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EXECUTIVE SUMMARY

This report provides agloba picture of the microenterprise development program of the U.S. Agency for
International Development for FY 96. Results reporting is an integra part of the Agency's Microenterprise
I nitiative, launched in 1994 and recently renewed in 1997. The Microenterprise Initiative, part of the Agency's
broad-based economic growth strategy, seeks to strengthen USAID's microenterprise program and expand the
availability of financid and non-financia services to poor microentrepreneurs.

The report focuses on two specific areas: the levels and distribution of microenterprise funding obligated
in FY 96, in ether dollars or locd currency; and the programs of the ingtitutions supported through those
obligations. In addition, specid attention is paid to microfinance programs, including poverty lending programs
that reach poor borrowers.

Funding: In FY 96, USAID funded microenterprise programsin the amount of $111.4 million.* Of
the overdl funding level, 67 percent was for microfinance: technica assstance and loan funds or operating costs
of microfinance indtitutions. All of USAID’ s regiond bureaus with the exception of Africa have funded credit
programs in greeter proportion than non-credit activities (see Figure 1). In Africa, anumber of USAID misson
programs are targeted a providing services required by microenterprises which are complementary to credit.
Largely in response to the Agency's
Microenterprise Initigtive, the central
bureaus (principaly the Office of
Microenterprise Development) have
substantialy increased their share of overal
funding.

US Dollars, Milliohs

Figurel.
Uses of Microenterprise Funding
by Region, FY 96
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! The figure is lower than the internal USAID target level of $118 million, and lower than the figure
presented in June 1997, which was $138 million. Reconfirmation of mission data submissions, particularly
for two countries, Poland and Ghana, led to areduction in the earlier estimate. In the case of Poland, $18
million will be reported in FY 97, not in FY 96 as origindly indicated.



Programs The microenterprise programs supported in FY 96 reached over 980,000 clients, of
which 66 percent were women. These clients had access to 243 microfinance ingtitutions with combined |oan
portfolios of $301 million. Adding the indtitutions receiving funds for the provision of non-financia services
to microenterprises, the total number of ingtitutions supported in FY 96 was 310. Of these, 74 percent were
locd non-governmental organizations or private voluntary organizetions.

Poverty Lending: Of the 982,000 loansissued in FY 96 by USAID supported ingtitutions, 89 per cent
wer e poverty lending loans. 58 percent of USAID’s funding for microfinance was devoted to poverty
lending and the poverty lending portion of mixed programs. In al USAID regions, excluding ENI, nearly two-
thirds of the support to credit programs reached poverty lending. In Africa, with its very low levels of GDP per
capita, there is an appropriately greater concentration on poverty lending: 83 percent of al microfinance support
isdirected at the very poor.

USAID’s biggest chdlenge in the coming yearsis to help more of its partners to achieve financia
sugtainability. Only fully sustainable indtitutions can reach the many clients who need services and do so without
repeated injections of donor funds. Only such inditutions will make permanent, structurd changein their
communities and nations. The prospects are strong for microfinance ingtitutions to make this legp as can be seen
from the success of Latin American programs and some Asan inditutions. Seeking progressin this areawill
define USAID’ s microfinance agenda for the coming years.



|. USAID’'SCOMMITMENT TO MICROENTERPRISE DEVELOPMENT?

In launching its Microenterprise Initiative in 1994, and renewing it in 1997, USAID affirmed that support
for microentrepreneurs would be one of the main aspects of its approach to economic growth, an approach that
Stresses increasing the economic participation of the poor and people in trangtioning economies.

USAID works indirectly through locd indtitutions, US PV Os, and private financid inditutions. In the
field of microenterprise, the agency’'s work primarily involves promoting the devel opment of effective
methodol ogies, srengthening the indtitutions that deliver servicesto clients, and helping those ingtitutions expand
their outreach and increase ther financid sugtaingbility.

This report summarizes the data collected recently on dl USAID microenterprise programs receiving
funding in FY 96, the most recent year for which "actua" data (as opposed to estimates) are available. It dso
presents summary data for past years, placing the FY 96 program in the broader context of USAID's growing
commitment to microenterprise during a period of budget stringency.

A.WHY MICROENTERPRISE?

Around the world today, vast numbers of poor people earn their living as microentrepreneurs. They
engage in small-scae business activities that produce goods and provide services for their communities. These
microentrepreneurs aso produce critical incomes and employment to sustain their families. Microenterprises are
often particularly important to women, as they alow women to work from their homes while caring for their
children. In many countries, particularly the lowest income countries, microenterprises engage up to one-third of
the [abor force, and many countries report that the microenterprise sector of the economy is growing quickly as
new entrants to the labor force cannot find forma employment elsewhere.

