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H. Evaluation Abstract (Do not exceed the space provided)

The mid-term evaluation of the Micro and Small Business Development Project (Project #
517-0254) was conducted by a 3 person evaluation team from J.E. Austin Associates in
early 1994. The project is being well managed and has been successful in meeting its
mid-term targets. The Fondo para el Financiamiento de la Microempresa (FondoMicro/FM)
has contributed in an important way to supporting ISME in the Dominican Republic
through credit, TA, and research. FM credit has helped NGOs to expand their lending
activities. Technical assistance has enabled a number of NGOs to greatly improve their
credit managément and recovery capabilities. Research and .publications seem to have
had a great impact as well. Not all taryets have been met for credit volume because
oi the bottlenecks at the NGO level where more time and TA are required than was
assumed in the project paper. FM has not proven to be a funnel for other donors nor
the necessary bridge between NGOs and the capital markets. The project has an
excellent benefit/cost ratio, will most likely be sustainable long after project
termination, and is having a favorable impact on women. However, an NGO approach alone
is inadeguate to meet the needs of the ISME sector. This is especially true for the
needs of "small" business which still fall between the cracks of "micro" and
"medium/large" commercial borrowers. Something must be don2 to address these needs
through formal banks and other financial institutions. This is especially true in the
context of the current financial reforms which provide both new obstacles and
opportunities. Eight specific recommendations to FM and 11 specific recommendations
to USAID are provided to help ensure that the project continues on its successful
track. Beyond this, the evaluation provides USAID/Dominican Republic with an
opportunity to go beyond the considerable successes of the current project and consider
ways to make an even broader impact on the democratization of credit in the Dominican
Republic in the context of the current financial sector reforms, a purpose consistent
with the goal of achieving sustainable growth with broad participation in the benefits
of that growth.

COSTS
1. Evaluation Costs
1. Evatuation Team Contract Number OR | Contract Cost OR Source of Funds

Mame Aftitiation TDY Person Days TDY Cost (U.S. $)
Kevin Murphy, Kim Sayers, J.E. Austin 517-0254-C- 545,169 Project
Karen Wade Associates 00-4059-00 Funds
2. Mission/Ottice Profassional Staff 3. Barrower/Grantee Professional

Person-Days (Estimate) N/A Staff Person-Days (Estimate)  N/n
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J. Summary of Evaluation 'F'mdings, Conclusions and Recommendations (Try not to exceed the three (3) pages provid:d)
Address the following {tems:

» Purpose of evaluation and methodology used » FPrincipal Recommendations
« Purpose of Activity(ies) evaluated e Lessons learned
« Findings and conclusions (relate to question)
fission or Office: Date This Summary Prepared: Title And Date Cf Full Evaluation Report:
USAID/DR 7/30/94 Interim Eval.;Micro & Small Bus. Dev.;8/94

¢ Burpose of Activity Evaluated

To develop FONDOMICRO into a viable financially self-sustaining organization which can
efficiently provide the financing and technical assistance needed by NGOs operating
credit programs which directly service the informal small and microenterprise sector.
To date: . .

a) Institutional Strengthening of FondoMicro a major project purpose has been achieved.
b) NGO borrowers in FM portfolio. FM has met minimum end of project targets for number
of NGOs in its portfolio. FM currently offers credit to 6 NGOs compared to the end of
project targets of 6-12 NGOs.

c) ISMEs with access to credit. FM has already met EOP targets for ISMEs with access
to credit, but targets ranges were set too broadly.

¢ Purpose of Evaluation.

In July of 1990, USAID/DR signed a seven year US$7.25M Cooperative Agreement with
FondoMicro (FM) for the purpose of providing credit and technical assistance through
NGOs to the small and microenterprise sector in the Dominican Republic and to
strengthen and develop credit delivery mechanisms to that sector. This, in turn, would
combat the high unemployment and underemployment that characterizes the Dominican
Republic’s economy. This mid-term evaluation is designed to evaluate the progress to
date, identify obstacles, and present recommendations.

¢ Methodology Used for this Study.

The standard J.E. Austin Associates project evaluation methodology, which conforms
closely to USAID evaluation guidance, was used in this study (Exhibit 1). The specific
tasks are to ascertain progress to date in meeting project objectives, evaluate the
management effectiveness of FM, identify problem areas and constraints, and recommend
solutions. A total of 9 person-weeks were spent in-country by the three person team.

