issue is not just the late payment, but the risk
of the entire loan going into default. Some of the better
managed credit providing NGOs in Kenya are already applying
this measure to their portfolio analysis. There is a rather
high tolerance for late repayments by NGOs in Kenya; this
tolerance must be reduced for the financial viability of the
organizations.

Satisfactory branch sufficiency ratio and the cost per Ksh
lent. These levels will be determined at the project
implementation stage, but sufficiency ratios for existing
branches are likely to be above 75% and the cost per Ksh
less than 15 cents.

Each NGO applying for a grant under this project will
demonstrate to the satisfaction of USAID that the officers
in the branches to be assisted have received, or will
receive under the grant, quality training for their staff
and an incentive system that rewards good performance ..
Funds can be provided within the grant for the NGO to obtain
this training from established organizations such as PRIDE
or K-REP.

RATIONALE: The loan officers (sometimes referred to as
credit officers or credit assistants in Kenya) are the
primary, and sometimes sole, interface with the borrowers.
They must have a thorough knowledge of the theory and
practice of successful micro enterprise lending,
particularly under the "minimalist" approach so heartily
embraced by the successful branches in Kenya. It is assumed
that most grantees will be opening new branches or e~~anding

existing operations; there will be new staff coming into the
programs and they need to have this specialized training.
There are at least two org~nizations in Kenya at present
that can provide this specialized training.

It is envisioned that the channelling of funds to better
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performing programs will increase the impact of USAID investment
and increase incentives for better performance throughout the
micro enterprise lending sector.

3.23 Likely Participating Institutions

Based onUSAID experience, there is not a large pool of micro
enterprise lending NGOs with successful programs to choose from
in Kenya. A few that are likely to satisfy the selection
criteria have participated in the PED project.

There are at least five potential partners to select from.
First, Promotion of Rural Initiatives and Development Enterprises
(PRIDE) Kenya has received direct funding from USAID and through
K-REP. The program has established an expansive branch network
for credit delivery to micro enterprises in Kenya, has plans for
expansion and shows potential for becoming financially
sustainable in the long run. Second, Kenya Women Finance Trust
(KWFT) has been a beneficiary of USAIO funding through K-REP.
Its credit program, although small in outreach, has been
performing well and has potential for growth. Third, the
National Council of the Churches of Kenya (NCCK), a membership
church organization with both social and development objectives,
implements a national credit scheme with funds from USAIO/K-REP
and EZE (a German affiliation of churches). One branch is
performing very well, but others have significant issues.
Fourth, PCEA Chogoria Hospital manages an Enterprise Development
Project with funding from USAID/K-REP. Although PCEA Chogoria is
a regional program, it has achieved impressive results and has
potential to increase outreach within the hospital's catchment
area. Finally, Tototo Home Industries, based on the coast,
focuses on income generation for low income people, particularly
women. The credit program, funded by USAID/K-REP, has reached
very poor people, but with lower repayment rates than other
schemes. All these organizations, and there are several others
in Kenya that have not received USAID support, primarily use a
group lending model based on the Grameen Bank ~nd adopted to
Kenya by K-REP. All will need technical assi'3tance to increase
performance and outreach, and all will copetete with any
applicants for MICRO-PEO funds.

3.3 TBCHNICAL ASSISTANCB

The NGOs of Kenya have made great strides in the development of
effective credit delivery and recovery over the past several
years. Many have made use of international experience, drawing
heavily but not exclusively from the models employed by the

• Grameen Bank in Bangladesh. However, there is st.ill considerable
progress to be achieved, and this project will provide technical
assistance to both current and potential grantees in areas
discussed below. The project will contract the services of an
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IC/USPVO to provide assistance to NGOs in identifying areas in
which they need assistance. In the interest of increasing
performance standards throughout the market, assessment servi~es

will be made available not only to NGOs who apply for and receive
grar~s from USAID/Kenya but to other NGOs that are active in the
micro enterprise finance sector.

3.31 Technical Assistance Need~;

In order to achieve financial sustainability, many NGOs in Kenya
ne~dtechnical support in the following areas:

1. Delinquency Management - This is perhaps one of the
most critical areas to be addressed by NGOs (and formal
financial institutions> in Kenya. There are an array of
instruments that can be employed in this field, including
aging of past dues on a branch-wide basis, follow up
procedures by loan officers and management, restructuring
loans in cases of force majeure, invoking group pressure on
late repayers, and establishing a philosophy of non
tolerance of late payments.

2. Financial Control and Information Systems -Although
this is a more generalized category, nearly all NGOs are
wrestling-with the both assembling and analyzing the
performance of both their loan portfolios and the financial
performance of their organizations. It is particularly
critical to have timely information as the portfolio of high
rollover, short term loans grows. While critical at the
branch level, it is also important on the organizational
level, primarily for management information and control. A
manual system may work well enough in a branch operation,
but the use of computers at the organization level can be
very useful. There is now at least one "off the shelf"
application developed by the Food and Agriculture
Organization, MicroBanker, that appears readily adaptable to
the Kenyan situation.

3. Methodology - Nearly all of the successful NGO branches
are drawing heavily on the basic model utilized by the
Grameen Dank. However, there are several refinements of the
current methodology, as well as models around individual
lending which have worked well in other countries with an
environment similar to Kenya. As the NGOs become more
familiar with.both their current and potential clients,
there is still plenty of room f.or different or experimental
models.·· Most successful micro enterprise lenders worldwide
are always working out new loan products to suit their
clients changing needs. Examples of new products would be
tailored individual loans for micro entrepreneurs who have
grown to large to be served through the group methodology,
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or more efficient credit delivery methods to reach poorer,
rural businesses.

4. Financial Linkages - A few of the NGOs in Kenya are
already exploring direct linkages with formal financial
institutions. A range of possibilities exist, and formal
arrangements could be undertaken in select cases. These
linkages can include a broadening of the USAID/W Loan
Portfolio Guarantee Program to include bank loans to NGOs or
other type of guarantees, leveraging of savings deposits by

. micro enterprise borrowers, or developing local mechanisms
such as a collateral fund with right of offset (which
generates a credit line to a NGO retail lender). Further
discussion of the formal financial sector is in an
attachment to this Annex, "A Note on the Financial Sector
and Implications for Microfinance".

5. Fraud Prevention and Control - This is an area that
needs to be dealt with &::ross the financial spectrum of
Kenya. There are various rnethodsthat can be employed to
check the veracity of nearly any borrower's application,
although it is somewhat complicated by the group
methodology. A financially-responsible lender will work out
alternative methods of ensuring that the borrower is truly
the type of client with which one entrusts funds.

6. Horizon Broadening The regulatory and policy
authorities of Kenya will be facing a NGO-bank conversion
that does not have precedent in Kenya. Funds will be
provided within the grant to both bring expertise to these
authorities fro::) other countries and through exposure visits
for these authorities to programs abroad with similar
experiences.

3.32 Approach

One focus of the technical assistance work is to provide USAID
and NGOs with a source for conducting independent assessments of
NGO programs in some cases to determine eligibility, but
primarily to determine areas where programs need to be improves
and where technical assistance may be required. Funds for these
assessments will be provided. to an IC/USPVO. In addition to
these assessments, funds for TA will be incorporated into the
grants to the NGOs, who will have discretion in whit services
they procure and from whom, as long as the institution has
appropriate procureMent procedures in place. A second focal area
is to encourage the sustainable delivery of technical assistance
to .micro enterprise lenders. USAID will hire a US Private
Voluntary Organization (USPVO) or local institutional contractor
(IC) for a two year period (subject to renewal). TheTA team
will likely include one international and one Kenyan
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professional. The main activities for the technical assistance
team will be to:

1) Provide assessments of lending operations and institutional
development issues. The NGOs will be involved in drawing up
the terms of reference for the assessments,

2) Organize workshops and seminars on such topics as managing
delinquency, increasing outreach, developing new loan
products, MIS system development, mobilizing savings, etc,

3) Compile a database of technical assis=ance sources that NGOs
can access, and

4) Strengthen a network of NGOs involved in micro-enterprise
lending to perform the above functions, if such a network
emerges.

The micro~enterprise lending NGOs will take responsibility for
forming and supporting the network. If the network emerges, the
US PVO/IC will give TA. If it perform~ well, the US PVO/IC can
turn-over its functions to the network. If not, other strategies
may have to be developed during implementation.

4.0 Other Strategic Xnterventions

Under this component there will be several other minor
activities. First, USAID will facilitate dialogue between Banks
and NGOs to encourage NGO borrowing from banks. USAID/W loan
portfolio guarantee funds may be instrumental in developing these
relationships. Second, USAID may fund very small, experimental
initiatives to develop additional loan products to serve clients
who are not being served by current products. Third, USAID may
fund the development of innovative training curricula in private
sector organizations that offer training to micro enterprise
lending institutions.

1. The Formal Financial Sector

The Kenyan financial sector is relatively well developed, with a
significant number of banks and non-bank financial institutions
(NBFls). However, despite the number of institutions, only a few
have the extensive branch network suitable for serving the small
scale sector: Kenya Commercial Bank (KCB, government-owned),
Barclay's Bank of Kenya (private) and Standard Chartered Bank
(private). Of these three, KCB has hi~torically been the most
interested in working with small and micro enterprises, although
it has done so primarily throughsubsidized·schemes,·using donor
or government funds. Many of the loan programs that clearly wore
a "donor stamp" had abysmal repayment rates; the borrowers
perceived the loans as a grant.
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Barclay's and Standard Chartered have been conservative in their
approach to small scale businesses. s Standard Chartered Bank
has recently gone through a restructuring and retraining of its
staff focussed on nsmall business n, and has approximately 16,000
loans to the sector through its 42 branch offices. Barclay's
Bank of Kenya placed approximately Ksh. 4 billion (over US$ 95
million) from its 150 branches in the nsmall business n sector in
1994, which represents approximately lot of its total portfolio.
Approximately 40t of Barclay's small business borrowers are
women.

Several of the NBFls have been less conservative generally, but
lacking branch networks, have had no effective way to serve the
sector. Historically, the mainstream financial sector has shown
little willingness to support the small and micro enterprise
sector apart from direct subsidization. While there are several
specific small loan programs, these have not gone on to become
ongoing lines of business. One example is the USAID-funded Rural
Private Enterprise Project. As different from a number of other
countries (e.g. Colombia, South Africa, and many others), banks
have not emerged as significant sources of funds for NGO credit
operations.

The Kenyan banking system has been through a difficult period
during 1993 and 1994, caused by the insolvency or near-insolvency
of a number of·institutions, both private and the public. GOK
efforts to keep troubled banks afloat through loans from the
Central Bank contributed to rapid expansion of the money supply
which in turn sparked high inflation. While the financial crisis
appears to be under control (or well on its way in that
direction), its consequences will affect the development of
microfinance institutions, at least in the short to medium run.

The first consequence is a shift of deposit funds into the few
banks known to be financially strongest. These strong
institutions are likely to be quite liquid in the near to mid
term, such that they will have little interest in the
mobilization of small deposits, although they may be somewhat
more approachable on the lending side. These banks are likely to
be less open than usual to changing lending behavior in return
for lines of credit. On the other hand, they may be relatively
more interested in making a loan to an NGO.

A second consequence is the likely preoccupation of the
regulatory authorities with troubled financial institutions and

SAt the time of this writing, both Standard Chartered Bank
and Barclay's Bank of Kenya define small businesses as those
requiring loans from Ksh. 100,000 to Ksh. 5 million (US$2,400 to
$120,000), well above the $400 average loan size of micro
enterprise lenders.
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with legislative changes needed to prevent the recurrence of the
financial crisis. At one extreme, this could mean that
supervision of financial institutions, at least those that are
not in immediate difficulty, will be less intensive. It could
also mean that supervisory authorities are less willing than
usual to consider innovations that would broaden the spectrum of
deposit-taking institutions. Such innovations had been
discussed, but no longer appear to be on the agenda, at least for
now. Moreover, the authorities will be wanting to limit the
number of institutions, and will hesitate to approve applications
for new licenses, even if they come from a source such as K-REP.
And if they approve K-REP's application, their ability to
supervise it effectively may be less than optimal.

Given the current situation, it is recommended that the
USAID/Kenya consider: 1) being conservative in the selection of
partner institutions; 2) having relatively low expectations about
the willingness of mainstream institutions to innovate, with the
possible exception of funding strong NGOs; and 3) recognizing the
stress facing regulatory authorities in any dealings with them on
microfinance innovations. However, in direct conversations
during the preparation of this annex, the banks are still
indicating their willingness to pursue negotiations with
consideration being open to various methods of guarantee
operations. USAID/Kenya Nairobi, along with AID/W/G/EG/EO will
continue the dialogue under this project. USAID/W already has
the Loan Portfolio Guarantee Program in place with both Barclay's
Bank of Kenya and Standard Chartered Bank, and will seek to
expand those facilities with a particular eye to the requirements
of this Project.

=-

11
2. Exper~ental Initiatives:

During PED evaluations, MICRO-PED review and many finance
seminars in Kenya, it is being increasingly recognized that the
"group-lending" product has so far reached a particular type of
micro-enterprise. It fills a certain market niche, but there are
other sorts of firms that are not being served that may represent
a market for different loan products. The typical micro
enterprise client served by the group methodology is a) in urban
and peri-urban areas where high population densities allow for
economies of scale.OR members of effectively managed rural
women's groups in densely populated urban and rural areas; and b)
primarily engaged in service or trade activities, or rapid turn
over manufacturing - loans are primarily used for working
capital.

On the one hand, there may be market opportunities on the higher
end. Many firms wish to invest larger sums in fixed capital
assets. These are entrepreneurs who may have a difficult time
operating in a group, agreeing to guarantee large sums, but are
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still too "informal" to go to the bank. There are currently few
organizations serving this important market niche which we
sometimes refer to as t.he "missing middle". Originally, many
micro enterprise lenders envisioned "graduating" some of their
borrowers to banks as they reach this level, but both banks and
borrowers have resisted this initiative with sustainability as a
major concern, more have decided to keep these "best customers"
and begin serving them as individual borrowers. USAID will
support innovative methodologies for reaching this high potential
target group.

On the other hand, there is a strong need for additional finance
on the lower end. The vast majority (78%) of micro enterprises
operate in rural areas, but lending operations in Kenya are
generally less sustainable in rural areas. This is partly due to
the expense of travelling and liaising with clients, and partly
due to the lower economic potential in rural areas. Yet, in
other countries, methodologies have worked in rural areas. In
addition, many businesses operate out of the home, and are not
normally reached by lenders in Kenya, even in urban areas. USAID
will support innovative approaches, such as village banking
models with significantly smaller loan sizes, to lending to
poorer, harder to reach business people.

3. Training

K-REP is one example of an institution that may merit support for
a training program. K-REP has developed a training methodology
to inculcate the general minimalist and group methodologies
utilized by the Grameen Bank in Bangladesh, among others, and has
delivered this training on a widespread basis to its own staff
and the staff of other NGOs. This is not a generalized or
generic training, but rather a highly focussed training on the
methodologies of credit operations. The training provided by K-
REP is primarily for loan officers to assist them in
understanding the key issues in loan preparation. As a part of
the conversion of K-REP to being a financial institution,
research and training will be carried out under their "trust" or
"foundation" side, rather than as a financially-linked part of
the financial institution.

It appears that the training being delivered by K-REP has been
highly effective, although certainly subject to further
refinement based on continuing experience. The training effort
of K-REP will need to be expanded, not only for the growing
number of staff that they will reauire to continue for the own
expansion, but for other-micro enterprise credit oriented NGOs'
staff. K-REP desires to establish a physical infrastructure to
house their training facility, although USAID may prefer to
confine its assistance to further development of course materials
for training, and or to provide funds for further research to be
carried out by this Foundation side of the operation.
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~his project may provide funds for the expansion and refinement
of K-REPs' training, subject to a detailed workplan and budget
developed by K-REP and submitted· to m:':~ID/Kenya.
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PARTICIPANT LIST AND BACKGROUND MAT~RIALS

Finance Component Development

A very participative approach was taken in the development of the
Finance component. USAID/Kenya had done considerable groundwork
previous to the Credit Analyst's visit, USAID/KENYA was extremely
helpful with both the field visits and participating in the
meetings with the financial institutions. With some slight
exceptions on follow up meetings, a member of the USAID staff
joined in all consultations along with the Analyst.

The list below, which is representative, indicates key persons
contacted. Each of them, along with uncited members of their
respective staffs, contributed to the resulting plan for
enhancement of micro enterprise development in Kenya. The
interviews were carried out on a structured basis, but nearly all
interviewees contributed freely in their presentations. In all
cases during the provincial field trip, at least a small sample
of borrowers were visited, and they also contributed enormously
to the information base from which the Finance Component.

Food for the Hungry International/Kenya

Ted Vail, Business Development Consultant, Nairobi

Promotion of Rural Initiatives and Development Enterprises/Africa

Headquarters:
Jonathan Campaign, Managing Director, Nairobi
Janis Sabetta, Training Manager, Nairobi

Promotion of Rural Initiatives and Development Enterprises/Kenya

Headquarters:
Grace B. Aloo, General Manager, Nairobi

Field Offices:
Anne Mukira, Credit Officer, Eldama Ravine
Bernard Wamk 7i, Credit Officer, Nyahururu

National Council of Churches

Field Offices:
Margaret Oketch, Credit Officer, Kisumu
Lucy, Kai, Liz, Credit Officers, Nakuru
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Kenya Rural Enterprise Programme
Headquarters:

Kimanthi Mutua, Managing Director
Aleke Dondo, Deputy Managing Director

Field Offices:
Teresa Maru, Area Manager, Eldoret
F.F.Masingu, Area Manager, Mt. Kenya West (Nyeri)

Tototo Home Industries
Headquarters:

W.K. Gitau, Executive Director (Mombasa)

Kenya Women Finance Trust
Headquarters:

D.G. Muchungu, Finance and Administration Manager,
Nairobi

Field Office:
Lucy W. Waweru, Branch Coordinator, Karatina

Barclay's Bank
Headquarters:

Mr. Murage, Manager in Charge, Small Business Unit

Standard Chartered Bank
Headquarters:

Zahid Rahim, Executive Director, Corporate and
Institutional Banking
Evans Vitisia, Head, Business Financial Services,
Corporate and Institutional Banking

Small Enterprise Credit Association
Victor Pratt, Chairman (Nairobi)

International Donors
David Ong'olo, Assistant Project Officer, Small
Enterprise Development, Royal Netherlands Embassy

Joel Nielsen, Program Officer, United Nations
Development Programme

Thomas Miller, Assistant Representative, The Ford
Foundation

Hugh Scott, Coordinator, British Aid to Small
Enterprises, OVerseas Development Administration

Friedrich Weigel, Financial Management Advisor, Kenyan
Industrial Estates/Informal Sector Programme (GTZ)
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BACKGROUND MATERIALS

There is a large body of written materials now available for
the development of a micro enterprise project. The following
listing is by no means comprehensive, as most of the materials
relating to micro enterprise credit have been previously reviewed
by the Credit Analyst. The materials that were most relevant for
the development of this annex are listed below.

"Micro and Small-Scale Enterprises in Kenya: Results of the 1993
Baseline survey", GEMINI Technical Report No. 75. {Note that
this study is being updated, the new research effort began in
January 1995.}

Project Development Interim Directive, Dated November 28, 1995,
Internal Memorandum, AID/W.

"Maximizing the Outreach of Micro enterprise Finance: The
Emerging Lessons of Successful Programs", Christen, Rhyne, Vogel,
McKeen, Draft Document dated September 1994.

New Activity Description, Project Number 615-0263, "Private
Enterp=ise Development II".