Microenterprises include seasond and part-time income earning activities that supplement avariety of
other family earnings (such as agriculturd labor). They include full-time enterprises that, while staying smdl, dlow
families to build assats over time and pay for important family investments such as education, improved nutrition,
and better housing. They aso include the minority of microenterprises that will grow to become larger businesses,
offering employment growth as well as a permanent path for entrepreneurs out of poverty. In Eastern Europe and
the Newly Independent States (USAID’s ENI region), microenterprises provide direct experience for new
entrepreneurs in private ownership and the market economy. Particularly in this region, microenterprises may
prove to be an important avenue for new business creation.

2 This report was prepared by Elizabeth Hunt in the Office of Microenterprise Development,
Economic Growth, Globa Bureau (G/EG/MD), under the direction of Elisabeth Rhyne, Director, with
assistance from Catherine Neill (Weidemann Associates, Inc.).



Because microenterprises contribute importantly to family income, jobs, the ddlivery of goods and
sarvices, and enterprise creation, support to microenterprises has a place in both economic growth and poverty
dleviation srategies. Accordingly, microenterprise development is a key component of USAID’ s gpproach to
economic growth, which emphasizes economic opportunity for the poor. USAID’ s microenterprise devel opment
efforts are directed a enabling the poor to increase assets, income and productivity, by gaining access to services
previoudy out of reach for them. Experience has shown that accessto financid services helps endble
microentrepreneurs or potential microentrepreneurs to establish viable, sustainable enterprises. In some cases
financid services can be successfully supplemented with other kinds of support (business training, product design,
marketing) that assst businesses to thrive and grow.

B. HOW USAID SUPPORTS MICROENTERPRISE GROWTH

To achieve the spread of high quality services for microenterprises, USAID relies on an array of
development partners, both US-based and locd, ready to address the challenges of providing financia and
technica/business services. USAID provides the support these development partners need to strengthen their
capacity to ddivery quality servicesin asudtainable way.

A number of indtitutions have demongtrated that financia services can be provided in the poorest
communities on a cost recovery basis and at a price the poor are willing and able to pay.® Methodologies have
evolved to serve large numbers of clients. Because microfinance services can be provided to large numbers
profitably, most USAID programs focus on microfinance, including poverty lending.

Throughout the world, NGO programs provide credit services to the previousy unserved poor viavillage
banking, group guarantee, and individud lending. These programs are beginning to reach significant numbers of
people, to cover their costs, and even to generate profits (see Box 1). NGOs have made so much progress that
USAID has established a policy that dl the microfinance programs that it supports must become financidly viable
and of sgnificant 9ze within areasonable time frame. A few NGOs have been exceptionaly successful and have
been converted into formd indtitutions, regulated by the banking authorities and permitted to take deposits from
the generd public, while continuing to focus on providing services to their small scae borrowers and depositors.

It is hoped that many more inditutions will reach thisleve in the next few years.

3 See Christen, Robert Peck, Elisabeth Rhyne, Robert C. Vogel, and Cressida McKean, "Maximizing
the Outreach of Microenterprise Finance: An Analysis of Successful Microfinance Programs.” The
United States Agency for International Development. USAID Program And Operations A ssessment
Report Number 10. USAID Center for Development Information and Evaluation. August, 1995.




In some places, commercid banks are discovering anew niche®, and are either adopting techniques
pioneered by the NGO community to serve the microenterprise market directly, or are becoming wholesalersto,
or partners with, the NGOs.  Credit unions aso are, with donor encouragement, reaching further down into the
community and improving their attractiveness to smdl savers and borrowers. These are exciting and complex
developments. In numerous countries, innovation and exploration are going on a every level from locad NGOsto
credit unions to the commercid banking sector and the nationd regulatory authorities. In many cases, specidist
USPVOs aeinvolved as partners or ffiliaes. In avast number of cases, USAID isinvolved in asgnificant way.

Box 1. CHISPA — Mennonite Economic Development Association
(MEDA), Nicaragua

The Mennonite Economic Development Association (MEDA) established the CHISPA |oan
program in April 1991 to support microentrepreneurs in the war-torn Masaya area of Nicaragua.
After the civil war, Nicaraguawasimpoverished and there was rampant unemployment. This
Stuation resulted in rapid growth of the informal, salf-employed sector. CHISPA (which means
“Spark”) responded by offering financing and training to these new entrepreneurs. It has since
expanded to the Managua and Rivas areas. Although it is arelatively young credit program, CHISPA
is now financidly viable, covering al of its financia and operating expenses.

CHISPA provides credit to enterprises through three principal credit lines: 1) solidarity group
loans, 2) individual loans; and 3) smal business loans. The solidarity group program comprises about
70 percent of CHISPA's portfolio. Groups of 4 to 5 microentrepreneurs come together to receive
training and loans. Loan terms range from about 4 to 30 weeks. Repayments rates have been well
above 95 percent. Poor women are approximately 60 percent of the solidarity group borrowers. The
individua loan and small business loan programs have about 1,000 clients, receiving larger and longer
term loans.