¢ Findings and Conclusions

1) FM channels credit through 6 NGO lenders who in turn assist about 20,000 micro-
enterprises in the Dominican Republic. At mid-point, about US$4.6M had been lent,
only 61% of the year three target., Credit disbursement by the end of the project is
also likely to undershoot EOP targets. The Project Paper overestimated the number of
NGOs which could qualify for credit and underestimated the amount of TA and time
required to enable these NGOs to meet minimum standards to qualify for credit.

2) FM credit quality i excellent. There have been no losses and no arrears to date.
FM has mechanisms in place for continually monitoring credit quality and has shown an
ability to act if it judges that NGOs are not following guidelines on loan recovery.

3) The TA provided by FM to NGOs has been reported as excellent. Training programs
have also been reviewed favorably.

4) The 6 NGOs funded by FM created or strengthened 37,511 jobs in 1993. Of these,
8,742 were new jobs created that year.

5) The project is having a positive impact on women. Women owners represent 47% of all
credit recipients (6% are jointly owned). Women represent 30% of the value of the FM
portfolio.

6) FM will easily achieve financial viability on a self-sustainable basis by the end of
the project. It has generated $750,000 in profits to date and will probably have a
total capital base of US$5M by end of project.

4 Principal Recommendations

A. Recommendations to FM

1. Maintain lending rate policies. FM's credit price and quality policies are
justified and should be maintained to protect its capital, grow its base of lending,
and to set market oriented and high credit quality standards for the industry.

a_lowest cost funds first. The ¥M policy of using lowest

Continue policvy of usin
5 sound.

2
cost (USAID/GODR) funds

1
3
1
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agrees with FM that, apart from recommendation #4, FM should focus T.A. on those NGOs
which show promise cf a greatly expanding portfolio. The ultimate goal is the number of
ISMEs receiving credit not the ultimate number of NGOs providing it.

4. Continue the excellent T.A. program but add one perscn to the T.A. staff responsible
for networking and assisting smaller NGOs. (Note: FM and USAID/DR reported in June
that FM has already acted on this recommendation). The cost of this one additional
person would not be great nor should i1c take away from or dilute the primary FM role as
a credit (vs. TA) provider.

5. Include in future reports to USAID the following indicators disaggregated by gender:
Average locan amounts % of total disbursement
% of lcans: under USS$300; $300-1600; over $1600
# and % of new loans vs. repeat loans
Sectoral breakdown (ccmmerce, industry, service)
Delinquency rates
Employment generation

6. Seek additional funding to continue research and T.A. If the project succeeds, it
will have demonstrated the utility of T.A. which should be continued and directed to
additional 1NGOs. Funding should also be sought for a continuation of the research
activities.

7. Promote the emergence of a Small Business Bank. The evaluation team agrees with the
FM Director and Board Members who feel that they have a role to play in promoting the
emergence of a small business bank. FM expertise can make an important contribution to
this initiative in various ways. FM can make formal requests to international dconors
and is in a position to dialogue with local and international providers of capital.

8. Clarify acceptable uses of proiect reflows and follow USAID Counsel on the Matter.
FM should not let any disagreement over this issue detract from the shared interest
which FM and USAID hold in promoting the democratization of credit in the Dominican
Republic. If FM wishes to use profits from operations to invest in a small business
bank, it should seek immediate and formal clarification of the here-to-date informal
questions which have been raised regarding whether this does or does not viclate any
terms of agreement between FM and USAID.

B. Recommandations to USAID

1. Drop the issue of FM access to commercial bank loans and revise input _schedule
accordingly. FM should not experience great difficulty in getting access to the
capital from different sources when the need arises. The most important tiing to
monitor is that GODR financing (at the relatively low cost of 12%) is received on a
timely basis once FM has sufficient credit demand to use it.

2. RPevise EQP targets for Qutputs, Purposes and Geals.

3. Revise key project assumptions. USAID assumptions at the outset of this project
were incorrect and USAID should now revise those that were written into the project
paper.