"Report on the feasibility of the proposed Juhudi Financial
Services, Ltd.", Kenya Rural Enterprise Programme, November 1994
{Uncirculated Document}.

"FY 1995 Matching Grant Application", PRIDE/Africa, Submitted to
USAID, November 1994 .

"The Kenya Rural Enterprise Programme under Cooperative Agreement
No. AID-615-0238-A-00-7026-00: A Final Evaluation", GEMINI
Technical Report No. 77, September 1994.

"Response: Final Evaluation Cooperative Agreement No. 615-0238-A
00-7026-00" K-REP response to above Evaluation

NOTE: Many internal reports of several NGOs were reviewed in
the field during the course of the development of this
Annex. The primary author also drew on twenty years of
personal experience in worldwide development of micro
enterprise finance.
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EXECLirVE Sl"~I~lARY

I Summary of Findings

Problem AtUZlysis

Micro and Small enterprises have major constraints related directly to technology. or more
indirectly through market constraints brought about by technological limitations. The
GE~fI:'·a survey revealed that even whil~few operators mentionc:d technological constraints.
it was clear that their main conc~rn with inacc~ssihility of markets was brought about by
poor quality products. or inaue4uate levels of output. Yet. few institutions exist which
specifically address technolok'Y development and dissemination for the micr()-(~nterprise

sector. Even fewer donors have invested in this compone:nt. mainly owing to earlier. ne:gative
experiences with technology in\'estm~nts in Devc:loping Countries. There is urge~t need.
therefore. for an innovative approach to technology inter....ention if there is going to be
rene:wed interest by various players.

Specific technolok'Y issues in the micro enterprise sector include:

uck of a national polk')' to guide technolok'Y development and dissemination.

uck of relevant technical expertise among micro e:nterprise operators

uck of te::chnology information to make the: right choice:: of technologies

uck of technology assessment and evaluation capacities within micro enterprises.
and within assistance agencie::s..
Lack of modern tools. equipment anu techniques - efficiency and productivity issues

Lack of good quality inputs

limited product range and markets served hy micro e::nte::rprises

Other Players

There are fe\" te::chnolok'Y assistance pm\'iJus to the micro enterprise sector. On th~ Jonor
level. perhaps the: most prominent is the \\'orlJ B~tnk Project \\ hkh aims to Je\'elop

I-I
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technology within the training framework. The ODA/L':"IDP/Ne:therlands Embassy - Small
Enterprise Implementation Programme proposes to address the: technology issue from the
point of view of creating the necessary environment for technology to be developed and
disseminated by others. aDA also funds ApproTEC and some KlC-K activities. Other
donors include the: Dutch government which funds the ILO/FIT project, the Japanese
Government who fund the JKt:AT through a Technical Co-operation Agreement, and
Federation of Kenyan Employers (FKE) SME Cnit whose: ILO funding has JUSt run out.
Clearly. the funding has not been coordinated and has depende:d. largely. on the agendas
of the donors.

On the technology developers' level are those institutions involved in R&D and
dissemination of equipment and techniques (eg. ApproTEC. ITDG. Technoserve. ILO/FIT
project. JKL"AT. L"niversity departments of Food Technology and Engineering. etc). and
those involved at the product development and skills upgrading levels (eg ApproTEC. KICK.
VITA-K-CITC collaburation. Women's Jua Kali Project. etc). In addition. there an: a myriad
of puhlic and private institutions providing technical training from the artisan to technologist
levels. Most of the:se have been assessed to he non-practical with limited relevance for
commercial technological needs. particularly for micro enterprises. Consequently. there is
need for technology interventions at various levels. the most urgent of which are. perhaps.
the technolo~'Y infurmation and assessment '\ervice. and the product development and skills
upgrading levels.

II Proposed Action

General approach for technology assistance

This following list highlights the general principles which might guide technology
interventions for micro enterprises.

Adopt a market driven approach to technology development

Cse of a 'packaged' approach in delivc:ryof tc:chnology services - deliver both
.hard and soft technologies

Pri\'atc: sector dissemination approach - hence COSt c:ffectivc: technologies first

Stimulate dialogue and information sharing among key players in order to
promote synergy and co-ordination

Select partners who ha"e the' capacity and tle:<ihility to take a sectoral focus
depending on market neeus for technology

Acti~'il>, Organisation: Technology

Intervention ~hould he nr~anised on thr~e di~tin~t Ic:vels. hut main::lininl.! cllh~si()n and
sight nf purpose: ~ -
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I ~\feuket and policy analyses. and technology needs arsessment level

Intervention mechanisms • Support the strengthening of the emerging Technology
Furum as wei! as other specific associations which can
lobby government on specific technology issues - for
example. KST&ES.

Possible institutions

• Support the formation of an Information Clearing House
which should double as a Technology Assessment facility
capahle of market. policy and tec',aology analyses.

• Support a technology assessment facility

• Technology Forum/~et\l...ork and Clearing Hous~: VITA·
K: IDS - t:niver~ity of ~airohi

I

II

III

Technology dellelopmt!nt anti di.'i.'i('mincui()n It..~'el

Intervention mechanisms - Support selected SGOs with an orientation towards ~fSE

technologies. and \:onscious' of sectoral technology needs.

Possible institutions • ApproTEC: Technoserve: Jua Kali Women's Project:
KIC·K: K·~r.-\P within the framework of their existing. and
perhaps expanueu. strategies. Other institutions are likely
to qualify \\'ith time.

Skills upgrading and product dt'l'e!()pmc·/lt I('l'e!

I

I

I

1

This inter'r'cntion is organised within the: general framework ror all ~on·financial ser\'ices,

-.

Intervention mechanisms

Possible institutions

- Support selecteu SGOs in collaboration with Jua Kali
A~s()ciati()ns contracting out specific skills training and
product development if necessary.

- Strengthen jua kali associations which have objectives of
addressing the technology needs of members.

- JU<l Kali Associations will identify micro enterprise skills.
product development as well as advocacy needs. and may
then contract actual training to relevant VETs: Support
KIC·K. Jua Kali Women's Project (sectors other than
textiles). and others.

I

I
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TECH~OLOGYISSCES

I. 1=""TRODi:C.-rIO~

This annex presents the 'Technology" issues of the project. Initially, technology was inclutled
in the project description as a stand alone component. However, after some team
deliberation. it was agreed that technology interventic"5 can only be successful if they are
undert: '"en within the framework of specific sectoral foci (see "Sector Focused" approach
annex). Having said that. there's room for generic technology intervention.

The p:lper presents some design issuel'. presents an analysis of the prohlem. and tinally
su!!!!ests an intervention strate!..,\, within the framework of the e:,<istin~ ~()n·Fin:lncial-- -~ -
Ac;sistance component of the project.

1.1 The Design Process

The design process has endeavoured to involve various interesteu parties. on v:lrious levds.
First. possible implementing organisations as well as their heneficiaries werc~ involved in the
first week of fic:ld visits. Donors and other :"GOs investing ill technology interventions were
then consulted amJ their inputs incOl'pnr:lted in the initial'thinking. Finally. a "Sector
Focused Appmach" workshop organisedhy CSAID, the Design Te:lm in conjunction with
KREP, provided a useful forum for sounding out some of the outstanding issues in the
design of the project. Throughout the design period, there was a rich cross-fertilisation of
ideas between the team and AID PEO officeni. as well as among team members.

A second important strategy used [(\ ..:licit partidpation was to ~ar"nd one of the meetings
of the informal lZathedng of orl!anisations involved in technoliH!V interventions which took

.... - .... --
place on 1st December. 199~. This meeting highlighted the various concerns of organisations
interested in technology interventions for micro enterprises.-1.2 Definition of "Technology"

It is important to de tine the term technology as it will he used in this paper.

"The term It!c:Il1wl()~' is often int~rpreted us meaning machinery, e4uipment. 'hardware'.
Technology. however, is much more than pieces of e4uipment: it abc> encompasses
·softwar~'. Techn(}h)~'Y is a comhinationuf wnls (the e4uipme:nt re4uired to produce goods
ands~r.·ices):ofte~hniYlle.. (the knowledge. skills and facilities re4uired to operate those
toob): of organi.;ation (the: process by which techniques are m.. rshalled): and of QD1.~.!!CJ.~'

the: goods and ser\'ic~s \\hich result front this process." ITDG. Hem:e in this p:Jr, ,
tl'dll/()l()~' reefers til hoth h:lrd anu soft approaches to technnlogi.:al uevc:lopntent.
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Technology is one of the keys to increasing the productivity of micro enterprises in Kenya.
Although tirms in the G E~n=".:I survey do not recognise or name "technology" as a
constr:lint. hoth this survey and the Informal Sector Survey (CBS) have highlighted the
market constraints facing micro-enterprises. particularly related to the quality of productS
and the limitations in the range of products offered. Recent sub-sector studies commissioned
by CSAlD have :l1so highlighted the specific technological needs of the relevant sec:ors
relating to qu:l1ity of inputs. production and packaging problems. and Iimit:uions in the skills
and techniques necessary to place micro·enterprise products into more lucrative market
niches. Yet, little effort has gone into providing this particular assistance. There is still a
very limited number of players offering technological assist:mce to micro-enterprises in
Kenya. and indeed. in other parts of the developing world. Questions of sustainabiJity of
technological projects have limited this assistance even further as funding agencies draw
from their past negati....e experiences of technology projects in Developing Cuuntries.

While this view is legitimate in the light of the short-term ohjectives of such agencies. it is
somewhat myopic ifgenuine institutional huilding ir. .:~ ~ micro-enterprise sector. and indeed
the whole economy. is to be achieved. All industrialised and Sew/y Industrialised Countries
(IVIeS) Ila~·e build their economies on the bac:k of tedllw/ogy and 'wt finance a/one. K.:nya
is unlikely to be an exception. However. there is still ne.:d to assess which of the strategies
used by others (or ne\v on~s) i5 the most appropriate parh to take \\ hen making technulogy
inter....entions. This is. perhaps. one of the must critical tasks ahead of any technology
interventions.

It is. perhaps. the new thinking in technulogy intervention strategies which leads to this
recommendation for technology intervention despite past failures. The literature indicates
that technology promoters realise the importance of the delivery approach in making
successful technological interventiuns. First. a sectoral approach to technulugy intervention
is critical (GE~U='I. 19,)(). Basically. this means that before intervc:ntion. a sector is
analysed for the various factor5 constr~lining the growth of micro enterprises. and then
interventions are specifically targeted at these constraints. Hence, technological
interventions. for example. are aimed at the technological bottlenecks in the sector.
particularly where an intervention will imp,lct on the largest number of micro enterprises.
Hence. technological interventions are provided when and as necessary to 'oil' the chain.
Conseque~t1y. interventions must continually change to reflect the needs of a particular
community. 5ub-:;ector or market. Assistance institutions must. therefore. be those which are
flexible enough to offer a continuous flow of wc:!lIw/()!:D', Ohviously the pertinc:nt question
is who will perform the market analysi5 need~d to flag the sector's requirements?

-

Secondly. it is hecomiiig apparent that technology users need a large array of sc:n.;ces within
the rubric of technoiogy. ~ot only do thc:y need the e4uipment ond tools. but also markc:t
assessments regarding the fc:asihility of adopting a technolo~'y: the skills and techniquc:s
required to successfully U5e the technology': information ahol!~· inputs:· markets: etc.
Conse4ur-ntly. the mmit promi:\ing inten.'ention approach to technology delivery is the
'Pad:agr> ~lpprnac:h, even if the \'ari(}lI~ parts are not nece:\s;Hily ddivered hy the same
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institution.

Thirdly. while a new appi()ach to service delivery is emerging. little attention has been paid
to ho...... wsupport a technology lk...dopment process within a local economy· i.e. to build
technical skills. innovati....e skills. market anal~ses and response skills. product development.
etc. to strengthen the micro enterprise technological c:lpabilities which will lead. ultimately.
to a market driven technology development process. The successful commercialisation
strategy 'Will be. therefore. that which fosters such institutionalisation of technology within
the local economy.

As a step towards further justifying a re~examination of technology interventions in the
development of micra enterprises. this paper also argues that sustainable technologies are
those which build Oli the societies' existing c:lpacities. re:sources and institutions. Cllmple:tely
alien technologies seldom t:lke: root in any society. Past technology initiati...e:s rarely built on
existing c:lpacities within a local economy. Beside:s. exte:rnal technology age:nts have
contrihute:d to the financial 'unsustainahilit} . of projects promoted within such a framework.
Having said th:lt. it must he acknowledged that local technology development and
dissemin:ltion age:nts (such as national research institutions) have had resource.
programmatic and managerial limitations. and for this re:.lson. they have not heen ....ery
successful in reaching lart!egroups of users. Consequently. a time·bound use of external
agents is still imperati....e. pJrticularly in providing accc:ss to inr"orm:.ltion about alternati....e
technologies. access to resources. amI training in p~~rticul:.lr skills and techniques. as well as
various types of te:chnkal assistance.

2. PROBLE:\I A~ALYSIS

The technology issue: in Kenya iscomple:<. On nne: le:vc:l. the:re is l:lck of a te:chnology
policies for e:nte:rprise de....elopment. Those th:lt implidtly exist in V:lrious development
agendas tend to fa....our the larger, formal sector, capital intensi....e: enterprises. The sector
also lacks information rel!ardinl! technnlo~ alternatives. and ..... hen this is :l....ailahle. micro... - ...
enterprises and their helpers dn not have: the capacity. or facility to make technology
choices. Part of the: problem is the general inade:quacy of the: te:chnical skills tr:lining strate:gy
currently in pl:lce in Kenya. A second le....el of issues relates to the development and
dissemination or technology. which are mme specitic either to enterprises. or to the
organisations which assist them. Micro enterprises do not have the resource capacity to
innovate,hence they rely on assistance org~lI1is01tions. Yet, the delivery of such services is
still problematic. On a third level. the issues are relate:d [C) skills upgrading and product and
market development skills needed hy practising entrepreneurs. These three levels are further
disC"J5Sed in the following par:lgr:lphs highlighting the current status of technolo~'Y

development :md dis..~~min:ltion in !\~nYd: [h~ curr~nt eS.~IDin\o'nlvem~nt in t~chni}ln~'Y

interventions: and the mher plO1yers operating nn variuus levels nf intervention.

2.1 Status of Technology uCH?lopment and Dissemination in Ken~'a

1-6
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2.1.1 uvel I

This l~v~1 ~onstitutes the more general technology issues - i.e. technology policy analysis and
technology monit'oring and evaluation.

(a) .\'aritJnaJ Technology Policy - the framework

The policy framework for technology development in Kenya is '·:veak.and has tended to
favour large. formal. capital-intensive enterprises. while labour intc:~ive technologies are
heavily ta:~ed and over-regulated. The re·direction of a national policy towards labour
intensive and small sole technologies seems to be a natural evolution of the structural
adjustment policies currently hdng implemented.

The ~Iinistry of Research. Sdence amI T~chnology was set up to develop. co-ordinate and
disseminate technology research. Part of its agenda was to develop a national research
policy. facilitate application and tra.lsf~r ofappropri:.1te technDlogy. as well as to co-ordinate
the activities of research institutes. It is widely hc:li~vedthat the: apart from its mandate
bdng too wide and unfocuseu. the ministry has cap~lcity. programmatje and financial
prohlems which inhihit the successful ue:ve!opment of tec:hnology policies. particularly those
which would favour micro enterprises. To uate. Kenya ulles not have a coherent technolllb~'

polic.!, let alone one that favours micro-enterprises. The: minis:ry's merger with the ~[inistry

of Technical Training and Applieu Tec:hnology (~[TfAT) in 1993. rather than help focus
on the jua kali sector. has complicateu the situation even further by introducing an element
of ambiguity in the roles of the offic:ers concerneu with scienc:e anu technology development
and those dealing with :lpplieu tec:hnolllb'Y.

This weak policy framework means that implementing organisations operate in an
amhiguous environment. Taking the situation as it is . however. there's still need for
initiatives which will allow :l national u~hate and uevelopm~nt of a r.?sellrch and (ecJm()/o~:

policy without which technology devel()pm~nt for microent~rprises will not be achieved fully.

This lack of guidance has aff~ctc:d the availahility of appropri~te tc:chnologies for micro
enterprises. Support agencies fullow thdr own patt~rn5 and philosophies of technology
development and dissemination. possihly directed by their funding partners and others
outside Ke"hya. who mayor may not have th~ express ohjective of developing technologies
for enterprise creation. A recent development highlights the felt ne~d of the various parties
interested in technology interventions - they have cume together in an informal forum to
discuss the current situation and to deliherate on possihle inter\ention strategies. .

Two meetings ha"'e already been held. The first meeting was held in 19~J. organised by The
Neth~rlands Emb:l.~Y ~nd L'SAID. In thi~ initi:'ll ~~ting, participants from various donm
organisations and :"005 artkul:.lteU constraints facing. their inter"'entione(forts~ In the
follow-up meeting held in ~:'lirohi in Dec:. 19\)·~. urg:.miseu h~ the :'\etherlands Emhassy in
collahoration with Volunteers in Tec:hnical A.;sistance (VITA). the issu~s raiseu in the first
meeting were reiterateu. hut this time. a Task Force \\as set up comprising or
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representatives of donors. technologyde:ve!ope:rs. and re:searchinstitutions. The: main thrust
of its mandate: is to recommend a technology strategy fm micro ente:rprises in Kenya. This
meeting formed nne t)f the initial steps in eliciting. for purposes of prohle:m ide:ntiric:ltion
and project design. the participation of othe~ interested in technology interventions for
micro enterprises.

There is need. therefore. to assist in developing this framework within which technology
:lSSist::mce to micro enterprises can take place. This could take the form of organising
research and technology forums and study groups within which these debates c::m take place.
It is also at this level that intervention C:ln facilitate local access to lessons learnt by other
countries which have already developed technology policies. particularly for micro- and sm:lll
enterprises.

The institutional capacity for this coordinative role is limitc:u. The: ~(R1T&T hasser:ous
staffing problems owing to the Iov.' wages paid hy the government. In addition. the ministry
lacks monitoring and evaluation capacity to maintain a respunsivetraining system (\\"prld
Bank Proje:ct Paper). It lacks the: rele:vunt muchinery and linkages to access informarlon
about enterprise needs. availahle technologies and techni4ues. and ne\\.. approaches to
enterprise development.

(b) Current teclmica/ training capacity

The basis for technology development and dissemination is technical und vocational training.
Yet. Kenya's technical training capacity is weak and/or inappropriate for enterprise neeus.

Two major routes to technological training exist in Kenya. The formul channel is the
Vocational Education and Training (VET) which is executed through private and public:
institutions for artisan. craftsman. technician. technologist. amI masters of technology
...~rtificates. The informal route is executed through apprenticeship in luCl Kali workshops
all over Kenya. The latter is still unstructure:d. not time-bound. and dependent on social
network.s in particular localitie:s. and hence: significantly contribute:s to overcrowding in
particular trades and localities. On the other hand. the formal route is not specifically
ge:ared towards te:chnology for e:nterprise cre:ation and support.

Public Instituti01'ls:- The Directorate: of Applieu Te:chnology (OAT) of the ~Iinistry of
Research. Technical Training and Te:chnnlug)' (~IRTT&T) is charged with the developmem
of Jua Kali Programs including technical skills training. Howeve:r. other directorate:s in the:
ministry deal with te:chnical and vocational education (DDT); industrial training - formal
apprenticeship (OIT); research. science: and technnlo~'y devc:lopme:nt (ORO): industrial
property regulation (KIPO); the: ~ati()nal Council for Sde:nce ami Te:chnology (:"CST).