By March 1997, the CHISPA program had 5,019 active borrowers and a portfolio of $915,000,
with an average loan size of $199. With USAID assistance, the program plans to expand to over
9,600 clients by 1999 and to access commercia sources of funds.

Financid services are not the only services that can benefit microentrepreneurs.  Policy reformin areas
such asmunicipd licensng, zoning and land use redtrictions, and certain areas of trade policy can have a
fundamentd impact on microentrepreneurs ability to do business profitably. Technica skills upgrading, business

4 See Bayadas, Maya M., Doublas H. Graham and Liza Vaenzuela, "Commercia Banksin
Microfinance: New Actors in the Microfinance World," Microenterprise Best Practices Project, August,
1997. The paper is available through web site: www.mip.org.
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skills training and market access are dso identified by microentrepreneurs as areas where they need assistance.
Given the variety, finding cost-effective ways of delivering these services remains chalenging. USAID supports
experimenta work which attempts to establish those additional services that are critical to microenterprise
success and can be delivered in accessible, cost-recoverable ways.

In March 1994, USAID launched a Microenterprise Initiative to give added impetus and attention to the
Agency'swork in this sector. To underscore USAID's commitment to this exciting work, the Microenterprise
Initiative was renewed in July 1997. The Initiative brought together leaders who made a commitment to support
USAID’ s microenterprise work, including USAID Adminigtrator Brian Atwood, Republican and Democratic
Congressmen and Senators, the Firgt Lady Hillary Rodham Clinton, and the microenterprise devel opment
practitioners represented by the Microenterprise Codlition, apolicy group of US PVOs engaged in
microenterprise development worldwide.

For the renewed Initiative, USAID has pledged that its programs will be characterized by the following:

C At lesst hdf of dl microenterprise clients of the indtitutions it supports will be women;
C At least hdf of al the funds supporting microfinance ingtitutions will go toward poverty lending programs;®

C At least two-thirds of the clients of the microfinance inditutions it supports will receive poverty lending
loans (less than $300);

C The average repayment rates for microfinance inditutions receiving USAID support will be 95 percent or
above;

C Every microfinance organization supported by USAID will have a plan for reaching full financid
sugtainability within a credible period of time;

C USAID has set atarget of 15 percent per year growth in the number of clients recelving services.

To ensure that these pledges are met, USAID aso continues to further devel op its systems to measure
and monitor the results of its microenterprise support efforts.

C.DATA COLLECTION FOR THISREPORT

Two types of datawere collected for this report: funding data and data on the ingtitutions supported with

® Poverty lending programs are defined as those which issue a significant portfolio of loans of $300 or
lessin most regions of the world or of $1,000 or less in Eastern Europe and the Newly Independent
States. A program may be 100 percent dedicated to poverty lending or may have a portion of its lending
in this range.
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USAID funding in FY 96. The funding dataincludes dl obligations® of US dollars made by USAID missions and
USAID/Washington offices for microenterprise development, aswell asloca currency expenditures.” Misdons
and USAID/Washington offices were asked to report on both the sources and uses of funds for microenterprise.
Annex A provides details on the methodology used.

USAID microenterprise funding came from the standard funding accounts within USAID, which include
Development Assistance Funds, Economic Support Funds, Freedom Assistance Act Funds, Special Assstance
Initiatives Funds and local currency associated with baance of payments support programs or PL-480. Annex B
provides more details on the funding categories.

[I. FINDINGS
A.USAID MICROENTERPRISE DEVELOPMENT FUNDING
The overdl trend in USAID microenterprise funding shows a perdgstent increase during the past decade

(see Figure 2). By 1995, the funding level was 131 percent of the 1988 level and by 1997 it is expected to rise
to 160 percent of 1988.

6 In USAID, funds are defined as "obligated" when they are assigned to a specific, legaly binding
agreement or contract.

" Local currency expenditures represent funds from special programs, such as food aid, that generate
local currency for use by local governments or organizations which are programmed with USAID
approval. These funds are necessarily tracked at the point of expenditure (actual transfer of funds) rather

than obligeation.
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Under its 1994 Microenterprise Initiative, USAID proposed to fund microenterprise programs at $130
in FY 94 and $140 in FY 95. The actua amounts were $137.3 million and $133.5 million for 1994 and 1995,
respectively. Whileinitidly it was projected that FY 96 funding would reach $118 million, actud funding proved
to be somewhat less at $111.4 million.?  In its renewed Microenterprise Initiative in 1997, USAID proposed
providing annua funding of $120 million to microenterprise activitiesin FY's 97 and 98. The current estimate for
microenterprise funding in FY 97 is $150.2 million. 1t should be noted thet estimates generdly exceed actuds, as
often some portion of the activities that missions anticipate funding in agiven year are not funded or are funded in

the succeeding year.