4. Monitor the proiject more carefully if there is change at the top of FM.

5. Clarify acceptable uses of project reflows. USAID should immediately clarify its
legal position as well as its advice regarding the potential use of FM profits (project
"reflows") for the purpose of investing in a small business bank. The evaluation team
believes that a small business bank is needed and that FM could have an important role
to play in helping to get this off the ground.
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in the micro- en;erprlce area by playing a catalytic role in sparking or pumppriming a
response to the needs of the small enterprise sector which are not being effectively
addressed under the current project. .

7. Finance a seriocus feagsibilityv study for small business banking.

8. Include existing or former develovment banks and the Credit Union Association
(AIRAC) in dialcgue on this issue,. These groups know a lot about channeling credit to
small business and can help USAID to shape its efforts. An effort to get credit to
small enterprise in rural areas should involve AIRAC.

9. Utildize centrallv funded USAID programs to support ISME efforts here. Specifically,
USAID/DR should investigate the pcossibility of utilizing the USAID/W loan guarantee
program and/or centrally funded buy-ins and technical assistance as a way of supporting
the establishment of small business banking.

10. Revisit the project in one year to measure progress.

11. Dialogue with other donors.

¢ lLessons Learned from the FM Project & Worldwide ISME/Credit Projects

1) A second tier (M) credit strateqgy will only work if there are a number of first
tier NGOs alreadv at or close tg the take-off stage. FM success to date would not have
been possible without ADEMI and ADOPEM.

2) Don’t underestimate the time and effort quutrﬂd to make ISME NGOs credit worthy.
The amount of TA required to get NGOs to meet the Project Paper pre-cconditions for
credit was underestimated.

3) Local TA for NGOs is preferable to costly foreiagn TA.

4) The combination of solid research, quality publishing and alliance with opinion
makers proved particularly effective.

5) The proiject confirmg previous "USAID "Lessons Learned" reports. The project confirms
previcus USAID lessons on the importance of stressing sound credit practices, the
avoidance of subsidy, and rigorous loan recovery. As a result, the project will be
selfsustaining.

6) NGOs alone cannot provide a full response to the ISME sector; a broader approach is
needed.

7) Many proiject assumptions did _not prove true.

8) Differentiate among three kinds of microenterprise. Several recent studies have
shown that the microenterprise sector has important subsegments. One segment is self-
employed for survival sake (street vendors), another is self-employed for convenience,
and yet another is truly entrepreneurial and seeks centinually to grow, take risks and
expand.

9) OECD hais identified key issues for donor support to microenterprise. OECD has
suggested that donors coordinate their efforts, include a focus on broader policy
environment issues, ensure open and flexible programs that accommodate change, respcnd
to local initiatives, channel assistance through self-help groups in amounts that can
readily be absorbed, expand local projects to the national level, and create
micro-entrepreneur communities. FM could benefit from greater donor coordination.
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EVALUATION ABSTRACT

The mid-term evaluation of the Micro and Small Business Development Project
(Project # 5170254) was coaducted by a 3 person evaluation team from J.E. Austin
Associates in early 1994. The project is being well managed and has been successful in
meeting its mid-term targets. FondoMicro (FM) has contributed in an important way to
supporting ISME in the Dominican Republic through credit, TA, and resecarch. FM credit
has helped NGOs to expand their lerding activities. Technical assistance has enabled a
number of NGOs to greatly improve their credit management and recovery capabilities.
Research and publications seem to have had a great impact as well. Not all targets have
been met for credit volume because of the bottlenecks at the NGO level where more time
and TA are required than was assumed in the project paper. FM has not proven to be a
funnel for other donors nor the necessary bridge between NGOs and the capital markets.
The project has an excellent benefit/cost ratio, will most likely be sustainable long after
project termination, and is having a favorable impact on women. However, an NGO
approach alone is inadequate to meet the needs of the ISME sector. This is especially true
for the needs of "small" business which still fall between the cracks of "micro" and
"medium/large” commercial borrowers. Something must be done to address these needs
ihrough formal banks and other financial institutions. This is especially true in the context
of the current financial reforms which provide both new obstacles and opportunities. Eight
specific recommendations to FM and 11 srecific recommendations to USAID are provided
to help ensure that the project continues on its successful track. Beyond this, the evaluation
provides USAID/Santo Domingo with an opportunity to go beyond the coasiderable
successes of the current project and consider ways to make an even broader impact on the
democratization of credit in the Dominican Republic in the context of the current financial
sector reforms, a purpose consistent with the goal of achieving sustainable growth with
broad participation in the benefits of that growth.
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EXECUTIVE SUMMARY