Thefuttuwing are the cate:gories of puhlic: in~titutions engage:d in some form of vocationul
education and training.

_ Yl>uth P()I:t~l.:hni~s (~~() g()\'~rnm~nr anu ::!hO ~()Illmunit: SllPP()rt~J)
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Technical Training Institutes (l~)

Institutes of Technolo\!V ( 17)--Industrial Training Centres - ITCs (13)
Kenya Textile Training Institute
='iational Polytechnics (3)
Kc:nya Technical Teache:rs Training College:
~ational l:niversities
lomo Kenyatta Vniver5ity of Agriculture and Technology
Moi t:niversity

National Youth Service Training Centres (16)

Pril'ale InstiJurions:- This category of institutions :.Ire few and generally relatively expensive,
except. perhaps for the CITCs.

Community supported Indu!itrial Training Centres (CITCs)
Private Universities
Private Computer and Sc:cretarial Colleges
\V.-\K.o\.TE ImHitute (Athi River)
lila Katj sc:ctor through the apprenticeship "lystc:m

Despite this wide variety of furmal training institutions. most of the training for micro
enterprises comes from the jua Kali sector. Skills uf a trad~ are acquired in a lua Kali
workshop. The \Vorld Bank Project estimates that each enterprise trains 1 people at anyone
time. However. this training is nc:ither formal. staneJardisednor does it have time limits.
There·s limited formal apprenticeship training hy industry. estimated at SOt:'(; of capacity.

Quite frankly. although it is import::lnt to develop the skills hase for the country. and it is
important to address the issue at national level. the formal route is unlikely to have a
widespread impact ontechnolog)' transfe:r to mkro enterprises. The institutions named are
generally more theoretical and academic than practical. Besides. their environment is too
formal and too focused on youth training to allow practising entrepreneurs to benefit. It was
cle:u from various entrepreneurs in the field that general skills upgrading is important. but
it is only so if it addresses immc:diate prohle:ms • in other words. product and techniques
devel()~)ment are more important. Therdore. there are ('pportunitic:s ror lever:lgc: in Product
Developmeln methodologies executed through the apprenticeship system. Once a few micro
entrt.preneurs have upgraded their skills or acquired new skills. these are likely to be passed
on ~hrough informal contacts (competition) and the existing apprenticeship system. Hence.
while the formal system provide:s fundamental theoretical foundations to micro ent~rpris~s.

practical m~thods of technology transfer are likely to ha....e a gr~ater leverage. This could
also be achie....ed through product develupme:nt interventions using e:xisting :'\GOs.

(c) Monitoring and el'alllation capacit....

Currently, Ken~a la~ks the c:.Ipadty to a:,se~s the: te:~hnoillgic:al ne:e:ds of the: micro·enterprise
sec:tor \\,hich indude:s: assessing produc:tiol1 tc:c:hnlliogy nt:e:tis anti requirements: markt:t
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analy!ies: assessing training capacity anu quality of existing programs: assessing skills
upgrauing neeus: anu technology policy research.

One of the issues highlighted in the meeting on technolo!:N for micro enterprises in
December. 1t)94 was the need for a periodic analysis of te.:hnology needs in the sector.
technologies in use. as wc:ll as those technologies which have been successful in Kenya and
elsewhc:re. The ~tRTI&T. which is ~harged with the t:lSk of tc:chnology development as well
as technology training in Kenya. is inadequately or inappropriately equippeu for this task.
The private sector is even less focused on this activity. Although particular technology
choices :lre. ultimately. the job of the entrepreneur or the associations to which they belong.
national technology choices are important in the development process. and should be of
national concern. The challenge is to develop. therefore. the capacity of firms and
associations to make prudent technology choices. guided by general national technology
choice principles.

2.1.2 Le"el II

This level encompasses technology development and disseminatiun issues.

(a) The status of Engineering Design ItllWl'utitJllS ill KellY"

In general some important i!i5ue!i pre\'~lil in the uevc:lopment and uissemination of
technology in Kenya. There is a limited access to information on technologies. partic:ularly
by micro-enterprise operator!i. In aullitiun. the technical. expertise re4uirell to access anu
further uevelop such information is limited. Few entrepreneurs can uevelop technologies
from scratch as they are limited in technkal theory. etc. ~Iost enterprises lack the resour~es

to access information. :lnd to take the risk of investing in new prollucts as returns are
uncertain. and there are high risks of ~llpying, On a lIifferent level. the linkages between
technologicaillevelopers. manufacturers and users are limiteu. This means that technologies
are often unsuiteu to the requirements of the users.

,\fechanical. Electronic and Electrical Ellgiluering:- The main capacity for engineering
tr:lining comes from the universities anll technical institutes. \Vhile the breadth of m:lterial
is impressive. "the ume devoted to them is too short. guidan~e from teachers is inadequ:lte.
anll they are seillom based nn practical production processes c>r economically viahle illeas"
(ApproTEC. 1993). Even where there are practical experiences by students. hecause they
are auachc:lI to large entc:rprises which place them in spedfh: departments. they harllly have
the opportunity to work with the full hre~lllth of ~ngineering skills.

Government research institutes are also players in specific resear~h initiatives.
t.:nfortunately. due to resource :lnu m:.m~gement prohh:m:\. the:: h:.1\"C: heen even less
productive. Ken)'a Bureau of StanJards and KIROl for example. have been continually
underfundell (~Iwamadzingo. 1<)\)3).

In inllustrialisell ~ountries. the pri\ ate se~:or h~l"" pb~ t:J an imp\lr:~nt rlllt: in tht:
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development of technologies as well as their commercialisation. This is not the case in
Kenya. The private sec:or. which has for a long time generally consisted of large multi
national corporations established with import substitution objectives. has had little need for
new technologies. On the other hand. enterprises on the lower end of the size spectrum have
few resources to devote to innovatiun. Instead. they have either 'copied' from imported
products. or relied on clients to provide prototypes of products they require.

Bio-ttchnology:- The food technology bra:7th of bio-technology is likely to have important
implic:ltions for micro enterprises in Y.:::1Ya. and with the growing import:lnce of agri
business in Kenya. ""ill quickly bec()m~ a potential avenue for rapid industrialisation. Yet,
it hardly ever enters the technolugy discussions as a specific item on the agenda. Few
institutions specifically target this branch of technology. When they do (for example the
Universities of ='iairobi. Egerton. and Jomo Kenyatta). they are beset with resource,
programmatic and management prohlems w~ich make commercialisation of such
technologies difficult. In fact. very often. these innovations d{) nut leave the L'niversity
laboratories for lack of linkages with relevant technologic:.l1 consumers. The few linkages
which exist are \I,'ith :'lon-commercial institutions which neither have the relevant expertise
for c()mmr=r~ialisati()n. nor have the machinery to link with commercial users of the
technologies (:\Iwamadzingo. 1993). When successful technologies have been devdoped. (the
Dairy Processing Project at the L'niversity of ~airohi: the Coffee Hyhrid Seed of the
departm~nt of Agriculture; and the various CuwPe:.ls varieties from the same department).
dissemination has been limited due to the strategies chosen - mainly the extension approach.
On a different level. some linkages are achieved through collahur:ltion with l:lrge enterprises
who commission student projects in the tr:lining institutions. hut few of these projects go
through the full commercialis:ltion process.

(b) Applied Teclmolog...• Research

Like generic technology research in Kenya. the ahsence of a national technology policy has
adversely affected applied te:chnolngy re~earch. which ha~ also heen uncoordinated and has
been predicated on the ohjectives of the: agencie~ involved in the sector. In addition, bec:luse
of resource limitations of some of these agencie~. they have been unahle to kec:p in close
touch with alternative technnlogie5. or have heen unahle to adapt them adequately to the
needs of lo~p.l micro- and small entrepreneurs.

Clearly. because technology has heen almost exclusively developed in L'niversities or
research institutions. it has tended to he unrespnn~ive tn m:lrket needs. hence the lack of
widespread adoption. Technoln~'Y development must he undertaken within:l market-driven
framework. In other words. the: market should guide technology development rather than
technolmdes searching for markets. In addition. successful technologies in Kenva are those- - . - " .
which h:lve been initiated :lnd championed hy a dissemination institution which has
collahnr:lted with an R&D institution (el! KCJ). However. it must be noted that the
identitic:.ltion and selection of the ri~ht t;chnolll!!ies must he guided bv national needs
(articubtell polky'?). anll he.: man~lge.:d-hy theright.-prefc=rahl~. nc;n-p:lrtisa'n people.:. H~nce.
there is a need for :.In indepc=nde:nt market a~sessrnent facility which evaluate m:lrket :.lS well
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as technological ne:e:ds and capacities.

This Ie"'e: I of issue:s relate: to the ;JrmJuct amJ marke:t deve!opme:nt constraints of micro
enterprises. How C:ln a practising entrepreneur access technical and managerial
impro....ements which would lead to improved access to markets'?

(a) Use 0/ obsolete technologies and techniques

Many micro- and small enterprises use obsolete technology which is often inc:fficient.. They
rarely modify equipment and tech{\i4ueS as consumer tastes change. Consequently.
modernisation is required for these enterprises to become competitive in the current
liberalised markets. For example. product ranges are limited by such technology; 4ualiry is
hampered by metholls and techni4ues usell: and exposure to alternative levels of tinish is
limited to the experiences offerell hy these: ohsolete te~hnologies. By buillling un these
availahle technologies. it shoulll he po~sihle to upgraJe them to the levels lIemanllell hy th~

existing markets. However. there is also nee:d to make the sector proactive by creating
awareness regarding frequent market analyses :JI1l1 having org~lni:'ational structures anJ
technologies which allow responsiveness tCJ ne:w market re4uiremems.

(b) lAcko/ Technology In/onnalion

As mentioned abo....e. in Kenya. the: lack of acc::ss to appropriate and new technology are
key constraints to mkro- and small enterprise sector developmem. Cumpetition in the
micro- enterprise sector is intense. yet oper:uors Jo not have access to technologies which
can allow them to lIiversify or modify their products for various market niches. Jua K£lli
operators tend to be unfamiliar with ne\.... technologies. They also lack the knowledg~ and
exposure to evaluate the apprnpriatene~sof availahle technologies. and are often guided by
cost anll availability alone in making technolo~'Y choices. Consequemly. they are dependent
on technology transferrell through management contracts :,mdjor technolo~'Y embodied in
imported machinery anll e4uipment. Currently. there is no service which assists
entrepreneurs to' make technology choices and to conduct technology assessments.

..,.,-- l"SAID's in\'oh'emenl in Technology assistance

l,;5AID has hitherto not had any specific lechnological interventions in the micro-enterprise
sector. However. the KEDS anJ K-~(.-\P proj~l:ts h~lve some elements of techn()lo~~'

dis5emination.

2..2.1 Ken)'a Export De\'elupmenl Support Programme (KEDS)

This is an export promotion initiative f(lcu~ing nn exploring export market5 for Kenyan
enterpri~t:s in general. Although there is nil spc:ciric fOl:us on micro-c:nterprises. or indeeJ
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on their technological needs. some technology tr:msfer c:ln take place through blue prints
and nuyer specifications. Because it is a new project. its impact is not yet dear. The IESC
programme recently transferred is likely to increase the level of tel:hnology transfer through
international techraic:l1 counselling.

2.2.2 K-MAP business tnining progr:1mme

K-~I.-\P is a L"SAID initiative which uses a one-on-one counselling approach to tr:lnsfer
management and technical skills from executives of larger firms to firms employing less than
four people. which is well within the micro enterprise range. This way, there has been som':
focus on the technologic:ll constraints of the small firm. L"SAID has concluded that "K-~fAP
was both an effective and efficient project" (~AD. pg :!S). Clearly. support of this activity
needs to continue and possibly expanded to cover larger groups of their target group. For
example, at present. they only serve a ~airobi clientele.

2.2..3 The lESe Project

This is the International E.xecuti ....e Service Corps which formed the main technology
devd,ipment activity in L"SAID. The lESe concept is essentially a Technical Assistance
initiative targeting growth husinesses utilising the one-nn-nne approach. It was found that
international technolobry transfer was more rdevant for mellium anll large rirms. Since the
only tirms of that size that are growing in Kenya are exporters. lESe was transferrell to the
KEDS project. Seedless to say. this model is very expen:,ive. particularly on a :itand alone
basis. For example L'SAID statistics show that of all of. its PED I initiatives. lESe project
had one of the highest project costs per jon created (see ~AD paper, pg :!~).

Obviously. the reach of these particular projects is limitell to only a certain type of
enterprise. The extent to which they can be vehicles for widespre:ld technological
developmen! for small enterprises is limited hoth hy their programmatic and client-base
orientations. This highlightS the need fur specific technology transfer initiatives for micro
enterprises.

3 PLAYERS A.'tD POTE~TIAt PART:"ERS I~ TECH~OLOGY I~"ERVE:\"IO~

3.1 Le\'el I Pla)'ers - Technology Assessment :Jnd ~Iarkel Anal~'sis

There are few player' at this level, or if they exist. their focu~ i~ wider than tc:chnology or
indeed. micro entc:rp., ises.

(a) IDS. l"'"il'(!r!Jity of Saimhi h~\~ conJucted research in spc:cifk areas of micro enterprise
development. particularly in th~ garm~nts and mc:tals suh-~c:ctors. Thf~y :lrC: slowly
huillling a cap~\dty for rignr()u~ a.:~\Jc:mic research into i~sues at~'~cting micro
c:ntc:rprises in Keny~\' IDS h~ls not sp~dfically f(l~u:,c:d on te,:hnoll)b'Y issues. although
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(c)

th~s~ hav~ b~~n studi~d in the: c()urs~ of the sector studies.

v'oluntt'ers in Tc!c:hnical Assisrll17C:L' (VITA) Kc!nya provid~s the: information element of
this I~vd of int~rventions. It is :10 Am~rican SGO involv~d in communications for
de\'e!opment in the fidds of disaster relief. enterprise development services. agriculture
and rural development services. energy and conservation services. as \"'ell as health and
education. VITA operates through fidd offices all over the world. cne of which is in
Kenya. The Kenyan office has concentrated on communications. particularly the
technology inquiry service for which VITA is so well known. ~lost importantly. the fidd
office is linked to other VITA stations as well as major international information
centres. This was. VITA is ahle to offer a compreh~nsive information and
communications package to developing country users.

VITA also operates a computer ba.~ed voluntary technical counselling scheme with over
5.000 technical expertS located all over the world. In Kenya. VITA ha.li also been
involved in the revitalisation of the Christian Industrial Training Centres in Thika.
Mambasa. Muriranja·s. Pumwani. and Kapsahet. This was done mainly through
development and introduction of a hu~ines~ m:.magement curriculum; provision of
technical and management assistan~e to CITC graduates; enhan~ed

internship,'attachme:nt programmes; est~lhli:-ihment nf a mllllc:st il1i()rm~1tion centre: and
targeted assistanc~ to upgraue the CITC production unit.s.

~GOs using the sector approach to intervention (eg ApproTEC. Wamen's Jua Kali
Project; and KIC-K).. Obviously. the studies are limited in scope as they are usually
conducted with specific sectors in mind. Having saiu that. they could form an important
input into the general micro enterprise assessment activities.

3.2 Le,,'d II Pla~'ers • Technulogy De"'elopment (R&,Q) and Dissemination and
Technology Information

While this l~ve:1 is the: more commonly en,ountered in development work. it has not been
very succe~sful. However. current thinking seems to indic~lte that the strategies being
adopted by some ~GOs - private sector ha....ed dissemination - are like:ly to offer better
success records.-

(a) ApproTEe is a local ~GO which specialises in the development and dissemination of
technologies which are appropriate fur business creation. Its main strategy is the use of
the sub-sector approach to highlight constraints in particular sectors. and then
approaching these with a package of interventions induc.ling market analysis. R&D. and
marketing of the technology. Comm~rcialisation is dll:1e through the private sector by
sd~t:ting ;l few entrepreneur~ W pm~u~~ .1nO ~Il th~ prooucts with ApproTEC quality
control and marketing back-up. They have also been involved inauvllcacy work in the
builc.ling materials suh-sector. Current sectors of interest include huilc.ling materials. oil
proc.luc:ion. micn; irrig~lti()n s:s:ems. carpertry hanu tOllls. anc.l metal working
machinery..-\ppmTEC is ~llsll inml\'eu ~lt Ic:\'d II \\ ith proc.luct uc:\elllpment programme
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(b)

(c)

(d)

which. So far. ApproTECs approach can be: said to be: hreaking ne:w ground in
technology intervention in Kenya.

/TDG is an intern~ltional SCO with an extensive network of offices in Africa.. Asia and
Latin Ame:rica.. iTDG Ke:nya is \."Urrently involved in Rural Agriculture and P:.storalism.
Building ~laterials and Shc:lter and Stoves and Household energy programmes :It
community Ie:vel. The new Rural Transport Programme: is already expanding in
t:kambani :lnd Kisumu. More recently, they have conducted a study as a precursor to
funher involvement with the jua kali in ~figori area. focusing on metal working. Their
Dew strategy. in the 1995 plan, intends to focus on "developing project work in new
technology and geographical areas, increasing communication and poli<.j' work", as well
as ·strengthening ITDG's independent funding position". Clearly. ITDG is moving to
shake itS previous image of a community projects orientation and attempting to be more
responsive to current trends in technolngy intervention. One of their most succ~ss(ul

technologies· the ceramic lined stove. ironically. used the 'extension' approach which
has seen the failure of so many other technologies. However. it can he argued that the
ceramic stove as a cnncept succeeded hecause it was simultaneously commercialised by
various donors and :\GOs in conjunction with the government. who used private sector
producers to make the actual liners and covers. Perhaps this model could be studied
furthe:r.

Technnserve is an American SGO which seeks to promote: the social and economic
well-being of low income pe:nple in Africa and Latin America through a process of rural
community based enterprise development. The:ir primary focus is on agriculture since
this is where the majority of the rural poor pursue their livelihood. Technoserve assists
farming communities to estahlish small and medium scale enterprises which are
economically viahle: and sustainahle - higher value added. improved markets. etc.
Te,=hnosen.·e is currently involved in agriculture and pastoralism. particularly in animal
health and husbandry: as well as hurticulture and food processing. They have proposals
to go into coconut oil processing at the Cnast. and a small holder maize storage
progr:!.mme (the inventory credit program S:!5,()llO).

Tire Jua Kali Womeni' Proj,'c:t is a 0i'IDO funded project (~airohi and :"yeri) which
has oJ4erated since 1991 to assist women in the textile business to improve their
technical skills in fahric production, d~sign. as well as husiness skills and m~rketing.

Their courses are organised for practising entrepreneurs who come to the central
training point three times a week for si.~ months. The project trainers have been
ino.·olved in developing and design techniques and methods that would help the
entrepreneurs overcome their constraints. They are alsn involved in bulk purchasing for
their clients. Because the L"!\IDO funding is coming to an end. the proj~ct te:lms are
forming !'GOs (~airohi and (\;yeri) under the name of Blumell Emrl!prClll!UfS for
lndlLuria/ Grrw.'tlt. tncontinue their ::1cti\'iti~s and to he ahleto snlidtfundingfrnm
other sources. This also allows them tu expanJ thc:ir portfolio tn include basketry.
leather work. food prnce:-sing. carpentry. metal fahric~ltion and ct:rarnics,
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J.J Le'..el III PI:J~'ers • Product De\'elopment and Skills l"pgrading

fa) Kisumu Innw'at;on Centre (KiCK) is a Kc:nyan ~GO opt:rating in Kisumu. It W:l.S set up
to provide product uevelopment. business m:lnagement. and marketing services to

members of the jua kali associations located in Kisumu. KlCK focuses on the wood
working. metal working . and textiles sectors. Currently. the product development
servill:e is pro"ided by VSOs through training workshops and cO'Jnselling. Through
qu:l.1ity control by the technical assistants. the artisans have been able to receive: vital
technical training and skills upgrading. One of its most successful services to date is the:
marketing intermediary service. KICK has heen able to obtain orders and to distribute
these among artisans whom they have trained. On a different level. product
development skills are also disseminated through peer association within the: market
areas. particul::lrly through friendly competition. In a way. KICK is progressively
introducing a product development and quality control system based in the local
economy.