Periodically the total funding for individua years either fals backward, asin FY 96, or legps ahead, as
happened in FY 94. A rolling average is useful for demongtrating the underlying trend. A ralling three-year

8 In June, 1997, USAID released a preliminary total of $138 million for FY 96. This number has
changed as a result of closer scrutiny of each reported item in the process of collecting the detailed
ingtitutional data. Some of the change can be attributed to discrepancies in the definitiona criteriafor

microenterprise among missions. The largest change resulted from a shift in timing of nearly $20 millionin

funds provided to Fundusz Mikro in Poland from FY 96 to FY 97.
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average beginning in 1988 better illudtrates the steady USAID commitment to microenterprise development (see
Figure 3).

Figure 3. Average Funding of Microenterprisefor Three-Year Periods?

1. Yearsshown in table mark theinitial year
- of the three-year period. Hence, 1995

US Dollars, Millions represents the average of FY 95 (actual), FY
160 96 (actual), and FY 97 (estimated).

Thefluctuations are due to
various factors, such asthelife cycle of
USAID projects. Many missons have
only one or two projectsin agiven
sector. When alarge project ends,
there tends to be a funding decrease
while amisson gets anew project in
that sector underway. If this happensin

1989 1991 1093 1995 anumber of missons smultaneoudy, it
1988 1990 1992 1994 appears as adrop, followed by asurge
in the overdl USAID microenterprise
funding. Similarly, changing geopoalitica
emphases and Congressond earmarking of USAID funding cause funds to move from region to region; this can
cregte phenomena similar to the project life cycles. Asisdiscussed later, the Eastern European programs are
currently shifting toward the poorer areas of the region and toward more traditional development programming,
which should lead to a Significant increase in microenterprise funding; conversaly, some of the traditiond USAID
regions have been reatively de-emphasized in recent years. In addition, in some countries the funding is narrowly
tied to drug eradication, environmenta preservation or other mandates. Findly, asin FY 96, the Agency
sometimes recaivesiits funding extremely late in the year. 1n such years, when funds can be carried over,
obligations often actudly take place in the following fisca year. Some combination of these and other factors
creates an uneven trend line.
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1. Microenterprise Funding Compared to Overall Agency Funding

Since 1990, overal appropriated funding available for development programming has been declining
(See Table 1). USAID’ s support for microenterprise has been maintained despite the stringent budget cutbacks
affecting the Agency asawhole.

Table 1. Total USAID Funding Levelsand Microenterprise (ME) Funding, (US Dollars,
Millions)

1990 1991 1992 1993 1994 1995 1996

o

Total Agency* 6,208.2 5,244.2 4,993.0 4,862.2 3,934.7 5,524.4 4,391.3
I —

Total for ME

without local 54.4 83.4 95.7 72.4 120.8 116.2 97.5

currency

Per cent of

Agency Total 0.8% 1.6% 1.9% 1.5% 3.1% 2.1% 2.2%
|

Total for

ME with

local currency 75.4 113.6 126.3 96.0 137.4 1335 111.4

Per cent of

Agency Total 1.2% 2.2% 2.5% 2.0% 3.5% 2.4% 2.5%

1. Total Agency funding is defined as the sum of actual obligationsfor DA, ESF, SAI/NIS, Titlell and Title 11 asreported in the

summary tables of the Congressional Presentations for the appropriate years, net of transfersto Israel, Cyprus, Ireland, South
Pacific, and Turkey.

Ovedl available agency funding was a a high of $6.2 billionin FY 90. InFY 96, including the funding
sources utilized for the ENI, the equivaent level was $4.4 billion or 70 percent of the earlier figure. In the same
period, despite declines and heavy earmarking of the budgetsin many years, the amount of dollars obligated for
microenterprise rose from 0.8 percent of al USAID funding in FY 90to 2.2 percent in FY 96. A high of 3
percent was recorded in 1994. If the estimates for FY 97 are confirmed, the percentage should rise further.

Locd currency, and more recently contributions to the ENI Enterprise Funds, are frequently important
sources of microenterprise funding. When the local currency and Enterprise Fund contributions used for
microenterprise development are added, microenterprise funding compared to the available development budget
risesto 1.2 percent in 1990 and 2.5 percent in 1996.



Locd currency available for development uses is most commonly generated from two sources:
monetization of funds under PL 480 programs and ESF baance of payments programs. The latter has declined
quite dramatically over the past 10 years. Thus, locd currency from ba ance-of -payments programsis a shrinking
resource for microenterprise. Loca currency generated through PL-480 programs, however, remains an
important source of microenterprise funding.