In January, 1994, J.E. Austin Associates was contracted to conduct the mid-term
evaluation of the Micro and Small Business Development Project funded by USAID in the

‘Dominican Republic. A total of 9 person-weeks were spent in-country by the 3 person

team. AID disbursements were ahead of schedule while the implementing agent,
FondoMicro (FM) had not been able to draw down GODR funds nor access third party
financing as scheduled due to a bottleneck in the absorptive capacity of FM’s NGO clients.

FM channels credit through 6 NGO lenders who in turn assist about 20,000 micro-
enterprises in the Dominican Republic. At mid-point, about US$4.6M had been lent, only
61% of the year three target. Credit disbursement by the end of the project is also likely
to undershoot EOP targets. The evaluation team concluded that if FM is proceeding more
slowly than planned it is also proceeding steadily. It has not overlooked any significant
major clients, nor is it too conservative in qualifying NGOs for credit. Rather, the Project
Paper overestimated the number of NGOs which could qualify for credit and
underestimated the amount of TA and time required to enable these NGOs to meet
minimum standards to qualify for credit.

FM credit quality is excellent. There have been no losses and no arrears to date.
FM has mechanisms in place for continually monitoring credit quality and has shown an
ability to act if it judges that NGOs are not following guidelines on loan recovery. The FM
loan rate, seen as high by NGOs, is slightly below the commercial prime rate but above the
cost of funds on the local money market. The team found this to be appropriate.

The TA provided by FM to NGOs was reported as excellent. Training programs
have also been reviewed favorably. FM has had an especially notable impact with its
research on the microenterprise sector. Sound research methodology, combined with
effective publications, and excellent access to media have helped to shape public opinion,
raise understanding, and influence the agenda of political parties and international donors.

The project has achieved its purpose of institutionally strengthening FM which is well
run and has an active Board of Directors. Expenses for administration were well under
budget and economies were achieved in the procurement of commecditics and technical

- assistance. FM has proposed reallocating funds earmarked for overhead to further project

purposes. There will be a sevenfold increase in the TA provided to NGOs thanks to a mid-
course correction which substituted local for foreign TA.

The 6 NGOs funded by FM created or strengthened 37,511 jobs in 1993. Of these,
8,742 were new jobs created that year. ISMEs funded by these NGOs are creating jobs at
four times the ratc of thrc average ISME and one new job is being created for each $1,100

. of annual credit. The microenterprise sector as a whole contributed over 82,000 new jobs

in the Dominican Republic in 1993.

ii
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The project is having a positive impact on women. Women owners represent 47%
of all credit recipients. Two NGOs target disadvantaged women. ADOPEM, an affiliate
of Women’s World Banking, is the second largest FM client and seems particularly effective

‘in empowering women from poor and disadvantaged backgrounds. FM has also published

specialized research which has increased public knowledge about women’s participation in
the national microenterprise sector.

FM will easily achieve financial viability on a self-sustainable basis by the end of the
project. It has generated $750,000 in profits to date and will probably have a total capital
base of US$5M by end of project. This is largely due to good financial management. A key
assumption is that such management will continue in place.

In addition to 8 specific recommendations to FM, the evaluation team recommended
that USAID drop the issue of FM getting access to commercial bank loans; revise EOP
targets for outputs, purposes and goals; change key project assumptions; promptly clarify
for FM the acceptable uses of project reflows (especially whether they can be used to
capitalize a small business bank); and consider ways to have a broader impact on the
democratization of credit in the context of current banking reform.