KICK was set up hy a full Gram from ODA. in ~()njunction with VSO who have sent
in technical assistants. They are under pressure. howe"er. to diversify their funding and
are in the process of presenting their proposal til The: ~etherlamls Emhassy and
possihly others.

.....

(h)

(c)

Federation ofKenyan Employer... • Cl·nt", of Exc:,,!1"!1re !()r Entrepreneurship Dt.!t·e!opnit.!llt
(FK£/CE£Dj is a ILO funded project of the Federation of Kenyan Employers. They
have used the suh-sector apprna~h til sele:ct suh-:,e:ctllrS of focus (currently building
construction. met::ll fabric:ltion. and food processing). analysecJ their constraints a"J
needs. and devised tr:lining materials to deal with what they call "the trainahle n~t:tls _
This important R&D investment in training approaches in various sectors is an
innov:ltive approach in the K~nyan context. It is clear that thdr focus is training. hut
they have made import:lnt contrihutions in de:veloping training materials which arc:
specific to the needs of the sectors of interest. They ~lrc: al:-;o involved in sectoral
~sociation development - the Food Proce:-;sors .-':s:,ociation is just he:ginning to emerge.
Thev have also bc:c::n involved in hrokerin~ suh-cuntracts. an activity which thev believe. - ..
provides a firm basis for technolo~'Y transfer. particularly from large to small tirms. The
ILO fundin!}ois enl;ing in ~farch and the project is in the prnce:-;s of talking to various
donors.

Kt!n)'Cl .\fclIlagelm·nt Assistance Programme (K-.\fAPJ is a management training
organisation which uses :In innnvative counselling programme where large enterprises
\'olunteer the time of their executives to provide one-un-one counselling to small
businesse:s. K-~fAP has. since incc:ption. focused on the transfe:r of management skills.
However. ther~ are plans to introduc~ tc:chnical coun:-;dling which th~y consiuer to be:
nne of the most frequently demande:u sel"\.ce hy clients whenthe:y request assistance:. On
the other hand. the husiness and management skills imparted hy the \,(,llll\(,"-:

coun~c:llm~ ha:- he~n asse~~ed hy re:cjpient~ [() he: in,,~duahle:. K·\I.-\P h~lS. sin~~ a 1q\).:~

e":lluation. ende~l\"oured to target spedtk programmes to spe:dfic suhsector:i :1:; a
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strategy to b~ more relevant to participants.

(d) The lua &1i Womens project described above. The most important part of their
approach is the direct application of materials learnt during twO days of the week in
their own businesses. as well as the solution. in the: classroom. of the real problems the:y
have in the business. Emphasis is on product and market development.

(e) n,e ApproTEC 2 ye3r product development programme which is in its inceptions stages.
This programme inteuds to work with 140 iua kalEs in various sectors to improve their
technical skills and to assist them develop new products for new market niches.

3.4

(a)

(h)

(c)

Donors

The:: \Vorld Bank .\licm- Ullcl Smull Training unci Tl'c:lII1f)I()~' Pmjc!cr is the: most
prominent .....·ithin the se::cmr. mainly he:calJse of the magnituLle: uf funuing(project base
cost of CSS:O.9million with physicalanLl price: contingendes bringing it to CSS:4.1
million - June 1993 prices). as well as their vouche::r approach to traimng. The
technology development anu pilot infrastructure:: component is estimateLl to cost
CSSS.6million, 17% of the total hase cost. This project aims to pro....iue basic skills
training (5()~ to female entre::prene::urs). skills upgrauing.and manage::ment training. The
focus is on training. technology anLl infrastructural L1e::vdopme::nt.

•
The Sether/antis Emlu.lssy in Kenya has he::e:n ope::rating in the:: ~ISE fie::ld for a relativdy
short time::. ~Iore:: rece::ntly, the::y ha....e hee::n interesteu in technology. For e:xample::, il was
involve::d in the:: initiative to form a forum for ~GOs, re::se::arche::rs anu uonors interested
in technology interventitm, and has continued to sponsor the mee::tings - 1\)'}3 anLl 1994.
The e::mbassy has recently funded ApproTEC for the:: inception phase:: of the::ir five ye::ar
plan. There are also plans to expand the::ir support to micro enterprises in metal
working and food processing. particul:lrly in Western Ke:nya.

ILO/fOOL FIT programme:: is a ::'! year ILO project' aimed to develop inno\'ative
approaches to the provision of nnn-tinancial services to small-scale metal working and
food pft>cessing enterprises in twn countries - Kenya and Ghana. The FIT programme
objective is the promotion of IncaI development. production anu utilisation of
appropriat~ implements, tools and L1evices for the henetit of farmers and small food
processing and metal .....orking enterprises. with special emphasis on women's
technological needs. The current project comes to an enLl in July. 1995 but there are
plans to make use of institutions and individuals who collahorateu with the:: FIT
programme (eg ApproTEC) to continue the intervention. This suggests that some
institutionalisation orthe technol01-ryde::velnpme::nt anu dissemination has taken place
and that the process can continue. alheit with some continueu ILO input.

Curre::mly the FIT progr:lOlnle Jcti .. ities in KenY:l induue: enh:lncement of traLler
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networks sel"rlcmg ~fSE metal workers:. improvement in quality of FIT productS:
manufacturer of new products: marketing channel development: strengthening
entrepreneurial networks: strengthening sectoral associations: and addressing issues of
the government policy framework and deregulation. A study of ~fSE trader neN.'orks
is in its final stages.

(d) JAICA is tlzt! Japanese technical uid implementor. To date. it has heen involved in major
technical training projects throughout Kenya. The most notable is the lorna Kenyat:a
University of Agriculture and Technology through a Technical Co-operation Agreement.
Under this project. the university has been able to invest in electrical. mechanical. and
eiectronicengineering research. Programmes are also underway in the food technology
areas.asweUas crop variety and farming techniques research. Ai a way of making their
programmes more relevant in the market place. The Centre for Entrepreneurship
Development was established at the uni....ersity. To da~e. several training courses and
extensicn programmes for micro ent~rprises have hee:n facilitated through this centre.
The university is looking to expand ;.md Ji\'ersify their funJing ha:o;e.

The Japanese also funJ the giant ='ation~ll Youth Service: vocational training
programme in various tic:lds induding various hr~LOches of engineering. garment
production. and management skills.

(e) ODA set up. and continue to fund. KIC-K in Kisumu. It also funds the ~!eru Tools
Project. as well as other small initiative~ in product development. and training. They
also sponsored. together with the 1':ethe:r1ands Emhassy. an evaluation of the
implementation process of the jua kali policy set out in the Sessional Paper no. ::! of
'199::! • the SEPIP project. The OOA SEPIP Mis:,inn recnmmendsmake~ several
I'ecommendati«'ms. One of the most pertinent to this discussion heing setting up a
Technology Fund modelled along the ATI lines. somewhat :;imilar tn venture capital·
joint ownership :lnd sh:uing of risk~. active rese~lrch to identify opportunities. :lcti\'e

mte in joint venture: form:ltion. mnve innovative technnlogies into the market. This
I~ep()rt argues that with sever:ll financial institutions ready to l~mJ to micro enterprises.
they are likely to finance innovation and cnmmr:rciali~ati()n under this fund,

-
4. POTE:\iIAL 1:\'TERVE:\iIO~FRA~IE\\'ORK

4.1 Ceneral Approach :lnd Strategy

Theprublems of K~nY:l's micro ente:rprL~ ~ctHr~rr: numr:mu~. \.'~rit:«J, ~n«Jc:ompH~atr:«J.

hence nr:~dt()be: adJres$e~\,,·ithso.mr:c:lutio~.The overall project design t?kc:sthc: sect.oral
-f()-cus-:i.,,- de~crinellin th~ acc(-)mp;ln\'in~ SFal1l1~i.-C~H~nlll~t h~t~lkr:n.hiIWe\·r:r.not tll
subsume all intervention variations ~nd~r the: suh:o;ector.
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Some technology activities will be undertaken under the Son Financial Services (~F.~)

component (in which c:lSe they will he sector::ll) while others will be undert::lken under the:
Policy and Enabling Environment ~omp()nent (P&EE). level I acti'.';ties (see problem
analysis sections) including technology poliCY::lnalysis. market ::lnalysis. ::llld technology
information f::lciliry. will be undertaken under the P&EE component of the project. The:
technology developme:nt and disse:min::ltion. ::lSwell ::lS produc: development and skills
upgrading activities (levels II ::lmJ Ill) will be c::1rried out under the ~FA component. This
latter c::1tegory .will be very much market-uriven in the sense th:1t the needs of the sectors
(or sub-sectors. or trade sectors) will determine the direction. In::lddition. the activities of
the Technology ~etwork will highlight the various consensuses on technology issues and will
se-rve to guide deliber::ltions on ::lppropri::ltetechnologies for micro enterprises. whose
memebrship might include trade: associations which can then highlight technology policy
issues. Actual analyses and studie~ can then be undert::lken by the IDS. CON or ::l similar
insitution.

4.2 Activity Organisation

General .von-financial Sen'ices Inten'elll;un Frumewurk

Summary SlrlJlt.·~· ,md Impl,·",t'flfmirJ!l .\/t'c:lWl1i.\"I11:· The ~FA cllmpunentof the proje:ctwill
beimpleme:ne:d through an Institutional Cllntra~tor. A core group of nrg:mis::ltions wHI be
identitied upfront to work in all uf the non-rinancialcomponents.- see Attach. :2 for criteria.
Workplans and budgets will then he developed together with these urganis::ltions· preferably
in line with existing proposals made hy themselves. This is to avoid dnnordri,,·enagendas.
In ::l W::ly. the lists of potential implementurs at each level indicate possible partners as per
the team's ::lnalysis. Specitic grants will he made to individual organisations (or consorti::l)
for specific programm~s. It will h:: important for th~ implementing organisation. to ensure
that this process is institutionalised. An important part of th :.ipnh:ess will be the formation
of::l n~tworkof organisations assisting small ~nterprises. with various WorkGroups focusing
on sp~ci::ll areas of intervention such as t~chnology. training. etc. (see SF Annex) The
Technology Forum is. therefore. the technology wnrksgnup ref~rred to here.

Technology Component

(a) Ohj,7cr;\'(!s

1. At firm level. technnlo~'Y assistance should increase: firm 'performance' (i.e. profits.
S::l1e.s. increasing assets. employment. increased access to new or improved
technology. and perhaps th~ pro"luction and sale of new/improved products and
services) in the: selected sectors hy increasing thdr inno\'ativecapacity. :ts well as
increase the technical $kills of operators.

. .. :!. . AtinstitutionaLlevel.this mmpllnentshould· increasethesust::linahle-supplyof
service deliverv of technolo\!\' assistance or~ani$ati()ns (meanin~ strnng institutions
with a reason~hle le...el of ~'ost recovery) hyincreasing the et:r·ecti ....e~ess of their
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services.

3. Sust:linable: aV:liIability ofte:chnologies in the: pri...ate: sector. :Jra.l/orthc: -;ustainable
production:md m:J.rketingoi new/improved products and jc:rvil:c:s in the private.
sector (Le:. without intermediaries).

(b) SlrCllegy

A three: level approach to addressing the technology issue:s unde:r this framework are shown
in Fig.l bc:low. It is clear that at L:vel I. the issues are broad and generic. At Lc:vels II and
III~ the issues are more likely to be sector specitic and are hence: mure amenable to an
increment:l.1 seaor:l.1 approach.

L..wIa of Intervention Interventions POS$lble Institutions

LWlti I

Level II

1. IDS tor SMepolcyAan
2. Ted'lnology ~FOI\IITI?
3. VlTA·1<

1.1TOQ
2. Tect\nOI.,.".
3.~I'OTEC
.. Women's ~ua K.aII Projecl
50 0'lIl.,..

,. Jua teal AssocIi8liclN
2.1""''',.,.".".. (o,r,ncllnd

out~ Teen. InstiklllM)
3.1QC.t(

Fig. I: Levels of Possihle Technology Interventions for Micro.enterprise~ in Kenya

(i) Lt....·e/ I

As already stated in the problc:manalysis. leveL I. focuses on the nll)re generic issues of
Techn()I()~'Y.The objectives of this level of intervention ~lre thredold:

.c _._ ..,~c~,~·,,··c· ·.······_,cc •.• C-·C



to t~cilit~te the ddiber~tion of technology issues ~nd interventions for micro
enterprises

to increase the ~~iI~biIity of m~rket inform:ltion. :LS well as inform~tion on the
technology needs of the micro enterpris~sector: ~nd

to increase the:: ~,..~ilability of technology policy an~lyses.

The framework recommended by the te~m suggests :l ne::ed for generic sector :rn3Iyses and
inform~tion provision. An ~fSE Forum/Network C:ln bring V:lrious oper~tors together. It will
then liaise with associations to highlight V:lrious ~(SE needs. :lS well as policy issues. The
question of who is to determine wh~t sectors ~nd technologies to focus on depending on the
needs of these sectors. C:ln then be ~ddressed by such ~ co-ordinating body. It is within this
fr::unework that the Technology Forum will be supported. Together with sectoral jua kali
:lSSoci:ltions. the Forum on then Iiai~e with thuse organisations which have the capacity to
monitor and evaluate the market. technolngicalneeds of micro-enterprises. and available
c::apacities for micro-enterprise support. Such an institution should have a non-sector~l

m~ndate. ~nd must have the capacity to evaluate (with hc::lp from policy analysts) ~11 the
sectors where micro-enterprises are represented. This way. it can 'tlag' any nc:w potentials
~nd pitfalls. This is likely to be the major resourc~ bal'e for the sectoral approach. and the
V:lrious needs of the sectors.

The aDA SEPIP Mission recommends a similar faci Ii tv' (Technolo~ A..isessment Cnit)
. . ' --

endorsing the l'~DP and Workl Bank strategy. However. they seem to suggest housing it
within the SSE l'nitwithin the government structure. Obviously. this approach is likely to
have implementational drawbacks such as limited autonomy to independently handle the
secto(s affairs.

To increase the technology inform~ltiCln hase. it is important to encourage the creation of
~ Clearing House. which should have linkage:; with international organisations. A possible
partner in this respect isVITA-K..1t could also act. in these initial stag~s. as the Co
ordinator of the Technology Fnrum/~etwnrk.

To incre:l.Se the aV:lilabiJity of market inform:ltinn. policy analyses. :IS well as specific
technology'l1eeds of suh-sectors.the IDS of the t'niversiry of ~airohi or :1 similar insitution
can b~ used. It has the research capacity to monitor the micro enterprise en..ironment in
general. and its technological need~ in particular. Obviously. there will be n~c:d to coordinate
the information g~neration. and dis~~minatinn functions of IDS and VITA-K. and indc=ed
any other organisations generating information. The contractor should esp~cially make sur~

that Jinkag~s are formed. perhaps via computer n~t\.. orking. andior sc:minars and workshops.
For this lattc:r part. K·REP·s ~xisting sc:minar programme would he a useful forum. The
approot:h ootli~J ahtwe ~ the tfu:nh-.xmOlge of treing snmewh:n fragmented 3hhough It·

... .. ..:lII(l\~:sjrtlplel11~rttorst()Jncus .. on$hat. th~yd() .. he.~t.

An altc:rnative framework is (0 set up an ~"lui ...~II~nt of CSAIO's Poli1.1 Analysis ~(atri.x
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(PA..\f) whichnpe:r:lte:s in the agricultural sector (and is a pan: of the Egerton t:niversity)
to pro\"ide mut:ne:. sy~:c:matic information at tirmanJ :lSsistanc~ institution !evc:l. as well as
routine pol:~-:.. analysis at farm anJ/or firm levels. It Jisseminate:s this information once a
year at a confe:oc:nce. The: most important features· of this model are its relative objectivity
in information ge:ne:oation. anJ its ability to bring all major player'S togethe:r to chart out the
next steps for par.ic-.,lIar se:ctoral issues. or general topical issues. This appro;\ch woulJ
enable AID to se:t up a nc:w institution with a specific mandate: to monitor the whole of the:
micro entc:rprisc: sectore:nvironment anJ he:nce would cover technology issues routinely. The:
main dr::lwback is the pitfalls :1SsociateJ with creating complc::ely new institutions. However,
I an see this being implemented in collaboration with the IDS. which is already slotted for
research work here.

It would::lppe::lr th::lt the more loosc:ly org::lniseJ ::lpproach .. the former- would be thc:more
effective for technology as it would allow responsiveness to the m~uket. The PA~l moJc:l
is compact and neat. but it is likdy to encourage tnp-Jown re:,e~rch.

(ii) L .....d II

Level II interventions are the most common in Jevelopmc:nt work. although the R&D p~rt

of i.t not nearly as common as dis:,emination. The ohjec:ti\e at thi:, level i~:

to increase the availability (in numhers. accessihility and ar"foru~hility) of appropriate
tec:hnologic:s to micro enterprises within particularsecwrs through sustainahle .service
delivery mechanisms.

It must be stressed that. while not focusing on p~lrticular sec:ors exclusively. interventions
at this leve:l must adopt a sector::ll appm~lch. Secondly. the: numher of tc:chnologie:s
developed and/or disseminated is not the issue. R~lther. the critical issue: is the reach of any
technological intervention. For example. if a simple irrigation pump can increase the
productivityof a large numbe:r of f::lrmers. thc:n it is prdc:rahle to ~e: ....eral types of spe:cialised
te:chnologiesintende:d for very small groups of. say furniture makers. It is important, that the:
implementor dem()nstrate:~. therc:fnre, that the: technologies will reach a large number of
people:. particularly women. An important part of the prnject will he: the: documentation of
lessons le:arnt. ...
The: general approach to the: ~FA component of the project will he used he:re to select a
core: group of implemc:ntors to wnrk with. depending lin the technolngy nec:J~ of the sectors
of immediate interest. For e:xample. \I.e: know that te:chnology needs have heen highlighted
::lSpriorityin the: food processing 'trade: sc:ctnr' . This provides a starting point for technology
inte:r\'entionswhile: othe:r mc:chanisms in Le·.c:l I are: put into place,

Implc:mc:nting organisations will he: those who Jemonstrate that the:y :lre interested in
currenrly p·rinriti~c!l.! :;c!~mrsltc:chnml)giC::'.... P()~."ihIC: iliiplc:rtic:nhir'sinduue ApprUTEC
Technll..c:r\'e:~JTDG:theJuaKali ..·.WI)mc:n·sT~xtilc:.Pnljc:..:t:-FKE/CEED: K~MAP:and ..c
others \\ht} ma~ Jt:mllnstrate th~lt tht:y meet the follm\il1g criteria:
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4.

6.

7.

1.
..,_.
3.

Focus on employment creatinn

Focus on technology for micro-enterprise

Pursue a. policy of equal access to women

Ha....e a goal of sustainable technology development :md/or dissemination in the private
sector - economic susl:1inahility: environment:l.l s~t:1inability: distribution networks:
rep:1ir services (or hard technologies: available inputs and machinery; :1vailability of
good quality tr:1ining: no displacement of indigenous technologies or labour.