2. Funding for Microfinance and Non-financial Services

USAID’s microenterprise funding can be categorized as either credit or non-credit, where credit refersto
funds used for loan capitd for inditutiona development of credit ingtitutions. This category includes support to
poverty lending programs providing loans smdler than $300. Non-credit funding includes funds for: training
microentrepreneurs in business or technica skills; policy and regulatory reform directly affecting microenterprises;
market access programs,; and some USAID program support and research (see Table 2).

16



Table 2. Usesof FY 96 Funding by Region, (US Dallars, Millions)

Credit Programs Non-Credit Total
Programs
Amount Per cent Amount Per cent Amount Per cent

- |

REGIONAL

BUREAUS:

. 9.1 40 38 60 229 100

Africa

Asia/ Near East 254 82 55 18 30.9 100

Eur ope/ NIS 7.8 75 26 25 104 100

Latin America 10.3 68 49 32 15.2 100

CENTRAL 217 68 10.2 32 319 100

BUREAUS
|

Total 74.3 67 370 33 111.3 100

Overdl, USAID provides two-thirds of its support to credit programs. However, patterns differ by
region. The AsalNear East Bureau shows the greatest concentration on finance with more than four-fifths of its
funding devoted to finance. At the other extreme, the Africa Bureau applies 60 percent of its funding to non-credit
uses (see Box 2). The differences reflect arange of factors, induding the greeter relative availability of ingtitutions
that can absorb large amounts of 1oan funding in some AsalNear East countries.

17



Box 2. Non-Credit Funding in Africa

Of the 17 African countries with USAID funding for microenterprise activitiesin FY 96, five
missions are engaged exclusively in non-credit activities. Another eight missions are funding both credit
and non-credit microenterprise activities. There are different reasons for the emphasis on non-credit
activities, among them are that other donors are funding credit programs on such a massive scale that
certain missions have chosen to emphasize other areas that they consider complementary.

Those countries that funded only non-credit activitiesin FY 96 are Eritrea, Gambia, Ghana,
Senegd, and Zambia. The following are examples of the type of activities funded:

< In Eritrea funds are provided to the National Council of Negro Women for ingtitution-building with
the National Union of Eritrean Women.

USAID/Ghana funded a Trade and Investment Program which promotes microenterprises that
produce non-traditiona exports. Marketing assistance is provided through Technoserve and Aid-
to-Artisans.

USAID/Zambia supports an activity that provides business skill training to micro and small
companies. Locd trainers provide training in basic business, business management,
accounting/bookkeeping, marketing, and production.

3. Funding for Poverty Lending

USAID has pledged that at least hdf of its microfinance funding will support inditutions providing services
to the very poor, as measured by the availability of loans of $300 or less.® Loansin this range are known as
poverty lending. For each credit indtitution funded by USAID in FY 96, a poverty lending rating was determined
based on the proportion of lending in the poverty lending rangein its overdl portfolio. The ratings for each
indtitution were then weighted by the funding amount received in FY 96. Thus, for a program with one-third of its
portfolio in loans below $300, one-third of the USAID obligation to that program would be counted in talying
USAID’stota support to poverty lending.

In FY 96, 58 percent of USAID’s microfinance funding was devoted to poverty lending and the poverty
lending portion of mixed programs (see Table 3). This shows a substantid focus on reaching the very poor. Inthe

® As noted, poverty lending in the ENI region has been defined as loan sizes of $1,000 or less.
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traditiond USAID regions, excluding ENI, nearly two-thirds of the support to credit programsis for poverty
lending. In Africa, with its very low levels of GDP per capita, thereisan

19



gppropriately greater concentration on poverty lending: 83 percent of al microfinance support is directed at the

Very poor.

Table 3. Percentage of Poverty Lending by Region, FY 96

Total Credit Programs Per cent of
Microenterprise Credit
Funding Funding for
(US$ millions) Amount Per cent of Poverty
(US$ millions) Total Lending
|
Africa 22.9 9.1 40 83
Asia/Near East 30.9 25.4 82 59
Eastern Europe/NIS 104 7.8 75 15
Latin America 15.2 10.3 68 39
CENTRAL BUREAUS 31.9 21.7 68 75

Eastern Europe, NIS

Total including 111.3 74.3 67 58
Eastern Europe/NIS
Total excluding 100.9 66.5 66 65

4. Regional and Country Funding Patterns

During the past two years, USAID has made substantia shiftsin its placement of microenterprise funds
(see Figure 4). Firdt, as aresult of the 1994 Microenterprise Initiative, USAID directed significant funding into

centrally-funded programs, especidly in the Office of Microenterprise Development (G/EG/MD) and the Office

of Private Voluntary Cooperation (BHR/PVC). This shift wasintended in part to ensure greater participation of

US PVOsin the Microenterprise Initiative.
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Figure4. USAID Microenterprise Funding by Region, 1988-1997
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Second, with the opening of USAID programsin Eastern Europe and the Newly Independent States,
funding has been directed toward starting up microenterprise programs in this new region. Programsin this region
differ substantialy from those in the traditionad USAID regions, both because microenterprise and microfinance
are new to the region and because the economies of most countries in the region are more devel oped than those
in the traditiona developing countries. See Annex C for further details on USAID’ s activitiesin the ENI region.