The slow expansion of NGO lenders and the fact that one NGO received 83% of FM
credit in 1993, calls into question the validity of the second tier lending strategy which
underpins the USAID approach. Of FM’s 6 NGO borrowers only 2 have a client base of
2,000 or more ISMEs. The success of the second tier strategy will depend on the expansion
of credit by first level NGOs. The Project Paper underestimated the time and effort
required to make ISME NGOs credit worthy. Local TA for NGOs proved more effective
than international TA which was originally part of the project design. The lower cost of
local TA has also allowed FM to significantly expand the quantity of TA provided. TA
providers now spend 3 days a week on-site helping NGOs. |

Five NGOs had significantlyimproved their operations thanks to FM. Their capacity
for lending to ISMEs was expanding. The evaluation team also found another advantage
in the second tier lending approach: there is value in diversity. ADOPEM and MUDE
focus on the special needs of women. Two credit unions specialize in lending to
disadvantaged rural areas. FONDESA is especially attuned to the Cibao region. After 3.5
years it is still too early to tell whether these next level or "Avis" NGOs will be able to
significantly expand their credit operations to the point where EOP targets can be met.

The evaluators also pointed out that despite project profitability and success, this
approach alone cannot provide a full response to the ISME credit needs. A broader
approach is needed. USAID should consider a complementary initiative, in the context of
the current financial sector reforms, for helping to achieve the democratization of credit.

“This might include funding initial feasibility studies for a small business bank, exploring the

potential for using the AID/W centrally funded loan guarantee program, and support for
financial institutions wishing to launch initiatives geared to small and/or micro enterprise.

iii




PREFACE: THE CASES OF DIANA ESCOBAR AND ROSA SANCHEZ

1. Diana Escobar, two years ago, was a nurse working in a Santo Domingo hospital. She
had already begun to make and sell simple cosmetic Jewelry from the front room of her

-house when Franklin Domingo, an ADOPEM promoter in the Sabana Perdida bartio heard

about her industriousness, creativity and skill through his ongoing activitiess in the
neighborhood where his contacts help him to identify potential credit-worthy micro-
entrepreneurs. With a beginning loan of US$200 (RD$2,500), Diana established a florist,
crafts, and notions shop on the first floor of her two-story home. Her daughter helped her
with the business aad together they collected old, cast-off items like jewelry and other small
objects, cleaned them and refashioned them into something new. Diana’s shop reflects her
creativity: teddy bear arrangements, corsages, wedding headpieces and bridal accessories,
costume jewelry, dried and fresh flower arrangements. :

Diana has now opened a beauty salon next door to her notions shop. Her 10st recent loan
from ADOPEM was for US$3,600 (RD$45,000). She now exiploys 6 young women and
coaches them on how to plan for their futures. Franklin says she now brings in, on the
average, more in one day than what she used to make in a month. Her employees are
better paid than Diana was as a nurse. Future plans irclude opening her second floor for
rentals of party equipment such as tables, chairs and linens and she is building up the

- capital base to do so. In the meantime, in planning to penetrate the wedding market, she

is expanding her merchandise to include more items for weddings and wedding parties.

2. Rosa Sanchez leads us to a structure under construction about a block away from her
current residence. This is the home and workshop she and her husband are building and
own after five years of hard work and saving, while enduring crowded living conditions.
Rosa points out the large area where her small "factory” will be located. She will be abie
to accommodate 12 to 15 employees in the new workshop. She indicates an ample storage
area off the workshop where the finished jeans will be stored instead of in the bedroom.

Five years ago, Rosa utilized a loan from ADOPEM for US$160 (RD$2,000) to increase
her supply of fabric and to purchase a better sewing machine for her small, in-hiome activity
of making men’s jeans. She and her husband lived with their three children in the small
two-bedroom home which they rented for many years.

Five years after that first loan, they are being crowded out of the house. The largest room
in the house, the front room, contains two large cutting boards and seven sewing machines
which occupy the time of her seven employees. There is barely enough room for the beds
in the bedroom as it is stacked wall-to-wall and floor to ceiling with jeans ready to sell.
Rosa has just paid off a RD$50,000 loan (US$4 000) and has iecently been approved for
$100,0600 (US598,000) joan with ADOPEM. The business has become a reai family affair
as Rosa’s husband is in charge of distributing the jeans through wholesale networks. They
are enormously proud of the home and shop they now own and look forward to the further

expansion of the business.

1\



INTRODUCTION

'Purpose of Evaluation

In July of 1990, USAID/Santo Domingo signed a seven year US$7.25M Cooperative
Agreement with FondoMicro (FM) for the purpose of providing credit and technical
assistance through NGOs to the small and microenterprise sector in the Dominican
Republic and to strengthen and develop credit delivery mechanisms to that sector. This,
in turn, would combat the high unemployment and underemployment that characterizes the
Dominican Republic’s economy. This mid-term evaluation is designed to evaluate the
progress to date, identify obstacles, and present recommendations.