~Ieet the folIo"ing institutional criteria - cle:1r mission .. Statement: clearly stated 3Ild
well developed plan {strategy: past experience (although there may be some room for
experimentation); organisation:ll chart and dear job descriptions: must show capacity -
skilled staff: demonstrable learning. Monitoring and Evaluation capacity: acceptable

(l:SAlD criteria)auditec.J accounts: must have .an active Board of Directors

Rdationships and networks with other ~ISE support institutions (credit. training.
marketing)

Speciiic quantitative amI '4ualitativeimpac.:t nbjc:c.:ti\'e:s (411ality c:mpl()~me:nt. women
employment: utility in lucal economy: etc,

It will he. important ror such partnc:rs toshnw that the: technolo~'Y the:y wish to promote has
been stimulated by large sections of a particular m:lrket of micro enterprise intermediate
users. Technologies which seek to hring more women into post-harvest processing of
agricultur::il produce will be particularly important.

The major drawbacks to R&D for appropriate technologies are related to funding. Given
the serious. negative experiences oftechnnlog)' intervention. it is unlikdy that the subsidy
model will continue. There's need. therefore. to consider various R&D tinancing models.
In 1986. J A Green. a CSAlD consultant also recommended a similar fund (contract no.
KE~ (0035) but for some reason. this was nut implemented. ATI has had some success with
this appro:1ch in Latin America and el~ewherc: (see sc:ction 3.4 - "Donors") implying that it
is feasible. However. groundwork has to he laid with financial institutions as well as
enterprises where innovatiun is likely to take place. It is necessary. thc:refore. to prc:pare the
ground thr2ugh negotiations with mhc=r intc=rested donors and possible partners such as K
REP. This approach may be the way forward for technology development in general given
the current reluctance of donors to invest in it.

Technology deIi...c:ry mechanisms will be important at this level. As already mentioned. the
way technology assistance is packaged may have implications for its widespread adoption.
Traditionally, technologies have heen 'sold' as ettuipment alone without the attendant
components such as feasihility studic:s, extension services and folluw-up, :lnd analyses of the
viability ofSOOfC~ of input~. In addititm.tecnmrlugies have rarely been institut1on:ltl~eu

~'it~inth~ J()~aL cqmmerdat._cllmmunity such.thaL it :lmL\,..hen the promuterofthe~-~~

technology pulls out. the technClI()~'Y is at ri~k of dying. Thi~ 'packaging" prohlem al~o has
implicatiuns for local inn()\,ation h~lsed on existing technologies. \\'ithout an in-huilt local



. technology capacity. it is unlikdy that such a community will inr:ovate.

This highlights .tlleimpor1:lnce of the private sector in the commercialisation process. The:
Kenya Cer:tmic Jiko (Ken has drawn its major successes from the private sector
dissemin:ttion approach used. In thee:arlier part of the century. the: .anima.l Jr:twn plough
and the: poshu mill bc:ne:tite:d from simil:tr approaches to dissemin:ttion in Ke:ny:l. \Vh:tt this
me::lnS for AID is that it is only those institutions which have the opacity to link with the
priv:tte sector which can provide the ma:<imum lever::lge in technology development.

(iii) Lt!\'e! 1/1

This Ie:vc:l of interventions focuses on product developme:nt. and skills upgr::lding as W::lys of
alleviating product and production related constraints. as well as serve as a channc:l for
technology transfer. In many of the existing mode:ls. business skills are inc:luded here as an
important prerequisite to inc:reased productivity of micro enterprise~. Its m:.lin ohjective is:

to improve. sustainahly. the de:signanl1 prol1uc:t l1e:ve: lop me: nt skills of prac::isingjua ka/i
operators. anJ to improve: the:ir markc:t re:~pllnsive:nc:~s as v.e:llas the:ir marketing
tec:hni4ues.

This levc:l may constitute. in these initial st:.lge:s. the: Ie:vel with the highc:st immel1iate impact
(see KIC-K prntile) :.lS m:.lny micro ente:rprise owners improve the 4uality of their output
with minimal technical and husiness skills inputs. :':otc: that the guil1ing principles developeu
in the "training" sub-comptment or the ~FA component emphasise the need for the
sustainahle deliverY of such services. As this service is usu~l1lv directlv relatel1 to ·t:.ln~ible·. ' .. """
improvements in perform:.lnce. a ~()_·Wt;C cost recovery is possihle over ~he five year period.

Possihle p:.lrtners include KICK·K, which currently focuses on :.lrtisans in the Kisumuare:.l:
and the Jua Kali Women's Textile project in their other ~ectors of interest other than
textiles (see Jua Kali \Vomen's Project protile). ApproTEC h~lS emh:.lrked on a similar
approach to technology transferanl1 :.lre currently funl1el1 hy the ~etherlanJs Ernhassy for
this particular activity. The ILO/FIT prnj~ct has sut:cessfully used :.l simil:.lr approach to

improve the 4ualitY of jua kali products.

Having s::lid that: it is impmtant to highlight the nec:d for a monitoring system which can
identify the skills nec:ds of artisans. :.lssess the: c:lpadty of training institutions. ::lnd possibly
matchartis:lns and institutionsbv. suht:nntractin~ trainin~ :.lnd tet:hnic:.ll aJ...ice services. The-,' , - -
way things stand. the various business a..;sociations of which micro enterprises are members
can play an important mle: in putting this system in plat:c: - stimulate demand-led service
delivery. Its success is prel1ic::lt~l1. however. on the str~ngth of the rc:1evant associations.
Hent:e. capacity building of these associations shoull1 take pla..:c: cont:urrently within the
P&EE component. with specific assistanc:e given to de....elop thi~ cap~ldty. Hnwever, not all
:I$silC'iations ,,,·itt he 'reacJy' fot such support. It is impllrt~lnt tl) huihJ. s~stematkaUy. the

_c.strut:ture$_.andattituJe~nec:~ssal'\' to O1akethemstrol1~mor:itmin~and advo"::.lt:vauc:nts;c-, " . - - . _.



(c) Co-orrJinJ:llion, Syntrgy and IIIStiIUlionalisDlion

One of the contributing f:lC:tOrs to the disjointed and dismal perfortn:mceof technology
developmt"nt and dissemin:1tion in Kenya is the. I:u:kof continuity. in m3l1Y projects. It is.
therefore. important to build-in project continuity, :It AID level. with reg:JJ'dto technology
development and dissemin:ltion. One W:lY to :lchievethis goal is to enh3l1ce the activities
of the interventions set out in Level f. This includes anal~s :It the people, enterprise.
:lSSisunce. and policy levels. Within this broad fmrnework there should be specific service
components such ~ technology, tr:lining, policy analysis. dissemination of lessons learnt-etc.

..

I
.".....:...~c~1
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Attach. :z

CRITERIA

For instirutions offering both soft and hard technologies.

1. Focus on employment cre3tion

2. Focus onteehnology for micl'O-1:nterprise

3. Policy of equal access to women

4. . Goal ofsusrainable technology development and/ordissemination in the private sector

_ economic sustainability

environmental sustainability

distribution networks

_ repair services for hard technologies

_ available inputs and machinery

_ availability of good quality training

_ no displacement of indigenous technologies or labour

S. Institutional criteria

Must have:

clear mission statement

_ clearly. stated and well developed plan/str.ltegy

past expc:rience (although there may be some room for expc:rimentation)

organisational chart and clear job descriptions

_ must show capacity - skilled staff

.. _ demonstrable learning. Monitoring and EvaJuation capacity

_ acceptable (USAIO criteria) audited accounts

must have an active Board of Directors

6. Relationships and networks with other MSE support institutions (credit. training. marketing)

7. Specific quantitative and qualitative impact objecth..es (quality employment. women
employment; utility in local c:conomy; etc)
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ANNEX J:

DETAILED BUDGET & FINANCIAL ASSUI\flPTIONS



IABLE-J-1 MICRC-PED (61S=.Q2.i~

~~DPOUCYCOMPONENTBUDGEL

Policy Component

A. Policy Forum
'2 Kenyan experts, 4 yrs 342
Director, 25 % 54
Infl Experts 4 months 93
Studies ,13 156
DiredCosts 78
Seminar costS( 13@ 1923) 25

- Overheads, 20% 98..
Sub-total 846

Assistance to the GOK
KIPRA

Sr Consultant 155
Jr Consultant 77
Equipment 16

Communication & travel 16

SUb-total 264
Advisors to other GOK Ministries

Int'l , .4 months 93
Kenyan, 9 months 47

sub-total 140

Sub-Total GOK Asst 404

Sub·Total Policy Forum 1250

- B. Association Development

~umCOlumDevelopment
Int'l TA, 4 months 80
Kenyan Institutional cost 33

sub-total 113
Training 87

Sub·Total Association Dev 200

'1 National Survey 133
'2 Special Studies 133
'2-5 Grants 234

SUb-total Srategy 500

TOTAL POLICY COMPONENT BUDGET aGO



TMLE J..z: &ERQ.PED (l11042a)

ECtRC...ASSISTANCE BUDOET

COIIIPCNIENTS >

~-1InIIIioNI TA

IIY 8371 per clay
'2pi)
Itclfflr......~_ 0fIIc:e COlt

... ;-1rKI COlt on ....tlIO'J'

S201.51'
110.7"
110,7"

1111,3M

1201,51'
110,7"
110,7"

11",3M

TOTAL

INoCIREC'T COSTS
(nIeM Include)
HouIlng
S«tJrtly
Edla"on
SNpplng
TrneI and T.....portadon.

SUB-TCTAL INTERNATIONAL TA

LOCALTA
Technical CONuJI.ant
... He,ooo p.. per penon for. yrs
IndltKI cem on sal 8tO%

SUBoTOTAL LOCAL TA

• - --. -1'/k:e c:ostlI
Qtratjye Accountant
!*'da, for .yrs

,.~;

~ __ percDyfor.yrs

~cJertc

"'10 Ihl pet''' for I,yrs

Indirect coat flIO% (Io" saWtel)

OCher direct costsiAiIowancu

SUB-TOTAL LOCAL OFFICE

SUB-TOTAL TA & LOCAL OFFICE

Sub<ontracta (Worbhops)

TcQ! IC COlt

~SUPPORTSE~ESCOST

- - jec:t Funded Component Ibnagers
1111,000 p.a. for I yrs

• ...,/170,000 p•• for lyra

::=,;r Indlrwct co...
PlOT, ( 15 FIn. 15 SISec & 10 FInance

-a~Ie~N.(1;:;..t;n£&ilt;~ .
PolleY

".701 ",701 11,.,.,.
SU10 11,210 11.,420

121.- 121,- 1a,731
111,111 111,111 122.311
17.,131 17.,131 11",273

l1li.000 las,OOO 11,170,000

12A2.101 IU2,1i15 So&M,211
1217,nl 1217,815 SoQI,7Bt

a.so,OOO $410,000 ,1120,000

",122 12,228 ",810

13,302 11,511 ",813

11,t81 It55 12,131

lI,t1. ",211 113,210

I3M,181 1110,131 1587,112

"'1,000 1200,000 1115,000

11,410,000 11,m,GOO 12,705,000

11150,000 1200,000 13l5Q,OOO

'tll't1lM tM,nnn lt1M,Mft

11,700.000 11,500,000 13,200.000

1100,000.00

."2,000.00

.;t;.~.*

sa,OOO.OO
- ---------------.ArntrIdment.s

Oranhl (10)

,"'(1'.hnl for tllCh »
.AmIndmtntI

Flnuce
SuboSllc
Potlcy

13,000.00
13,000.00
12,000.00

11,000.00

12,000.00 ,,7,000.00

"TOTAL COST COST UNDER THIS OPTION ",1.7,000.00



TABLE J~~ICRO.pED1115-02131 COMPARISON
OMPLEMENTADON FULLY CONTRACTED OUD

TECHNICAL ASSISTANCE BUDGET

-COMPONENTS SUB-SECTOR FlNANCE POUCY TOTAL

1 international TA
salary CP75 per day
(forZyrsl $201,511 $201.511 $201.511 SlCW.u.
Post dl1Terenlial C!5% 510.748 510.748 510.748 132.244
Home Otllce cost 510.748 510.748 510.748 132.244
indirect cost on. sal C!9O% $111,3M $111.361 5111.361 $544.",

IN-DIRECT COSTS
(These Include)
Houstng 159,709 158.709 158.701 $179.127
security $1,211 $1,211 $1,211 $2••633
Education $21.168 $21.H8 $21.lIt $10.&07
Shipping 511.185 51 "'SIS $11.1S1S $33.585
Travel and TransPOrt3don. $74,&38 57<C.838 57••831 $223,901

SUB·TOTAL INTERNATIONAL TA $515,000 . $585,000 $585.000 $1.755.000

LOCAL TA
Technical consultant
C! $60,000 p.a per person for. yrs $"',210 $2.2.105 $242.105 $968,.20
Indirect cost on sall!90.". s.tJ5.790 $217,895 $217.895 $871.580

SUB·TOTAL LOCAL TA 5920,000 5460,000 $460.000 51.840.000

Local omce costs
2 AdmlnlstradveAccountant $5,600 $4,200 4200 $14,000

@j330 per day for 4vrs
S4tCretary

:220 per day for 4Vrs 54,000 53,000 3000 510,000

"'lICe clerk
::1~O shs per day for4vrs $1,200 $900 900 $3,000

Indirectcost ~O.". (on salaries) $9,720 $7.290 7290 524.300

Other direct costs/Allowances 5320,000 $240,000 240000 $800.000

SUB.TOTAL LOCAL OFFICE $340.520 5255,390 5255.390 5851,300

SUB-TOTAL TA & LOCAL OFFICE 51,845,520 $1.300.390 51.300.390 $........300

SutH:ontracts (Workshops) 5200,000 5100.000 100000 $400,000

Fixed fee 5100.53.. 575.401 175.401 $251.336

. ........... n I EnE ................ ••••li:!!

TotailC cost $2.1<18,05" 51,"75,791 $1••75.791 $5,097,838

c_USAIDSUPPORTSERVICES COST- .

Project Funded Component Managers
2 @555,OOO p.a. for 5 yrs

TOTAL COST UNDER THIS OPTION

5550.000.00



270.000'

!Indirect Management

IFSN

IOffice equipment and
;Accom
:TotaJ

TASLET-4MICRO-PED (615-0253)

1.350,000 I Prcpcrticn of time cttcllcwmg staif:
Office Chief .20
CeputyChief .30
COlibaas .20
RLA .10
Controller .15
Mise .15
TotaJ 1.35 @ S2COK x 5 years

Prcject Committee .15

324.0CO 20% ctacove 2 Items

1,9414,CCO
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SC(2) - ASSISTANCE CBBCXLIST

Listed below are statutory criteria
.:lpplicable to the assistance resources
themselves, rather than to the eligibility
-f.a country to receive assistance.
l"his section is divided into three parts.
Part A includes criteria applicable to
both Development Assistance and Ec()nomic
Support Fund resources. Part B includes
criteria applicable only to Development
A~sistance resources. Part C includes
criteria applicable only to Economic
Support Funds.

cROSS REFERENCE: IS COUNTRY CHECKLIST
UP TO DATE?

A. CRITERIA APPLICABLE TO BOTH DEVELOPMENT
ASSISTANCE AND ECONOMIC SUPPORT FUNDS

1. Host Country Development Efforts
(FAA Sec. 601(a»: Information and
conclusions on whether assistance will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private initiative and
competition; (c) encourage development
and use of cooperatives, credit unions,
and savings and loan .associations;
Cd) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture, and commerce;
and (f) strengthen free labor unions.

2. U.S. Private Trade and Investment
(FAA Sec. 601(b»: Information and

,conclusions on how assistance will
encourage U.S. private trade and
investment abroad and encourage
private U.S. participation in foreign
assistance programs (including use of
private trade channels and the services
of U.S. private enterprise).

3. Congressional Notification

a.General .. requiremfitnt .< FY . 1
cAppcf-OtfrIaEi6-iis-Act .Sec.-- 515 ;-FM-Sec.
634A): If money is to be obligated for
an activity not previously justified
to Congress, or for an amount in excess
of amount previously justified to
Congress, has Congress been properly

Yes.

Assistance will encourage
b, c, d and e.

U.S. based technical
assistance will be used
to implement finance and
subsector components
of the project.

N/A.

(
- ...,

:::
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otified (unless the Appropriations
~ct notification requirement has been
~aived because of substantial risk to
uman health or welfare)?

BESTAVAILABLE COpy

b. Special notification requirement
-FY 1994 Appropriations Act Sec. S20):
-re all activities proposed for obligation
-t1bject to prior congressional notification?

c. Notiee of account transfer
FY 1994 Appropriations Act Sec.S09):

-f funds are being obligated under an
oppropriationaccount to which they were
~t appropriated, has the President
"onsulted with and provided a written
~ustificationtotheHouse and Senate
;.ppropriations Committees and has such
~bligation been subject to regular
lotification procedures?

d. Cash transfers and nonproject
,ector assistance (FY 1994 Appropriations
~ct Sec. 537(b) (3)): If funds are to be
liade available in the form of cash

--ransfer or nonproject sector assistance,
las the Congressional notice included
. detailed description of how the
~unds will be used, with a discussion
~f U.S. interests td be served and a
lescription of any economic policy
_~eforms to be promoted?

4 . Engineering and Financial Plans
(FAA Sec. 611(a)): Prior to an obligation
in excess of $500,000, will there be:
(a) engineering, financial or other plans
~lecessary to carry out the assistance;
~nd (b) a reasonably firm estimate of
the cost to the U.S. of the assistance?

5. Legislative Action (FAA Sec.
611(a) (2)): . tf legislative action is
required within recipient country with
-:gsn~ct t:o ;;n obliqaeionin -"~e~~s ,...,f
$500,000 is the basis fora

Yes.

N/A.

N/A.

a) Yes.

b) Yes.

N/A.

I', ,
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-easonable expectation that such action
-ill be completed in time to permit
.rderly accomplishment of the purpose
·f the assistance?

6. Water Resources (FAA Sec. 611(b»:
f project is for water or water-related
and resource construction, have benefits

:nd costs been computed to the extent
-.1racticable in accordance with the
-.rinciples, standards, and procedures
~stablished pursuant to the Water
~esources Planning Act (42 U.S.C. 1962,
~-t. m:.g.)? (See A.I.D. Handbook 3 for
~\lidelines. )

7. Cash Transfer/Nonproject Sector
.ssistance Requirements (FY 1994
~ppropriations Act Sec. 537). If
~ssistance is in the form of a cash
'ransfer or nonproject sector assistance:

a. Separate account: Are all
~uch cash payments to be maintained by
:he country in a separate account and
-lot commingled with any other funds
(unless such requirements are waived
)y Congressional notice for nonproject
~ector assistance)?

b. Local currencies:
1£ assistance is furnished to a foreign
10vernment under arrangements which
r,..,..•• '~ -=.-- '... '-- .;...----- .. .:-- -.~ ~",,".~-= _...J . -_•• ' ,-,.4,,- ::s-••'--~".W•• V ...'-''-CA.

:urrencies:

(1) Has A.I.D. (a) required
that local currencies be deposited in
~ separate account established by the
recipient government, (b) entered into
an agreement with that government
~roviding the amount of local
currencies to be generated and the
terms and conditions under which
the currencies so decosited may...... -', . :. ',:': ':'. ~ -. .:, "... . '., . . ..
ce ut1~1zea, ana \CI estaO~1snea

-bY~cagreement~theresponsibiIities -
ofA.I.D.and that government to
monitor and account for deposits
into and disbursements from the
separate account?