5. Missons and Officeswith Major Microenterprise Fundingin FY 96
In FY 96, USAID made large scde investments in microenterprise in awide range of countries, not
confined to one geographic area (see Figure 5). Large scale microenterprise funding tends to fluctuate among

different missons and offices from year to year for the same reasons discussed in Section 11.A. Thusin any given
year, some missions with mgor, multifaceted microenterprise programs may not gppear in the list of the top ten
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funders. For the period 1990 through 1997, afew missons and centra offices consstently stand near the head of
thelist: Egypt, El Savador, the Philippines (al missons receiving large overdl budgets during the 1990s),
BHR/PVC, and GIEG/MD. While the ligt highlights certain consstently large playersin thisareg, it dso tendsto
obscure what may be an equdly intense commitment by missons with smaller budgets. For example, Bolivia has
along standing commitment to work in the microenterprise area, but only agppears within the list of the ten top
funders twice in the period

illustrated.
US Dnllars, Millians _ o
e Figure 5. Missionsand
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5 —
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Table 4. Missions and Officeswith Largest Funding Amountsfor Microenterprise, 1990-
1997

Mission or Central Office Number of Yearsin the Top Ten, 1990-
1997

Egypt, BHR/PVC 8

El Savador, GIEG/MD 7

Philippines 6

Honduras, Mdi, Peru 4

Dominican Republic, Maawi, Poland 3

Bangladesh, Bolivia, Pakistan, Russia, 2

Senegd, South Africa

Caribbean Region, Croatia, G/IEG/EM, 1

Ghana, Guinea, Haiti, Kyrgystan, Morocco,

Mozambique, Uganda, Zimbabwe,

While many countries have microenterprise programs that are funded annualy, some missons, at least
occasondly, provide multi-year funding to projects. Hence in a particular year, a misson that has on-going
microenterprise programs may have provided no additiona microenterprise funding.



B. MICROENTERPRISE INSTITUTIONS SUPPORTED BY USAID

This section of the report moves from a discussion of the application of USAID funding to more detailed
examination of the programs themsalves, with a focus on those working in microfinance.

1. Number and Types of I nstitutions Supported
USAID identified 310 indtitutions or activities supported with FY 96 USAID funds. Theinditutions were

of avariety of types, including US-based private voluntary organizations, credit unions, loca non-governmenta
organizations, private banks, government agencies, and private consulting firms (See Figure 6).

Figure 6. FY 96 Funding Amountsfor Credit and Non-Credit Activities by Type of
Ingtitution

Credit Non-Credit

v. Agencies

Note: ‘Other’ includes mission projects which have not yet committed funds to particular ingtitutions, mission
support activities on behaf of microenterprises, and the technical assistance and support activities of the office of
G/EG/MD.
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USAID’s support is overwhelming directed at US PVOs and local NGOs. US PV Os with experience
and expertise in specidized areas recelved large amounts of funding in support of microenterprise activitiesin FY
96 (see Table 5). PV Os and NGOs combined received 74 percent of the funding in FY 96. However, thisfigure
undercounts the funding amount eventualy going to these groups as some of the "other category representsinitia
obligationsinto generd, PVO co-financing, or smilar, projects. Much of this money will eventualy be
"subobligated" into cooperative agreements with PVOs or loca NGOs, raising the percentage further. By
contrast, only 7.5 percent of the funding goes to government agencies. The for-profits, which account for only
8.5 percent of totdl funding, are consulting firms providing technical expertise either to local ingtitutions or
USAID.
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Table 5. USPVOs Receiving Largest Amounts of USAID Fundsfor Microenterprise, FY 96

US PVOsReceiving CountriesWhere FY 96 Funding
Largest Amounts of Programs Are L ocated USDoallars
USAID Fundsfor Millions

Microenterprise

Volunteersin Guinea, South Africa, M orocco 6.5
Technical Assistance

FINCA Malawi, Uganda, Costa Rica, 5.3
Dominican Republic, Ecuador,
El Salvador, Guatemala,

Honduras, Mexico, Nicaragua,

Peru, Kyrgystan

TechnoSearve Ghana, Mozambique, 4.0
Worldwide

WOCCU Ghana, K enya, Mozambique, 3.8

Niger, Swaziland, Uganda,
Zimbabwe, Balivia, Ecuador, El
Salvador, Nicaragua

ACCION Boalivia, Ecuador, Guatemala, 27
Nicaragua, Peru

World Vison Mozambique, Tanzania, 2.6
Uganda, Armenia, Azerbaijan,
Geor gia, Romania, Peru