The specific tasks are to ascertain progress to date in meeting project objectives,
evaluate the management effectiveness of FM, identify problem areas and constraints, and
recommend solutions. Key areas of analysis include: planned vs. actual targets achieved
to date, project effectiveness and relevance, the benefit/cost of the project, the sustainability
of the effort after project termination, project impact on women, the strategic future for
FM, and alternative approaches for AID interventions in this sector.

In January of 1994, J.E. Austin Associates (JAA) was contracted by USAID/Santo
Domingo to conduct the mid-term evaluation of the FondoMicro Project. The evaluation
team was comprised of three people: Mr. Kevin Murphy, President of JAA; Ms. Kimberly
Sayers, JAA Associate; and Ms. Karen Wade, Senior Associate at the Institute for Applied
Social Policy Research of the Claremont Graduate School. Mr. Murphy organized dialogue

- sessions between AID and microenterprise NGOs in 1988 as part of USAID’s effort leading

to the current project. The team spent 9 person-weeks on site evaluating the project.

Methodology Used in This Study

The standard JAA project evaluation methodology, which conforms closely to AID
evaluation guidance, was used in this study ;Exhibit 1). The three person project team:

1. Gathered and analyzed previous studies available i in the USA by AID, World
Bank, IDB, OECD and others regarding the lessons learned worldwide on
microenterprise projects.

2. Visited IDB/Washington officials who are directly‘ involved in funding
“microenterprise lending efforts in the D.R. (donor coordmatlon had been
identified as an xsme)

3. Developed a serie:s of Sﬁétegic questions to be answebred based on the scope
of work provided by the Mission.



4. Reviewed project documentation in the USAID and FM offices and received
initial briefings from USAID officers.

5. Designed and implemented an NGO survey questionnaire with 6 existing FM
clients and 6 non-clients. Detailed interviews were also conducted with FM

personnel.

6. Conducted an independent search for NGOs other than those identified by
FM by gathering lists of NGOs from the Santo Domingo offices of AID, the
IDB and the IAF. These additional NGOs were contacted as well.

7. Contacted organizations that were in a position to independently evalzate FM

‘ including IDB-Santo Domingo, IAF-Santo Domingo and the National
Business Council (CNHE). The team also interviewed a number of micro-
entrepreneur beneficiaries to solicit their po’its of view. ‘

8. Used project paper benchmark data and LOGFRAME targets to assess
accomplishments.

9. Applied JAA strategic analytical frameworks to assess FM and to analyze
alternatives. |

10.  Presented preliminary findings to 6 USAID officials on Friday, February 25th,
- 1994,

11.  Provided a preliminary written report in March and received feedback on it
from USAID in May and June.

12.  Revised and submitted this final report to the Mission in July.

Historical Background to This Projer*

USAID identified the importance of the microenterprise sector in the Dominican

| Republic long before this project and has been among the pioneers in supporting the sector.

In 1988, as part of a private sector strategy assessment, J.E. Austin Associates organized a
dialogne session where 4 microenterprise NGOs and USAID met to discuss the needs of
the sector. NGO leaders present reported that the meeting was the first tine that these
NGO leaders had all been united in the same room to talk about their challenges and
approaches for the future. From this and subsequent sessions, USAID began formulating
a strategy for assistance. In 1989, USAID commissioned a study by MSI which confirmed

that lack of access to credit was a constraint to growth in the ISME sector. Virtually no - -

ISMEs had successfully obtained credit from a bank. A related study confirmed that
Dominican banks consider the transaction costs of such activity unacceptably high. If ISME

2

T ]



growth was to be catalyzed, credit accessibility had to be improved. Most ISMEs used their
own or family contributions, "prestamistas,” or NGOs operating lending programs. USAID

sought to support and expand the operations of the latter.