N/A.

N/A.

(a) N/A.

(b) N/A.

tC) NtA.

BEST AVAILABLE copy
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(2) Will such local
::urrencies, or an equivalene amoune
~f local currencies, be used only
to carry oue ehe purposes of ehe DA
_~r ESF chapters of ehe FAA (depending
~n which chapeer is ehe source of the
-assistapce) or for the adminiserative
I:"lt:q\lirements of the UnieedStates

-Government?

(3) Has A.I.D. taken all
appropriaee seeps to ensure thae the
eq\livalent of local currencies
disbursed from the separaee account

-are used for the agreed purposes?

(4) If assiseance is
terminaeed co a counery, will any
unencumbered balances of funds
remaining in a separaeeaccoune
be disposed of for purposes agreed
to by ehe recipient government and
the Unieed Staees Governmene?

8. Capital Assistance (FAA Sec.
611(e»: If project is capieal
assistance (~, construction),
and total u.s. assistance for it
will exceed $1 million, has Mission
Director certified and Regional
Assistant Administrator taken into

~Qconsideration the country's
capability to maintain andueilize
~'-- --_.:_--. ~1:1::'"'l.-"".!"".:"'_.'"..-.- ~-""J ..... '-''- ,... ............ '- ... ,- .. z .

9. Multiple Country Objectives
(FAA Sec. 601(a»: Information and
conclusions on whether projects will
encourage efforts of the country to:
(al increase the flow of international
.trade;(b)foster private initiative
and competition; (c) encourage
development and use of cooperatives,
credit unions, and savings and loan
associations L (d) discourage
monopo~~sc~c pracc~ces; tel ~mprove

ctechnical~efficiencyof~industry,···

agriculeure and commerce; and
(f) strengehen free labor unions.

N/A.

N/A.

N/A.

N/A.

The projece aim to
increase micro-enterprise
employment which will
broaden the economic
growth thereby contribut
ingto multiple country
objectives (a-f).

BEST AVAILABLE COpy

.t1
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10. tJ.S.Private TradeCFAA Sec.
~Ol(b»: Information and conclusions
~nhow project will encourage U.S.
~rivate trade and investment abroad
~nd encourage private U.S.
Jarticipation in foreign assistance
~rograms (including use of private
-trade channels and the services of
~.S. private enterprise) .

11. Local Currencies

a. Recipient Contributions
-(FAA Sees. 612 Cb), 636 Ch»: Describe
steps taken to assure that, to the
.naximum extent· possible ,the country

-is contributing local currencies to
meet the cost of contractual and other
services, and foreign currencies owned
by the U.S. are utilized in lieu
of dollars.

b. U.S. -Owned Currency (FAA Sec.
612Cd»: Does the U.S. own excess
foreign currency of the country and,
if so, what arrangements have been
made for its release?

12~ Trade Restrictions

a. Surplus Commodities
-(FY 1994 Appropriations Act Sec. 513 (a) ) :
If assistance is for the production of
w:':.}- c.,-,.~,~".~~.::..:.:.l-' ~v~ ~At"V"-,~, l..::. Lilt::

-commodity likely to be in surplus
on world markets at the time the

-resulting productive capacity becomes
operative, and is such assistance
likely to cause substantial injury
to U.S. producers of the same, similar
or competing commodity?

b. Textiles (Lautenberg Amendment)
(FY 1994 Appropriations Act Sec. S13(c»:

Jtlill the assistance. (except for programs
in ~ar~cbean Bas~n ln~c~ac~ve councries
underU.S.Tariffc~Schedule"Section-807~,"
which allows reduced tariffs on articles
assembled abroad from U.S.-made components)
be uSed directly to procure feasibility
studies, prefeasibility studies,
or project profiles of potential

The project is not designed
to encourage U.S. trade and
investment, per se but will
increase incomes and
strengthen markets for U.S.
goods and services.

Based on the illustrative
project budget recipient
organizations will
contribute up to 27% of
the total project cost.

The U.S. owns no excess
Kenya Shillings.

No.

No.

BESTAVAILABLE COpy
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nvestment in, or to assist the
-~stablishment of facilities specifically
~esigned for, the manufacture for export
cO the United States or to third country
_!arkets in direct competition with u.s.
~Aports, of textiles, apparel, footwear,
)andbags, flat goods (such as wallets
lr coin purses worn on the person),
~ork gloves or leather wearing apparel?

13. Tropical Forests (FY 1991
~ppropriations Act Sec. 533 (c) (3 )(as
,~eferenced in section 532 (d) of the
,,'/ 1993 Appropriacions Act): Will
~unds be used for any program, project
=,r activity which would (a) result in
~nysignificant loss of tropical
£orests, or (b) involve industrial
~imber extraction in primary tropical
~orest areas?

14. PVO Assistance

a. Auditing and registration
(FY 1994 Appropriations Act Sec. 568):
If assistance is being made available
~o a PVO, has that organization provided
I.1pon timely request any document, file,
:>r record necessary to the aUditing
requirements of A.I.D., and is thePVO
registered with A.I.D.?

b. Funding soUrces (FY 1994
Appropriations Act, Title II, under.
-heading "Private and Voluntary
Organizations"): If assistance is to
be made to a United States PVO (other
than a cooperative development
organization), does it obtain at least
20 percent of its total annual funding
for international activities from
sources other than the United States
Govern~ent?

,e Pro;ectAgraement Documentation
(State Authorization Sec. 139 (as
inte-rpret-ed ....by~coiiferencereport}r:
Has confirmation of the date of
signing of the project agreement,
including the amount involved, been
cabled to State L/Tand A.I.O.LEG
within 60 days of the agreement's

a) No.

b) No.

All the PVOs to be assisted
under the project will be
subjected to the A.I.D. PVO
registration and audit
requirement.

N/A.

The p~roj-ect fundswilf-be
obligated under a USAID
Handbook 3 grant agreement.
Notification of funds
obligation will be sent to
USAIO/W. Via a cable and

""'I

I
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'ntry into force with respect to the
-Ynited States, and has the full text
~f the agreement been pouched to
chose same offices? (See Handbook .3,

-;ppendix 6G for. agreements covered
-~y this provision) .

16. Metric System (Omnibus Trade
~nd Competitiveness Act of 1988 Sec.
~164, as interpreted by conference
r~eport, amending Metric Conversion Act
)f 1975 Sec. 2, and as implemented
_hrough A. I. D. policy): Does the
~ssistance activity use the metric
~ystem of measurement in its
,rocurements, grants, and other
~usiness-relatedactivities, except
~o the extent that such use is
-impractical or is likely to cause
3ignificantinefficiencies or loss
Jf markets to United States firms?
~re bulk purchases usually to be
_llade in metric, and are components,
~ubassemblies, and semi-fabricated
.naterials to be specified in metric
units when economically available
and technically adequate?
~ill A.I.D. specifications use
metric units of measure from the
earliest programmatic stages, and
from the earliest documentation of
the assistance processes (for example,
project papers) involving quantifiable
=c~.;:~:::::u~ut ~ : l.:.~~~~ , .;. ...~~ , ¥ (.,1,..u"("; ,

capacity, mass ,and weight), through
the implementation stage?

17. Abortions (FAA Sec. 104(f);
FY 1994 Appropriations Act, Title II,
under heading "Population, OA,"
and Sec. 518):

a. Are any of the funds
to be used for the performance of
abortions as a method of family... "'", . .'.,...... . ' ......,.-.. ' , .. , ',' """ ' ...
pj"ann~ng or co mo[;~va[;e Or coerce
anypersonctopraccice-abortions?-···

b. Are any of the funds to
beused.to pay for the performance of
involuntary sterilization as a method
offa-mily planning or to coerce or

a copy of the grant agreement
will be sent to the relevant
offices.

Yes.

Yes.

No.

No.

BESTAVAILABLE COpy
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_Jrovide any financial incencive to
;ny person co undergo sterilizacions?

c. Are any of the funds to
Je made available to any organization
"Jr program which, as decermined by the
'resident,supports or parcicipates in

_he management ofa program of coercive
:abortion or involuntary sterilization?

d. Will funds be made
:ivailableonly to voluntary family
,lanning projects which offer, either
Urectly or through referral to ,or
information about access to, a broad
~ange of family planning methods and
cit:~~"ices? (As a legal matter, DA only.J

e. In awarding grants for
laturalfamily planning, will any
•pplicant be discriminated against
,ecause of such applicant's religious
~r conscientious commitment to offer
=:>nly natural family planning? (As a
legal matter, DAonly.)

f. Are any of the funds to
)e used to pay for any biomedical
research \>Ihich relates, in whole or
in part, to methods of, or the
~erformance of, abortions or
involuntary sterilization as a
ueans of·family planning?

g. Are any of the funds to
~e made available to any organization
if the President certifies that the
~se of these funds by such
~rganization would violate any of
the above provisions related to
abortions and involuntary
sterilization?

18. Cooperatives (FAA Sec. 111):
W·ill assistance helo develoo cooe~rati V"l=!S.

especially bytE!chnicalas f3istance , __ ... _
to--assist--ruralandtirbaripoor to-help
themselves toward a better life?

BESTAVAILABLE COpy

No.

N/A.

N/A .

N/A.

No.

The Project will provide
~ssiscan~~ PM ~~~~ic~-~

eIlterpri$eorganizCitions
. sOl1le of which are

operating as co-operative.
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19. U.S.-Owned Foreign Currenci~s

a. Use of currencies (FAA Secs.
612(b), 636(h)i FY 1994 Appropriations Act

-Secs. 503, 505): Are steps being taken
to assure that, to the maximum extent

-possible, foreign currencies.owned by
the u.s. are utilized in lieu of dollars

-to meet the cost of contractual
and other services.

b. Release of currencies
(FAA Sec. 612(d»): Does the u.s. own

-excess foreign currency of the country
-and, if so, what arrangements have been
-made for its release?

20. Procurement

a. Small business (FAA Sec.
602(a)): Are there arrangements to

.permit U. S ..small business to
participate equitably in the
furnishing of commodities and
services financed?

b. 0' • s. procurement (FAA Sec.
604(a) : Will all procurement be from

-the U.S., the recipient country, or
developing countries except as
otherwise determined in accordance
with the criteria of this section?

~. ~Q.~aG lUburanca ,FAA 8e~.

604(d)): If the cooperating country
~discriminates against marine insurance
'companies authorized to do business in
the U.S., will commodities be insured
in the United States against marine
risk. with such a company?

d.. Non-U.S. agricultural·
procurement (FAA Sec. 604(e)): If
non~U.S. procurement of ~gricultural

.<;:prnmodi ty or product thereof is to
oe ~~nancea, ~s tnere prOVision
against~csuchprocurement-when·····the

domestic price of such commodity is
less than parity? (Exception where
commodity financed· could not
reasonably be procured in U.S.)

BEST AVAILABLE COpy

N/A.

No.

No. special arrangement
made,. but they will be given
priority where appropriate.

Yes.

Yes.

N/A.
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e. Construction or engineering
·services (FAA Sec. 604(g»): Will
~construction or engineering services

be procured from firms of advanced
-developing countries which are

otherwise eligible under Code 941
and which have .attaineda compecitive
capability in international markets
in one of these areas? (Exception

- for those countries which receive
direct economic assistance under
the FAA and permit United States
firms to compete for construction
or engineering services financed

- from assistance programs of
these countries.)

f. Cargo preference shipping
(FAA Sec. 603): Is the shipping
excluded from compliance with the
requirement in·section 901(b) of
the Merchant Marine Act of 1936,
as amended, that at least 50
percent of the gross tonnage of
commodities (computed separately
for dry bulk carriers, dry cargo

- liners, and tankers) financed
shall be transported on privately
owned U.S. flag commercial vessels
to the extent such vessels are
available at fair and reasonable
rates?

. . g •. Technical assistance
(FAA Sec. 621(a): If technical
assistance is financed, will
such assistance be furnished
by private enterprise on a
contract basis to the fullest
extent practicable? Will the
facilities and resources of other
Federal agencies be utilized,
when they are particularly
suitable, not competitive with
t>rivate e:nter-orise.and made
available without undue

-c-irit-erferencewith-domest::.ic
- programs?

BEST AVAILABLE COpy

N/A.

No.

Technical assistance will
be furnished by private
enterprise ona competitive
basis to the fullest extent
practicable. Use of other
federal agencies is not
contemplated.
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h. U.S. air 'carriers
(International Air Transportation
Fair Competitive Practices Act, 1974):
If air transportation of persons or·

~ property is financed on grant basis,
will U.S. carriers be used to the

-extent such service is available?

i. Consulting services
(FY 1994 Appropriations Act Sec. 567):
If assistance is for consulting service
through procuremenc contract pursuant
to 5 U.S.C. 3109, are contract
expenditures a matter of public
record and available for public
inspection (unless otherwise
provided by law or Executive order)?

j. Metric conversion (Omnibus
Trade and Competitiveness Act of 1988,

• as interpreted by conference report,
amending Metric Conversion Act of 1975
Sec. 2, and as implemented through
A.I.D. policy): Does the assistance
program use the metric system of
measurement in its procurements,

- grants, and other business-related
activities, except to the extent
that such use is impractical or
is likely to cause significant
inefficiencies or loss of markets
to United States firms? Are bulk

_ purchases usually to be made in... , '." -.:'. . .."

\lie: 1,. ...... \,; , dUU oJ;. d: \,,;v,l\i:JUUC::~h.':;,

subassemblies, and semi.-fabricated
materials to be specified in metric

-units when economically available
and technically adequate? Will
A.I.D.specifications use metric
units of measure from the earliest
programmatic stages, and from
the earliest documentation of the
assistance processes (for example,

-project.papers) invo:tving
--quanti.fiable measurements
•. -\.lengt:.h rcareaycvolumercapac ~t:y ,.c

mass and weight), through the
implementation stage?

BEST AVAILABLE COpy

Yes.

N/A.

Yes.

Yes.

tes

(
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k. Competitive Selection
-Procedures (FAA Sec. 601 (e) ): Will
the assistance utilize competitive
selection procedures for the awarding
of contracts, except where applicable
procurement rules .allow otherwise?

1. Chemical Weapons (FY 1994
Appropriations Act Sec. 569): Will
the assistance be used to finance the

-procurement of chemicals that may be
=used for chemical weapons production?

21. Construction

Yes.

No.

a. Capital project (FAA Sec.
601(d»: If capital (~, construction) N/A .

.project, will U.S. engineering and
professional services be used?

b. Construction contract (FAA Sec.
611(c»: If contracts for construction are N/A.
to be financed, will they be let on a
competitive basis to maximum extent

:: practicable?

c. Large projects,. Congressional
approval (FAA Sec. 620(k»: If for
construction of productive enterprise, N/A.
will aggregate value of assistance to
be furnished by the U.S. not exceed
$100 million. (except for productive
enterprises in Egypt that were

·dc.:..:~i~c:~ .iA. U&t:: CVi.L~" t;:::>.::; l.uuc:ll
Presentation), or does assistance
have the express approval of Congress?

22. U.S. Audit Rights (FAA Sec.
301(d»: If fund is established solely
by U.S. contributions and administered N/A.
by an international organization, does
Comptroller General have audit rights?

23. Communist Assistance (FAA Sec.
--620 (h). Do arrangements exist .. to insure
_c.hat:l..init:.ed.~t:at:es_..toreJ.gn.aJ.d.J.snot:usea .--- -·····.···t-ll A.- .. -'-.- c_ --

in a manner which, contrary to the best
. interests of the United States, promotes
or assists the foreign aid projects or

c activities of the Communist-bloc
countries?

BESTAVAILA8LE COpy
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24. Narcotics

a. Cash reimbursements (FAA Sec.
483): Will arrangements preclude use of
-financing to make reimbursements, in the
form of cash payments, to persons whose
-illicit drug crops are eradicated?

b. Assistance to narcotics
traffickers (FAA Sec. 487): Will
arrangements take "all reasonable steps"
to preclude use of financing to or
through individuals or entities which
we know or have reason to believe have
either: (l) been convicted of a
violation of any law or regulation

=of the United States or a foreign
country relating to narcotics
(or other controlled substances);
or (2) been an illicit trafficker
in, or otherwise involved in the
illicit trafficking of, any such
controlled substance?

25. Expropriation and Land ReforoM
(FAA Sec. 620(g»): Will assistance
preclude use of financing to compensate
owners for expropriated or nationalized
property, except to compensate foreign
nationals in accordance with a land
reform program certified by the
President?

~ u ~ !'-.;l':'cca cr..uJ. ::f ... l.i:II(j~b i. 4" iV\ ';e..:.
660): Will assistance preclude use of
financing to provide training, advice,
or any financial support for police,
prisons, or other law enforcement
forces, except for narcotics programs?

27. CIA Activities (FAA Sec. 662):
Will assistance preclude use of financing
for CIA activities?

Yes.

Yes.

N/A.

Yes.

N/A.

28. Motor vehicles (FAA Sec. 636{i»:
~i'ii).~.:i.__ass~st:ance~preclucie.usec.ot t~nanc~ng ~._._ --O-c--cc---c-·_--,-C
for purchase, sale, long-term lease, Yes.
exchange or guaranty of the sale of
motor vehicles manufactured outside
U.S., unless a waiver is obtained?

d<::3/ I'WAILABLE COpy
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29. Export of Nuclear Resources
(FY 1994 Appropriations Act Sec. 506):
~ill assistance preclude use of
financing to finance--except for
purposes of nuclearsafety--the
..:.xportof nuclear equipment, fuel,
or .. technology?

30. Publicity or Propaganda
(FY 1994 Appropriations Act Sec. 557):
Will assistance be used for publicity
or propaganda purposes designed to

=support or defeat legislation pending
before Congress, to influenr:e in any
way the outcome of a political
election in the. United States, or
for any publicity or propaganda

.purposes not authorized by Congress?

31. Marine Insurance (FY 1994
Appropriations Act Sec. 531): Will
any A.!. D. contract and solicitation,
and subcontract entered into under
such contract, include a clause
requiring that U.S. marine insurance
companies have a fair opportunity
to bid for marine insurance when
such insurance is necessary or
appropriate?

32. Exchange for Prohibited Act
(FY 1994 Appropriat ions Act Sec. 533):

-Will any assistance be provided to any
foreign government (inclUding any
instrumentality or agency thereof),
foreign person, or United States
person in exchange for that foreign

_government or person undertaking any
action which is, if carried out by
the United States Government, a
United States official or employee,
expressly prohibited by a provision
of United States law?

33.CommibDent:: of Ptirids (FAA Sec.
~63Sc(h)J:Does.a~cont:.ract.or..... agreement
entail a commitment for the expenditure
of funds during a period in excess of
5 years from the date of the contract
or agreement?

N/A.

N/A.

Yes.

N/A.

No.
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34. Impact on U.S. Jobs (FY 1994
~ppropriations Act, Sec. 547):

a. Will any financial incentive
be provided to a business located in the
U.S. for the purpose of inducing that
-business to relocate outside the U.S.
-in a manner that would likely reduce
the number of U.S. employees of that
business?

b. Will assistance be provided
_for the purpose of establishing or
-developing an export processing zone
-or designated area in which the
country's tax, tariff, labor,
environment, and safety laws do not

-apply? If so, has the President
determined and certified that such
assistance is not likely to. cause a

_loss of jobs within the U.S.?

c. Will assistance be provided
for a project or activity that contributes
to the violation of internationally
recognized workers rights, as defined in
section 502(a) (4) of the Trade Act of 1974,
of workers in the recipient country, or will
assistance be for the informal sector, micro
or small~scale enterprise, or smallholder
agriculture? .