CARE M ozambique, Philippines, 23
Georgia, Ecuador, Guatemala,
Peru

Catholic Relief Benin, Ethiopia, Gambia, 2.2

Senegal, Cambodia, Indonesia,
Philippines, Ecuador, El
Salvador, Guatemala, Haiti,
Nicaragua, Peru

-

Services

Total 29.4

In FY 96, 243 credit organizations recelved funds for credit activities and 88 organizations received funds

for non-credit activities. From these two groups, 21 ingtitutions received USAID funds to implement both credit
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and non-credit activities.

Of the 243 credit organizations, 24 organizations received funds to initiate new lending activities, and,
hence had no data to report on loan portfolio. Another 91 did not provide portfolio data for various reasons.
Some of these indtitutions are umbrella organizations without a portfolio and others provide technica assstance to
the lending organizations. In some cases, umbrella organizations reported the data of al "pass through”
organizations combined. Thus, the data set for which detailed portfolio information is reported conssts of 128
inditutions.

2. Client Outreach and Portfolio Size

USAID supported microfinance programs are achieving significant outreach around the world.
Worldwide, programs USAID supported in FY 96 reached nearly one million clients and had lending portfolios
totaling $301 million. Of thistota number of dients, two-thirds were women (see Table 6).

Table 6. Average Loan Size and Per centage of Women Clientsfor FY 96

Region AveragelL oan Size Per centage of Women

(USDoallars) Clients
- ]
Africa 130 85
Asia/ Near East 260 68
Eastern Europe/NIS 1,014 61
Latin America/ 389 60
Caribbean

Total 307 66

These programs are growing rapidly, with an aggregate growth rate in loan portfolio of 42 percent and a
24 percent increase in borrowers. The annua growth rate in savings in these inditutions is 28 percent with an 11
percent increase in savers.

The average loan szes shown in Table 6 demondrate the differences between regions most clearly, with
Africa having the smalest average loan size (US$130) and Eastern Europe/NIS the largest ($1,014). Striking
differencesin the outreach and portfolios of programs supported in each region are evident (see Figures 7 and 8).
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Africa, AsalNear East and Latin Americadl show outreach to substantia numbers of clients and sizeable
loan portfolios. The ENI Bureau, reflecting the early state of microfinance indtitutions in the region, shows amuch

smdler outreach and portfolios (see Annex C).

Numbers of Clients Reached by Region
FY 96
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Figure 7. Number of Clients Reached
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Figure 8. Size of Portfolio by
Region, FY 96
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3. Characterigtics of Ingtitutional Support

Microfinance organizations include those that serve asretal lenders to clients, those serving aswholesde
lenders to other indtitutions and those which specidize in providing technica assistance to other credit ingtitutions.
The sample include both microcredit organizations thet recelved assistance from USAID directly and those that
received it indirectly viaan umbrella organization that channeled funds or technical assstance to them.

USAID supports indtitutions which employ arange of methodologies and organizationd structures for the
provison of credit, and in many ingtances, savings. USAID supports credit unions or credit union federations,
village banking programs, solidarity group lending programs as well as many individud lending programs. Many
US PVOs specidizein aparticular gpproach. For example, FINCA Internationa and Freedom from Hunger
have well-established village banking programs, while ACCION International promotes the solidarity group
modd, WOCCU provides technical support to strengthen the management of credit unions (see Box 3).

USAID works with avariety of microfinance indtitutions. The agency works with credit unions and
commercid banksin order to help them learn how to work profitably with amuch poorer clientele either directly
or in partnership with NGOs. It works with regulatory authorities and national legidatorsin order to improve the
regulatory and legidative environments within which microfinance ingtitutions and microentrepreneurs operate.

In the case of NGOs and PV Os, USAID often supports the expansion to scale and sustainability of a
particular local ingtitution or the expansion of a proven methodology into a new region. It dso supports PVOs
that are experimenting with improving methodologies or breaking new ground in the sector. Sometimes the new
development involves methodologies or procedures, sometimes it involves new regions or socid groups.
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Box 3. Credit Union Development -- World Council of Credit Unions
(WOCCU), Ecuador

In 1995, the World Council of Credit Unions (WOCCU) was awarded a grant from the Office
of Microenterprise Development (G/EG/MD) for work in Ecuador.

In some ways, Ecuador’s credit unions are similar to U.S. credit unions. They provide financial
sarvices to the low and middle-income segments of the population; have moderate collatera
requirements, and accept small savings accounts. However, in Ecuador over 52 percent of credit
union members are employed in or own amicro or smal enterprise. With more than 500,000
members, the credit unions in Ecuador serve over 8 percent of the economically active population.