Initial discussions with the NGOs centered around the possibility of creating an
industry association "ASOMICRO" which would be led by the NGOs themselves and would
seek to mobilize credit and technical assistance to the sector. In part because of
philosophical disagreements among NGOs and in part because USAID felt that it would
be more effective, USAID decided to support the creation of FondoMicro, a non-profit
organization with a Board of Directors mainly from the banking community, created to
channel resources to NGOs with credit programs to ISME. The validity of a second-tier
strategy must be evaluated along with the effectiveness of the institution itself.
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1. EVALUATION OF INPUTS

Accelerated AID Inputs Have Allowed FondoMicro to Capitalize Rapidly. Asshown

‘in the Table 1 below, FondoMicro has received $3.8M from USAID, nearly twice the

amount that was originally scheduled to be disbursed by this point. This acceleration, made
possible by the expeditious fulfillment of conditions precedent and by AID approvals, has
enabled FondoMicro to utilize lowest cost funds first and capitalize itself more quickly than
would otherwise have been the case. The latest Project Financial Status Report made
available to the team by USAID/Santo Dominge showed total (FM and non-FM)
disbursements of US$4,852,581 leaving an unliquidated pipeline of US$2,397,419. An
additional $580,487 had been advanced by USAID. By the beginning of March 1994,
USAID had disbursed or advanced 74.9% of total project funds.

| Table 1
AID DISBURSEMENTS (TO FM ONLY) UNDER PROJECT
YEAR  SCHEDULED  ACTUAL VARIATION

1199091 $0.5M $0.9 M $0.4 M
21992 $0.8 M $14 M $0.6 M
3 1993 $0.7 M $1.5 M $0.8 M
TOTAL $20 M $3.8 M $1.8 M

Source: Project Paper (p.11-12) and FM documentation.

FM Has Not Been Able to Draw Down Its GODR/ Funds As Scheduled. The
project paper envisioned that by year three of the project, FondoMicro would have obtained
$2.0M in local currency STP funds from the GODR. At the time of writing, FondoMicro
has solicited and obtained only half of this amount. The remaining half has not yet been
solicited because FondoMicro lacks an outlet for these funds. Because of STP regulations,
FondoMicro cannot on-lend any more STP funds to ADEMI, currently the only client with
the capacity to absorb this volume. Rather than incur interest charges of 12 percent for
funds it cannot place, FondoMicro has postponed soliciting an additional $1.0M. However,
FondoMicro’s director expects that increases in lines of credit to other NGOs will ]ustlfy
soliciting the remainder by the end of 1994 (see Exhibit 2).

'FM _Has Not Drawn Down Its RD$2.0M Line of Credit with Banco Popular Nor
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its commercial bank line of credit nor sought to negetiate others. FM faces a bottleneck
in its distribution channels as NGO absorptive capacmes are not as great as was assumed
in the Project Paper. FM management prefers using its lower cost funds first.

- Tapped Local Capital Markets, For the same reasoa dezcribed above, FM has not utilized




Access To Commercial Bank Loans Is Not a Major Constraiht. USAID has

‘repeatedly questioned FM non-utilization of commercial bank lines of credit for on-lending
to NGOs. The evaluation team does not believe that this is a key issue nor does it
represent a constraint for the project. First, Dominican banks are well represented on
FondoMicro’s Board and seem to be willing to provide lines of credit if needed. Second,
FM has an existing line of credit with Banco Popular which is unused. Third, many NGOs
can get at least some commercial loans directly from banks. Finally, if FM should wish to
get access to additional capital it would probably first seek to tap the local money market
through the Bolsa de Valores de Santo Domingo as the cost of funds there would be about
15% versus the current best prime rate of 19% available from banks.

FM Has Not Received Financing for Credit Operations from the IDB or Other
Donors. The IDB has preferred to provide soft loans directly to NGOs rather than using

FM as a second tier credit agency. However, in the near future IDB funds will probably
finance FM training and TA to NGOs. In addition, the evaluation team learned from its
discussions with IDB that there is also an outside chance that FM could be selected as the
implementing agent in the D.R. for the IDB/Washington global microenterprise finance
project. |

The Budget Amendment Approved in 1993 Will Stréngthen FM’s Capability to
Achieve Project Objectives. In addition to providing credit to NGOs, FondoMicro was

supposed to provide technical assistance and conduct research. The latter two activities
were to be financed through a GEMINI buy-in. In March 1993, a request for an extension
of the buy-in agreement resulted in the discovery that, as a Handbook 13 grant recipient,
FM could not legally access an AID buy-in. With GEMINI assistance no longer an option
FM proposed to bring the research and technical assistance functions completely in house.
USAID approved the proposal, which took $1.3M out of the GEMINI budget category and
split it between the credit program and newly-created in-house technical assistance and
research divisions. While it will use only half the funds originally intended, FondoMicro will
provide significantly more research and seven times the technical assistance originally
anticipated. Much of this savings can be attributed to the usage of local rather than
expatriate expertise. It is the evaluation team’s judgement that this represents a cost-
effective approach as qualified T.A. providers are available locally.