B. CRITERIA APPLICABLE TO DEVELOPMENT
A.;;;I.s7Ai"i~E Oi;:UY

1. Agricultural Exports (Bumpers
Aaendmenc) (FY 1994 Appropriations Act

Sec. 513(b), as interpreted by conference
report for original enactment): If
assistance is for agricultural

... development activities (specifically,
any testing or breeding feasibility

• study, variety improvement or
- introduction, consultancy, pUblication,

.conference, or trainins) , are-such
accJ.vJ.t:.J.es: ... (1) specifically ana

cprincipally--designed-td~-increase--

agricultural exports by the host
country to a country other than
the United States, .where the export
would lead to direct competition
in that third country with exports

No.

No.

No.

N/A.

:.
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,f a similar commodity grown or
~roduced in the United States,
~d can the activities reasonably
Ie expected to cause substantial

Jnjury to U. S. exporters of a
-~imilar agricultural commodity;
~r (2) in support of research that
~s intended primarily to benefit
1.S. producers?

2. Tied Aid Credits (FY 1994
~ppropriations Act, Title II, under
heading "Economic Support Fund"):
WillDA funds be used for tied

--=aid credits?

3. Appropriate Technology (FAA Sec.
107): Is special emphasis placed on
use of appropriate technology (defined

-as relatively smaller, cost-saving,
labor-using technologies that are
generally most appropriate for the

-small farms, small businesses, and
small incomes of the poor)?

4. Indigenous Needs and Resources
_(FAA Sec. 281(b»: Describe extent to
-which the activity recognizes the
_particular needs, desires, and
-~apacities of the people of the

country; utilizes the country's
intellectual.resources to encourage
institutional development; and
~uppo.ct.~ c.:.i.v.i.c.: t::u.u,-=al,,;.iou ana
training in skills required for

-effective participation in
governmental and political processes
essential to self-government.

5. Bconomic Development (FAA Sec.
101(a»: Does the activity give
reasonable promise of contributing
to the development of economic
resources, or to the increase of

.productive capacities and
seli-susca1n1ng econom1C growth?

6. Special Development Emphases
(FAA Secs. 102(b), 113, 281(a»:
Describe extent to which activity will:
(al effectively involve the poor in
development by extending access to

No.

Yes.

The project will address
the unemployment problem
which is the single most
problem facing Kenyans
today. Throughthe
financial TA and advocacy
programs, Kenyans will
ilicLeas.i.ngly iucL-ease
their understanding and
participation in govern
mental, economic and
political processes.

Yes.

The project targets those
involved in Micro-enterprise
activities which is last
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__conomy at local level, increasing
=!abor-intensive production and the
~se of appropriate technology,
~ispersing investment from cities
~osmall towns and rural areas,
~nd insuring wide participation
Jf the poor in the benefits of
-jevelopment on a sustained basis,
-~sing appropriate u.s. institutionsi
(b) encourage democratic private
and local governmentalinstitutionsi
(c) support the self-help efforts
of developing countriesi(d) promote
the participation of women in the
national economies of developing
countries and the improvement of
women's status; and (e) utilize
and encourage regional cooperation
by developing countries.

7. Recipient Country Contribution
(FAA Secs. 110, 124(d»: Will the
recipient country provide at least
25 percent of the costs of the
program, project, or activity with

-respect to which the assistance is
to be furnished (or is the latter
cost-sharing requirement being

~waived for a "relatively least
developed" country)?

8. Benefit to Poor Majority
(FAA Sec.128(b»: If the activity

.:;,i: ::~i'.i=o i:;;; i:.:. .i.u~"" l;cH,e i..hc
institutional capabilities of
private organizations or the
government of the country, or
if.it attempts to stimulate
scientific and technological
research, has it been designed

- and will it be monitored to
ensure that the ultimate

. beneficiaries are the poor
majority?

~. Contract Awards (FAA Sec.
°601(e»: ... Will-the~projectutilize
competitive selection procedures
for the awarding of contracts,

. except where applicable
procurement rules allow otherwise?

resort employer, with 78%
of the recipients located in
rural areas.

(b) and (c) will be
encouraged through the
policy advocacy component
of the project.

(d) Through close monitoring
of women participation in
project and incorporation 0:
their needs.
(e) N/A.

Yes. Recipient will provide
at least 25% of the total
project cost.

Yes. Through clearly
de~in~~ indicacors anci
monitoring of success
on all project components.

Yes.
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10. Disadvantaged Enterprises
r''Y 1994 Appropriations Act Sec. 558):
-hat portion of the funds will be
,vailable only for activities of.
conomically and socially
:isadvantaged enterprises,
!istorically black colleges
nd universities, colleges and
jniversieieshaving a student
,ody in which more than 40
,ercent of the students are
rispanic Americans, and private
tndvoluntary organizations
!hich are controlled by
~ndividuals who are black
~ericans, Hispanic Americans,

-lr Native Americans, or who
~re economically or socially

_lisadvantaged (including women)?

11. Biological Diversity (FAA Sec.
119(g): Will the assistance:
(a) support training and education
~fforts which improve the capacity
of recipient countries to prevent
loss of biological diversity;
(b) be provided under a long-term
agreement in which the recipient
country agrees to protect
ecosystems or other wildlife
habitats; (c) support efforts
to identify and survey ecosystems
in recipient countries worthy of
pro~ecLion; ox id) by any direcc

-or indirect means significantly
degrade national parks or similar
protected areas or introduce
exotic plants or animals into

-such areas?

12. Tropical Porests (FAA Sec.
118; FY 1991 Appropriations Act Sec.
-533 (c:) as referenced in section
'532 (d) of the FY 1993 Appropriations.Act)T ......-.--.---... ... -.-- --."

a. A.I.D. Regulation 16:
Does the assistance comply with the
environmental procedures set forth
in A.I.D. Regulation 16?

No specific amount set,
however, the project will
try to reach at least
10% of such entities.

(a) N/A.

(b) N/A.

(c) N/A.

(d) No.

Yes. lEE categorical
exclusion pursuant to
AID regulation 22 CFR 216
2(c) 2(1) because it
consists of TA, and
training programs.
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b. Conservation: Does the
~ssistance place a high priority on
-~onservation and sustainable management
-2ftropical forests? . Specifically,
joes the assistance, to the fullest
_~xtentfeasible: (1) stress the
.~mportance of conserving and
-~ustainably managing forest
~esources; (2) support activities
~hich offer emploYment and income

.alternatives to those who
otherwise would cause destruction
and loss of forests, and help
countries identify and implement
alternatives to colonizing forested
areas; (3) support training

=programs, educational· efforts,
and the establishment or

_strengthening of institutions
_to improve forest management;

(4) help end destructive slash
-and-burn agriculture by
supporting stable and
productive farming practices;

- (5) help conserve forests which
have not yet been degraded by
helping to increase production
on lands already cleared or
degraded; (6) conserve forested
watersheds and rehabilitate those
which have been deforested;
(?)support training, research,
arid other actions which lead to
susta~naole ana more .

-environmentally sound .practices
for timber harvesting, removal,

-and processing; (8) support
research to expand knowledge
of tropical forests and identify
alternatives which will prevent
forest destruction, loss, or
degradation; (9) conserve
biological diversity in forest
areas by supporting efforts
to identi.fy,Qstablish. and
maintain a representative
~network~of-protected~tropical

forest ecosystems on a worldwide
basis, by making the establishment
of protected areas a condition
of support for activities
involving forest clearance

(1) N/A.

(2) Yes.

(3) N/A.

(4) N/A.

(5) N/A.

(6) N/A.

(7) N/A.

(8) N/A.

(9) N/A.
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~r degradation, and by helping
--:0 identify tropical forest
_3cosystemsandspecies in need
~f protection and establish and
naintain appropriate protected
~reas; (10) seek to increase
~he awareness of u.s. Government
~gencies and other donors of the
immediate and long-term value of
tropical forests; (11) utilize
the resources and abilities of
all relevant u.s. government
agencies; (12) be based upon
careful analysis of the
alternatives available to
achieve the best sustainable
use of the land; and (13)

_take full account of the
environmental impacts of the
proposed activities on biological
diversity?

c. Forest degradation:
Will assistance be used for:
(1) the procurement or use of
logging equipment, unless an
environmental assessment indicates
that all timber harvesting
operations involved will be
conducted in an environmentally
sound manner and that the
proposed activity will produce
positive economic benefits and
susta1naole torest management
systems; (2) actions Which will
significantly degrade national
parks or similar protected areas
which contain tropical forests,
or introduce exotic plants or

- animals into such areas;
(3) activities which would
result in the conversion of
forest lands to the rearing of
livestock; (4) the construction,
u;;grading, or maintenance of - .
roads (including temporary haul

o-roads--~for-log9'irt~forother .._,c c-·_,- .. ,-

extractive industries) which
pass through relatively

. undergradedforest lands;
(S) the colonization of forest
lands; or (6) the construction

(10) N/A.

(11) N/A.

(12) N/A.

(13) N/A.

(1) No.

(2) No.

(3) No.

( d , lITn .

(S) No.
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.-fdams or other water control
--:.i:L'uctures which flood relatively
ndergraded forest lands, unless
ith respect to each such
ctivityanenvironmental
ssessment indicates that
~he activity will contribute
ignificantly and directly to

-mproving the livelihood of the
--~ral poor and will be conducted
nan environmentally sound
_~nner which supports sustainable
~evelopment?

d. Sustainable forestry:
~f assistance relates to tropical
~orests, will project assist
=,ountries in developing a
~ystematic analysis of the
~ppropriate use of their total
_~ropical forest resources, with
~he goal of developing a national
)rogram for sustainable forestry?

e . Environmental impac t
statements: Will funds be made

::;vailable in accordance with
provisions of FAA Section 117(c)
and applicable A.I.D. regulations
~~quiring an environmental impact
statement for activities
significantlya£fecting the
environment?

(6) No.

N/A.

Yes.

13. Energy(FY 1991 Appropriations
Act Sec. 533(c) as referenced in
section 532(d) of the FY 1993
Appropriations Act) : If assistance
relates to energy, will such
assistance focus on: (a) end-use

-- energy efficiency, least -costenergy
planning, and renewable energy
resources, and (b) the key
countries where assistance
wouldhavethQ.greatesc imoact
on reducing emissions from
·greenhouse'--'gases?C-~ --

14. Debt"for-NatureExchange
.(FAA Sec. 463): If project will
finance a debt-for-natureexchange,
describe how the exchange will

(a)

(b)

N/A.

N/A.

N/A.
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:upport protection of: (a) the
-...orld's oceans and atmosphere,
(b) animal and plant species,
~nd (c) parks and reserves;
~r describe how the exchange

-"dll promote: (d) natural
~esource management, (e) local
_~onservation programs,
-(f) conservation training
_Jrograms, (g) public commitment
~oconservation, (h) land and
_~cosystem management, and
-(i) regenerative approaches
-in farming, forestry ,fishing,
and watershed management.

15. Deobligation/Reobligation
(FY ~994 Appropriations Act Sec. 510):

-If deob/reob authority is sought to
be exercised in the provision ofDA
assistance. are the funds being
obligated for the same general
purpose, and for countries within
the same region as originally

_obligated, and have the House
and Senate Appropriations

_Committees been properly
-notified?

16. Loans

•

N/A.

a. Repayment capacity (FAA Sec.
~22(b)l: Information and conclusion-- ---- -~ ~_. -~ .. ~- -'_..-.. --- .. - ----.......... '''''' ....t'I-- ........... .z ....,.. "'"' ••~ ........,n...• ....... l ,,-,:-..J .... -....t:J ...... J

the loan at a reasonable rate of
interest.

b. Long-range plans (FAA Sec.
~22(b»: Does the activity give
reasonable promise of assisting
long-range plans. and programs
designed to develop economic .
resources- and increase productive
capacities?

~. ~n~eres~ ra~e \i~ ~CC.

~~22(b)+:cIfdevelopmentloanis

repayable in dollars. is interest
rate at least 2 percent per annum
during a grace period which is not
to exceed ten years, and at least

. 3 percent per annum thereafter?

N/A.

Yes.

N/A.
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N/A.

(1) The project will to a·
large extent involve the
poor focusing assistance to
the micro-enterprise
activities which provide
employment mainly for the
urban/rural poor.

(2) N/A.

(3) To a larger extent
through support for local
NGOs. working in the micro~

enterprise sector.

(4) To the extent that
women comprise 46% of the
project target.
(5) N/A.



18. Agriculture, ·Rural
Development and Nutrition, and
Agricultural Research (FAA Sees.

- 103 and 103A) :

a. Rural poor and small
- farmers: If assistance is being
made available for agriculture,
~~ral development or nutrition,

-describe extent to which activity
is specifically designed to
increase productivity and income
of rural poor; or if assistance

=is being .madeavailable for
- agricultural research, has
~ account been taken of the

needs of small farmers, and
extensive use of field. testing
to adapt basic research to

- local conditions shall be made.

b. Nutrition: Describe
extent to which assistance is used

- in coordination with efforts
carried out under FAA Section
104 (Population and Health) to
help improve nutrition of the
people of developing countries
through encouragement of
increased production of crops

_ with greater nutritional .
value; improvement of planning,
research~ and education with
Le~pecc co l1ucricion,
particularly with reference
to improvement and expanded
use of indigenously produced
foodstuffs; and .the undertaking
of pilot or demonstration
programs explicitly addressing

- the problem of malnutrition of
poor and vulnerable people.

c. Pood security:
.Describe extent to which
acc1v1cy increasesnac10nal

~··::'·'food-2:_-sequri-t·y::·-by-----i-rnprovi-ng--~---- - -----------
food policies and management
and by strengthening national

- food reserves, with particular
- concern for the. needs of the

poor, through measures

-24-

Through the provision
of TA, credit and training.

No.

N/A.



_encouraging domestic production,
building national food reserves,
expanding available storage
facilities, reducing post
harvest food losses, and
improving food distribution.

19 . Population and Health
(FAA Secs. 104(b) and (c»:
If assistance is being made
available for population or
health activities, describe
extent to which activity
emphasizes low-cost,
integrated delivery
systems for health,
nutrition and family
planning for the poorest
people, with particular
attention to the needs
of mothers and young
children, using par~medical

and auxiliary medical
personnel, clinics and
health posts, commercial
distribution systems, and
other modes of community
outreach.

20. Education and Human
Resources Development (FAA Sec.
105): If assistance is being
made available for education,
pul>l.h:: adlllini.::H:.rat.ion, ornuman
resource development,-describe
(a) (~xtent to which activity
stren9i:~ensnon formal education,
makes formal education more
relevant, especially for rural
families and urban poor, and
strengthens management
capability of institutions
enabling the poor to
participate in development;
aridfbl o.:<tent to which
ass istance",provides.>advanced c 

education and training of
people of developing countries
in such disciplines as are

-25-

N/A.

(a) Training provided under
the project will enhance the
skills of entrepreneurs and
staft of target micro
enterprise businesses.

;~, '"''000!"t:'In i t fOe: ~~!'

advanced--traininghasnot _.
been provided for under
the project.
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:=q~ired for planning and
~mplementation of public

_:nd private development
;ctivities.

21. Energy, Private Voluntary
~rganizatioD8, and S~lected

Jevelopment Activities (FAA Sec.
106): If assistance is being

_uade available for energy, private
,voluntary organizatio~s, Qud
_selected development !Jroblems,
describe extent to w~lich

.activity is:

a. concerned with data
collection and analysis, the
training of skilled personnel,
research on and development of
suitable energy sources, and

·pilot projects to test new
methods of energy production;
and facilitative of research on

_and development and use of
small-scale, decentralized,
renewable energy sources for
rural areas, emphasizing
development of energy resources
which are environmentally
acceptable and require minimum
capital investment;

b. concerned with technical____ __ .. .: __ __...3 ..:A _ ... __ , - .._.__ .. __

'-v,...,I:' _ """""' .. \.16' Q,l.""" .'-'--. ~.u~u..\.;. •• ,-,

especially with u.S. private and
voluntary, or regional and
international development,
organizations;

c. research into, and
= evaluation of, economic development

processes and techniques;

d. reconstruction after
natural or manmade disaster and
.Pr09l;"arn.f) .. 9f.(J.J.,':>Cl.sj:..ec :t" prepareoness; .

e. for special development
problems, and to enable proper
utilization of infrastructure and
related projects funded with
earlier u.s. assistance;

N/A.

N/A.

Yes. Through support to
forum, research component.

MIA .

Assistance to KREP under
finance section and
training under KMAP.



-27-

f. for urban development,
especially small, labor-intensive
enterprises, marketing systems for

,small producers, and financial or
other institutions to help urban
poor participate in economic and
social development. .

22. Capital Projects (Jobs
Through Export Act of 1992, Sees.

- 303 .and 306(d»: If assistance is
being provided for a capital project,
is the project developmentally
sound and will the project
measurably alleviate the worst
manifestations of poverty or
directly promote environmental
safety and sustainabilityat
the community level?

C. CRITERIA APPLICABLE TO ECONOMIC
SUPPORT FUNDS ONLY

. N/A.

N/A.

Yes.

N/A.

1. Economic and Political
Stability (FAA Sec. 531(a»:
Will this assistance promote
economic and political stability?
To the maximum extent feasible, is
this assistance consistent with
the policy directions, purposes,
and programs of. Part I of the FAA?

2. Military Purposes (FAA Sec.
531 \t:;lj j: Will i..l!l;:)c:l~~i~Lanc;t:: oe

- used for military or paramilitary
purposes?

3. Commodity Grants/Separate
Accounts (FAA Sec. 609): If
commodities are to be granted so that
sale proceeds will accrue to the
recipient country, have Special
Account (counterpart) arrangements
been made? (For FY 1994, this

...... orovisicn is sucerseded bV'':h~

separ a t.e .account.:t"c~q1lJ.l:~.rnEHJts, ~,... ........C c~'.. ,.,c. c'· .. ~ ,c·······" .. c. ..c C·c·
-.~-of -FY-lg-9-4Appropriations .Act
- Sec. 537(a), see Sec. S37(a)(S).)



4. Generation and Use of
local Currencies (FAA Sec. 531(d»:
~ill ESF funds made available for
~ommodity import programs or other
-~rogramassistance be used to
ienerate local currencies? If so,

_;.oill at least 50 percent of such
local currencies be available to
~upport activities consistent with
=~he objectives of FAA sections 103
~hrough 106? (For FY 1994, this
-~rovision is superseded by the
separate account requirements of
FY 1994 Appropriations Act Sec.

:537(a), see Sec. 537(a) (5).)

5. Capital Projects (Jobs
Through Exports Act of 1992, Sec.
306, FY 1993 Appropriations Act,
Sec. 595): If assistance is .
being provided for a capital
project, will the project be
developmentally-sound and
sustainable, i.e~, one that
is (a) environmentally
sustainable, (b) within the
financial capacity of the
government or recipient to
maintain from its own resources,
and (c) responsive to a

.significant development
priority initiated by the
country to which assistance
l~ Lelug p.cuvlJ.eo.. {~lease

note the definition of "capital
-project" contained in section

595 of the FY 1993 Appropriations
Act. Note, as well, that
although a comparable
provision does not appear
in theFY 94 Appropriations Act,
theFY 93 provision applies to,
among other things, 2-year ESF
funds which could be obligated

··inFY 94.'

U:\... \DOCS\PEO\CHEKLIST.PED
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N/A.

N/A.
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We look forward to continuing our longstandingco--operation in
economic development.

Sincerely, -

~-~~
SM. KUINDWA
ANENT SECRETARY

.
I

po'

, ..
I •

L....

"

'.