To summarize, the availability, level or timeliness of input provision has not been an
obstacle to project performance. AID inputs are ahead of schedule while non-AID inputs
are behind schedule. Delays are due to demand, rather than supply: FM could access the

funds but the absorptive capacities of NGOs does not justify doing so at this point.



2. EVALUATION OF OUTPUTS

2A.  CREDIT (FINANCIAL SUPPORT) PROGRAM

Quantity of Credit Lent

At the End of Year 3, FondoMicro had Lent $4.6M, or 61 Percent of the Y Target.-
By December 31, 1993, FM had approved RD$62.2M, of which RD$57.2M had been used
by the microenterprise NGOs in its portfolio (Exhibit 4). This undershooting of the lending
target is one of the central project issues. The problem centers around the number of
eligible NGOs with microenterprise lending programs and their absorptive capacity.

Annual Credit Disbursement Is Likely To Significantly Undershoot End-of-Project

Targets. The project team asked FM to prepare its best estimates for future credit
disbursement. FM currently projects a portfolio of RD$144M, although this assumes nearly
five-fold growth by ADOPEM, tenfold growth by FONDESA and the addition of new
NGO:s to the portfolio that have not yet been identified. This would lead to a portfolio of
about US$12M given current exchange rates (Exhibit 5).

The Project Team Concluded That FM Is Not Overlooking Major Clients. The team

also tried to assess whether FordoMicro had contacted or exhausted the universe of
potential clients. The team requested lists from major donors to NGOs operating in the
micro and small enterprise sector. The team contacted all of these which could be located
to verify the existence, size, and scope of their lending operations. The team discovered six
that claimed to operate lending programs. These had modest portfolios, the largest of
which was under US$500,000. Some of these were known to FM, and others have recently

emerged.

The Project Paper Overestimated Numbers of Microenterprise NGOs. The project

paper believed that "scores" of microenterprise NGOs were potential clients. In reality, the
actual number of microenterprise NGOs which could be potentxal clients is more like 25.
Of these FM is currently mvolved with 10 and has engaged in initial conversations with an

additional 3.

The Number of Credit Worthy NGOs Was Also Overestimated in the Project Design.
The project paper envisioned 12 credit worthy NGOs by year 3 while only planning for 8
TA programs. This implies that four NGOs would be found in the first three years of the
project that would not require TA (Exhibit 6). In fact, only one NGO, ADEMI, met the
project criteria for credit eligibility without TA. ADEMTI’s size allowed it to absorb a
relatively large volume of funds, and FM met 75 percent of its Y1 portfolio goal. Credit
disbursement, as a percentage of project targets, slipped in subsequent years.




The Evaluators Sought to Verify that the Alleged Bottleneck Actually Exists. The
team’s strategy in doing this was two-fold: For current NGO borrowers and TA recipients

-expected to qualify shortly, the team reviewed a "diagnostico” of each NGO which was

conducted by the accounting firm of Sotero Peralta, in order to verify that these firms did
not initially meet the lending criteria set out in the project paper and in FendoMicro’s
Credit Manual. In addition, NGOs were asked in interviews to assess the accuracy of these
findings. In this way, the evaluation team was able to conclude that credit was neither
denied nor delayed to any known entity that fulfilled the objective criteria.

The Project Paper Overestimated the Absorptive Capacities of the NGOs and the
Level of Technical Assistance Required to Qualify New NGQOs. FondoMicro has been

working with NGOs in an effort to render them eligible for credit and/or expand their
lending capabilities. This would enable FM to widen its market and lessen its dependency
on only one client. Three groups were approved for credit in the project’s second year, but
their lines of credit combined were only US$480,000.

Two cooperatives were approved for credit in 1993. Like their predecessors the year
before, these groups had 