, ..-
.f·

, .c __ c' c--f.~."c~~
~,

I '.-_.



ANNEX M:

REFERENCES

I



OvCrse:1S Development Administration in c:ooperotion with The Netherlands Government
and t.JNDP. "Small Enterprise Policy Implementation Program. ProvisionalReport. II

March., 1994.

Parker, Joan with Tanya Torres. "Micro and Small Enterprises in Kc:nya; Results of the 1993
National Baseline Survey." GEMINL 1994.

The Services Group &: Kenya Export Development SuppOrt Project. "Export
Competitiveness Study: 1994.

Tomeco, Jim and C. Aleke-Dondo. "Improving the Growth Potential of the SmaIl Sc:lleand
Informal Sector," 1992

World Bank.· Kc:nva Poverty Assessment. .July 1994.

World Bank. Kc:nva= Emplovment Growth for Pnvenv.-\lIeviarion. Sc:ptc:mbe:r 30. 1993-A.

World Bank. "PI\vate Sector Developmc=nr Strategy" 1993-8.

World Bank. "Kenya's Developm~nt Challe:nge and the: Rdorm Agenda Ahe:ad." October
. 26. 1993-C.

Yambo, Mauri. 1"raining Needs Assessm~nts ofthe Informal Sector."

M-2



ANNEX N:

LIST OF INDIVIDUALS AND INSTITUTIONS CONSULTED

________________________________________. c___ _ ._ c __._______ __ _ , . .-.-- _ _ _ _ __ _ __ ~ ~ .-

L1



~ LASTNAME , FIRSTNAME ADD~ESS gy't !!!!! ~
P.O. BOX

MuulrV uJ F",..,,,,, K,oku Wit lllku Guu,uo 30007 N"',ulll USAIO Du~'" Olllcu, 218J31
1'1..... AUllc. 01 I(u, '{I' WU. III BII~'. Mullll •• JIl:;~U 43460 N.IIh1I11 JJ4413
NCCK ! Chuuu M.M. 45009 N..u"I•• nUll':'''', SSBEP 336!J10
N••h.r1d'kh t .......· .y 0"\1',,10 0 .."", 41~37 N.II,,,I,, A"~,,, ••III' "1II1.,CIOII""u 22/111
f'CEA Ch"uo,... 'tt. 'Ix'dl Mtlllunu. K. E.,•• h 35 Chuu.....• 22011
PoI.c:y An••ly..:; M., ... Nuuyo W.I"..n 20498 N.llh1111 TaUlll LoUt'a' 111818
PRIDE/AI".:. , CornpUlonu Jul....hun 39320 N:ul1lln M ..,...UIUU Ollll':'u, 149!11 I,

PRIDE/Alllcd ! GultJuck J ..d.IO 39320 NdllItbi 749!J II
PRIDE,Kany. Oluo G,.."" 39320 N.II'uh, Gllnu"tI M.llh'UIl' 149ti04
Pu....c: Ldw In:li"".' Ouko·Omh..kd O. 52011 '1.llIuh, AllOII,UY 561431

I

SdmburuAID mA' '"IlISAIDIAI B'lIwa, 'h"k 741 fI..nyuk. PWIIlel D"IIClul 22884
Small Enlo'Pflu'CI ,"'ll Anue, P.... V";lu' 59400 NlJi,olJi 220590
Sldnd.,d C""fl••". Bdnk VIII",. Ev..nll N...wh. 336333
T.chnoll.'v.

,

W.rnlk. Pdul 'Ittilllhi 743628
The Fo,d Founel...,., Mallll' Tom 41081 Ndllllh. PWUII.m 01/"..... 222298
The Fo.d Founel.l.. n B.tlIIY Ch.,les 41081 NiN.oIII RIIIIIIl""nldllvo 338123
TOTOTO Hum" Ilk .•"In.,. Glldll W.K. 1636 Mumh.." .. Eau"ullvd O".,,;lu. 220490
Ulllilld Ndhu'h' On' PlUu,ttn. Nlolon Bub 30218 '1.'11111" Su...11 [II'&I'llIl"" Adv."o. 228176
UNV, or NRB;ln~1 h., Dov.SluiJies McCurnlick DllIulhy 30191 N"lIull, 334244
Vulunlllll'" In T~j;I .•,cal AU.lIldnclI BIllYd Hu,ollo 34336 Nlll,olll 718155
Wo,1d Bd'''' i K.o"'"OIl J. 30577 NllllOlll 71 .. 1.1I

HZ

II I II I I I

III!!!!!! •



ANNEX 0:

LIST OF ACRONYMS



USAID United States Agencies for International Development
USPVO United States Private Voluntary Organization
VlTA-errC Volunteer in·Technical Assistance - Christian Indusnial.Training Centers



ANNEX P

INI't'p.L 2NVtR0NM2N'1'AL EXAMl:NATl:ON (I~2)

OR
CATgGORXcaL EXCLqSION

PROJZC-r COtm'1'RY: .

PROJECT TITLE: I NOHBER :

Kenya

Private ~~terprise oevelopmenc II/615-0263

.1:DPREPARED BY:

PR0J2CT. POHD1:NG/TIHmG:· SlSmillion, over FYs 1995-00 (5-yr . LOP)

Eric R. Loken. Reqj.onal Environmental
Officer, REDSO/ESA/ANR

~aONHENTAL ACTION RECOMMENDED:

positive Dete~inacion:

Negative Dete~ination:

Categorical Exclusior]. XX
Deferral

SOHMARY OF FINDINGS:

The planned project technical assistance and training activities
are subject to a Categori~al Exclusion pursuant to Sections
216.2(c) (1) (i) and 216.2(c) (2) (i) of 22 CFR Part 216 (·USA-IO's
Environmental Procedures·) .

In response to potentially significant cumulative, longer-ter:n
enviror~ental impacts resulting from planned 'project
microenterprise development and policy reform activitles, it: is
recommended that this activity receive a Negative Determination,
pursuant to Section 216 .3 (a) (2) (iii) of said Procedures. This
negative determination is made subject to the following conditions:

1 . Tl'-at. ":t:'~i"?~ ':If thl! :r."?l,:,·v·::"ntc:~,.~;'nn.c: t:'f t:h'!" ~",'d, ":'t:I"'~~nt~J

designlimplementationquidance documents listed herein be made
available to project management, contractor-and grantee staff for
reference and use in the design, implementation and monitoring of
individual USAID-assisted microenterprise development activities .•
Copies of these documents should also be made available to UsAIO
assisted sector support organi:ations for wider dissemination and
application in the greater microenterprise development activities
and operations occurring throughout Kenya.

2. That the Mission (and/or project) will complete ZDvironmenta 1
Tmpaet Reviews (EI!l!!) of the target subsectorsseleetedformore

a ~ ~.. , •

_'W~ .... .,;a..,,~-.. ~.:.-~~ ..;;~~ ..._'~ .. ';.':'~'.';'_ ......._~_. ,_.~...: __ ~':'~-.;;..; .... _';':;";''';:'::'''~':.J ..;..;:::;::;-.. .:.;:;:

c.C"~--ascso()n~as·····those--subsectors~Care-adequately-identifiedanddefined~

These EIRs ·lIIill be designed to provide the following information
for each of the selected priority subsectors: (a) accurate
environmental baseline conditions regardinq the nature, type and
extent of subsector activicycurrently occurring throughout Kenya;



(b) areas of poeential envi:onmeneal conce:n for both exiseinq
su1::)sector acti-"ieies and/or planned newsubsec:or developments iCC)

appropriate mieiqaeive ac:ions or eechnologies ",rInich might be
adopted to, reduce 0::- minimi:e any poeent:ial adverse impacts
resulting f=om subsect:or development and ope::-ations i and (d) an
appropriate set of monieoring indicators and mechanisms designed to
measu::-e any siqnificant posit:ive or negative environmental impacts
resulting from expanded subsector act:ivity ,in Kenya for cimely
remedial action. The results of this work will be used to finalize
the design of the project:~ described in 3. below.

3. That the Mission (and/or project) undertake an Environmental
Monitoring, Evaluation and Mitigation Plan (EHD!P) .as an integral
part of project and' greater Mission monitoring· and evaluation
efforts designed to accomplish ess~ntially the same object:ives~s

the subsector EIRs de~cribed above for Kenyan microenterprise
development andcperations nation-wide. Th;,] latter EMEMP is
required to properly monitor, assess ,and address any significant
environmental effects resulting from the more general sector-wide
support and policy reform proj ece components, which will not
necessarily become evidene through the more focussed subsector-
specific EIRs. ~

,
The Mission will need to ensure that adequate prOVisions are made
within the final Assistance Proposal budget and institutional
contract(s) and grant(s) to ensure that the technical assistance
requirements for these environmental implementation requirements
'are met.

4. Should project assistance be contemplated> for any ·S.trategic
Suppor:- component ac:ivity(s) which could result in potentially
significant negaeive environmental impacts, f:lIuse activities should
undergo an appropriateenvi:onmental review by the REDSO/ESA
Regional Envi:onmental Officer (REO) prior to the commie..nent of any
project funds in support: of said activity(s) .

MISSION CONCORRENC2:
John R. Westley,
Mission Director

CLEARANCE::

CONCORRmCE:~

Date:

CLEARANCE:: GelMR: _

- 2' '-

Date:



Kenya i?ri·"ace E:.."'lcerprise Cevelopmenc II. (PE:D II) P=ojecc

I. Project oescription

The goal of che PE:D II accivicy is to increase private sec:cor
employment in Kenya. The PE:D II purpose is to increase job creation
in microenterprises, i ..e. , fo:r:nal and informal firms with 10
employees o~ ~ess. These objectives will be accomplished through
assistance to selected target subs.ector f'irms. sUi'P0l:t to entities
assisting microenterprises in Kenya, and policy and regulatory
reform.

Although final definition the specific types and amounts of
a;ssistance to be provided under the project awaits more detailed
s\:udy, the activity presently call~for assistance to relieve
current marketing, financial, technological andrequlatory
constraints to microenterprise development in Kenya. This will be
accomplished through technical assistance, training, policy
dialogue and the provision of credit to selected firms or
microentrepreneurs, as well as through the provision of assistan~e

for the development and/or st=engthening of'selected associations
and organizations providing assistance and services to Kenyan
microenterprises. A modest amount of project funds will al·.ro be
used to identify, analyze and (possibly) initiate limited support

. for strategic cargets of potential opportunity for futu=e'»USAIO
private sector support in Kenya, such as parastatal reform,

. privatizacion. capital market development and other. similar
subjects.

Project technical assistance and (most) training and (possibly
some) credit assistance will be implemented through the services of
an institutional contractor. However. the bulk of the credit and
financial ci~.$i':'i.Cluce will be provided tnrougn existing established
lending activities being implemented through selected non
governmental organizations (NGOs). such as the Kenya Rural
Enterprise Program (KREP) umbrella organization.

The result of these various microenterprise assistance activities
will be the following project outputs:

1. Inc=easedgrowth in those microenterprise subsectors with the
highest employment growth potential;

2. Strenqthened sustainable mic=oenter-orise service '=:'1000':''::

=~_crgan.:.:acJ.cns-~·NnJ.cn--w1..l..l-~expandc~local-financial-,'--advisory~cand-cc-c~

. policy reform capabilities; and,

- 3 -
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3.M i:nprcved policy environment for the private sector in
Kenya. especiallymicroenterprises. at bot~ the national and local
levels.

II. CiSclolssicn of Environmental I:Dp&cts

In general, a:eas ·.-rhere potential envi:onmental i:npacts might occur
as a'result of small-scale enterprise development activities such
as those under consideration here include:

acti~J'ity site selection, e.g., existing land use/plans,
efflueI\t treatment capacities, public service capacities
'(transportation, electricity, water and sanitation.
etc.), lcibor force and other considerations;

• ra'"" material inputs, e.g., local natural resources (clay,
- stone, or wood), agricultural products (raw produce,

4nimal hides, and/or deri-"atives),' fuel (·.-rood, coal,
petroleum products. etc. ) , and (often. substantial
quantities of) water;

acti~.ritv processes/operations, e.g.. ~ac~lity

construction impacts, gaseous and airborne enu.ssJ.ons,
solid waste generation, liquid discharges, noise, etCH

A detailed discussion of the potential environmental impacts'
associated ~ith all possible such small-scale e~terprise

development activities is beyond the scope of this IEE:However,
excellent additional discussion and guidance on this subject is
available in the follow,ing publications:

Environmental bes ian Cons; 1erations for Rural Deyelopment:
Projects (Section V!., ·Small-Scale Industries·, Harla
Engineering Company/U . S .Agency for International
Development (USAID), October 1980;

Environmental GUidelines for PVC/NGC Field USe (Section
IV., ·Sector Implementation Guidelines - (for) Small
industry Projects·), USAIO/AFR/ARTS/FARA (Draft); and,

Enyironmental Guidelines, Environment Department, The
World Bank, 1988.

There are a great nwnberof different types of microenterprises in
Kenya that PED II might select to receive project assistance. Since
the, final selection of the target subsectors to receive the bulk of

., the project's more focussed. direct firm-level assista.:1COwill not
~ .. :.~e:"!.ti:i~d ·~:"!.!:i!. !':he '.ater ~':aC'es of oro';C!ct desicr:"l and/or ~·arl.,'1 "'h b . . .,- " '.' , . .....

'.'-"---c~J.mpementatJ.on;ccJ;,;e~---,~cte~su sector~assrstancecomponent~-J,;t~1.s~not."-
possible at this time to accurately discuss and assess the mor,e
specific envl ror_'tten tal impacts ',rihich might result: from these

- 4 -



project assis:ar:.ce ac:ivicies. IC is gene:ally accepced, however,
chacindivicual small-scale encerprise developmenc activicies such
as chose under consideracion for assiscance under chis project ·.-.ill
not result in significanc enviror.mencal i:npacts. Racher, ic ische
longer-ter:n cumulative impacts of m.a.DY such small-scale
micreent..:erprise activities within a given subsectar ar geographic
area thac could resulcin significanc environmental harm. if they
are nat planned, desiqnedand i:nplemented in a coordinated and
enviropmencally sound manner.

In addicion to these mare direct potencial impacts associacedwith
project: activities,pocentially significant adverse enviror.mental
consequences could. also result from the project's proposed policY'
reformactiviJ:ies (including· the project's proposed -Strategy
Suppert- activities>. Section 496 of the Foreign Assistance A~t,

i.e .• theOevelopment Fund for Africa legislation, requ~res USAIO
to address the potential for significant. long-term, adverse
environmental conseque:;,;;:.es resulting· from policy reform programs.
However, it is usually much more difficult to identi~, establish
cause and effect relationships for, and acdress such policy-related
impacts because of their more. indirect. effects which become
apparent only over a much longer-term timeframe. ~

For these reasons, it is believed that completion of direct ·up
front- envi:onm~~tal reviews of individual microenterprise
activities would nocbe an appropriate manner of addressing the
environmental concerns associated with this project. ,Instead, a
less direct approach will be .required, in order. co accuracely
monitor. assess and address the potentially significant longer
term,' cumulative effects of the project's enterprise development
and pelicy:,eform activities noted above.

III. Recommended Environmenta~Thresho1dDecision

The planned project technical assi~tance and training activities
are subject to a Categorical Exclusion pursuant to Sections
216.2(c) (1) (i) and 216.2(c)'(2) (i) of 22 CFR Part 216 (·USAIO's
EnV1.:,enmental Procedures - ) .." .

In response to potentially significant cumulative, longer-term
envirenmental impacts resulting from planned .project •
microenterprise. development and policy reform activities ,it is
recommended that this activity receive a Negative Determination,
pursuant .to Section 21Ei,3(a)(2)(iii) of said Procedures. This
negative determinacion is made subject to the following conditions:

1. That copies of the . relevant sections of.' the environmental
design/ implementation. 9\lidanc:edocuments. listed above be ... =ac.
aO.lailable to 0:'0; ect manaaemen':. r:ont::"ac":~':' ~~d r:'':.''3n tl:!"'! c;~ ~ ~~ ~o!:'

-~--c.re~erence-car.duse~inccthe~design,~implementation·andmonitoringc-of
individual USAIO-assisted microenterprise development activities.
Copies of these documents should also be made available to USAIO-

- 5 -



assisced sector supporc orqani:acions for wider disseminacion ~~d

applicacion in the greacer microenter';lrise developmenc acci....icies
and operacions occurring throughouc Kenya.

2. That the Mission (andlor project)'""ill cOtrt;)lete Environmental
Impact Reviews (2IRS) of the target subseccors selected for more
focussed project treat::nent u,:'1der the subsector assistance component
as soon as chose subsectors are adequately idencified and defined.
These EIRs will be designed to provide the following information

. for each. of the selected prioricy subseceors: (al accurate
.environment:al baseline conditions regarding t:he nat:ure, type'and
extent: of subsect:or act:ivity currently occurring throughout Kenya:
(b) areas of pot:ential environmental concern for both existing
subsector act:ivities and/or planned new subsector developments: (c)
appropriate mitigative actions or technologieswnich might be
adopted tP. -.reduce or minimize any potential adverse impacts
resulting from subsector development and operations: and (d) (based
on the results of the ~ovework)an appropriate set of monitoring
indicators and mechanisms desiqnedtomeasure any significant
positive or negative environmental. impacts resulting from expanded
subsector activity in Kenya for timely remedial action. T~e results
of this work will be ~sed to finali:e the design of the project
EMEMP desc:ibed in 3. below. • .

3. That the Mission (andlor project)u:'ldertake an Environme~tal

Monitoring, Evaluation and Mitigation Plan (ZHZKP) as an integral
part of project and greater Mission monitoring and evaluation
effortsdesiqned to accomplish essentially .thesameobjectives as
the subsect:or E!lts described above for Kenyan. microe,aterprise
development: and operations nation-wide. This latter EMEMP is
required to properly monitor, as-sess and address any significant
environmental effeccs resulting from the more general sector-wide
support: and policy reform project components, which will . not
necessarily become evident through the more focussed su]:)sector
speci:ic EIRs.

The Mission will need to ensure that adequate provisions are made
w1.t:nin cnt: J:inal ~::r';'l::t~g,n.:~ :-::c;;c::.1 .. =u.d~et.'!r.d i""c:t.i,.t"'.1t",ion.~l

contract(s) and grant(s) to ensure that the technical assistance
requirements for these environmental implementation requirements
are met.

4. Should project assistance be contemplat:ed for any -Strategic
Support- component activity(s) which could result in potentially
significant negative environmental impacts, those act:ivitiesshould
undergo an appropriate environmental review. by the REDSO/ESA
Regional Environmental Officer (REO) prior. to the commitment of any
project funds in support of said activity(s) .

cL Oue~co __cnecs J.m~.l.a.:.cpr.J.yac.d.:il::tc_.:";r~""~'4~C:_';',",~_~-.,,:.;,,,:,. ; ... ..; ...~_•. ..:. ._:...~ .... ..:.:.:. : .:.:
. of the Mission' s ongoing Kenya Export: OeveJ:o~meIit--Support (1<EOS)·c.~cc.cc-.

and PEO I Projects, it is suggested that with minor modifications,
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thisPED II EMEMP could fulfill similar environmental monitoring
objectives for these other activities as well, thereby addressing
all of the Mission's environmental monitoring requiremen:s for. its
private sector development portfolio in an efficient and cost
effective manner. Upon receipt of the Bureau Environmental
Officer's concurrence with this integrated programmaticE::MEMp
approach, the Mission will begin to work with the REO, its various
contractor and grantee implementors, and concerned Government of
Kenya (GOK) officials in the development of a comprehensive private
sector portfolio EMEMP for this purpose.)
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