However over the past decades, many credit unions have become either bankrupt or incapable
of providing their members with good services. They pay low rates on savings, suffer chronic liquidity
shortages, and make customers wait weeks or months to receive loans. Some credit unions are
marginally profitable, but loan recovery problems are common, operating costs are high and
increasing, and the availability of retained earnings to finance capital growth is declining.

The WOCCU grant is designed to reverse this decline by introducing a new, more business-
oriented credit union modd in selected areas. This moddl combines standardized accounting and
formats, modern techniques for lending and deposit mobilization, and strategic plans to upgrade
services. By June 1997, WOCCU had selected ten of the largest Ecuadoran credit unions, with a
combined membership 356,000 individuals (46 percent women), loans of $63 million, and savings of
$70 million. Five additiona organizations are seeking to enter the program.

WOCCU’ s new model is now in place and beginning to show results. Over 73,000 loans were
outstanding in December 1996 (with an average loan size of $800), and asset growth was outpacing
inflation. Loan delinquency rates have improved to 13 percent of outstanding loans and are expected
to improve further. The remainder of the project period will determine the degree to which the credit
unions can overcome outdated policies and attract new members to their upgraded financial products
and services.

USAID haslong been aleader in promoting successful approaches for providing savings services, as well
ascredit. Of the 1996 indtitutions, 59 percent of the microfinance organizations are active in providing savings
sarvicesto ther clients. A lesser number of organizetions are experimenting with leasing and group life and/or
hedlth insurance programs.
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4. Poverty Lending

USAID’ sloan programs are clearly focused on the poverty lending client: almost 89 percent of dl clients

in USAID supported program are receiving poverty level loans less than $300 in most regions. Evenin the ENI

region, they congtitute 63 percent of the loans provided.1°

Table 7. Poverty Loansin FY 96 by Region (*000's)

Total
Microenterprise
Loans

Poverty L oans

As Percent of
Total Loans

Total

981.7

Africa 93.1 74.1 79.6
Asia/Near East 461.8 423.7 91.7
Eastern 5.6 3.5 62.5
Europe/NIS

Latin America 421.3 369.4 87.7

870.5

88.7

1. Thisamount includes data on World Vision/Azerbaijan which reported on the number of loans and poverty loans but did not

report other portfolio data.

The proportion of the portfolio dedicated to loans faling within the poverty lending definition, however, is

much lower. Thisis, in part, Smply due to the fact that afew larger loans can have a dramatic effect on this
measure. (One client receiving $1,000 claims as much loan capita asten clients receiving $100.) Worldwide
gpproximately one-third of the total portfolio being placed by inditutions receiving USAID funding in FY 96
corresponds with poverty loans. In Eastern Europe and the NIS, a handful of ingtitutions are dmost exclusively

poverty lending programs, but their volume of lending currently represents asmdl portion of the totd portfolio for

theregion.

19 Microcredit organizations were asked to report on the poverty lending portion of their portfolio either
in terms of initial loan sizes or in outstanding bal ances based on the availability of data. Two-thirds of the
respondents reported on initid loan sizes, while the remaining third reported on the amount of outstanding

balances.
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Table 8. Amount for Poverty Loansin FY 96 by Region, US Dallars

Total Poverty Loan Amount Poverty
Microenterprise (Millions) Lending as
L oan Amount Per cent of
(Millions) Total
Portfolio
|
Africa 121 6.3 52.1
Asia/Near East 120.1 40.7 33.9
Eastern 55 04 7.0
Europe/NIS
Latin America 163.8 56.4 34.4
Total 301.5 103.8 34.4

Aslong as USAID intends to help people move up and out of poverty, its programs will show thiskind of
number and Sze distribution (see Box 4). The programs will gtrive to reach many of the very poor, but by
continuing to offer larger loans to those who are moving up, it will continue to show sgnificant amounts of the loan
portfolios dedicated to loans above the poverty lending threshold.
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Box 4. Association of Cambodian L ocal Economic Development
Agencies (ACLEDA)

ACLEDA isthe leading microfinance ingtitution in Cambodia, a country where only 10 percent
of the labor force is officially wage-employed. On the Human Development Index, Cambodia ranks
153 out of 174 countries. Nominal GDP per capitain 1995 was estimated at $292. Banking services
are concentrated in the capital, leaving the vast mgjority of the economically active population without
access to financia services.

ACLEDA currently provides credit to more than 25,000 active borrowers through a network of
19 branches. Ninety percent of ACLEDA's clients are women. ACLEDA makes short-term loans
based on a solidarity group guarantees. 1n 1996, the average loan size for this window, with 12,335
active clients at year end, was $96, and the loan recovery rate was 98 percent. ACLEDA aso
provides individua secured loans to micro and small businesses. Loan sizes range from $200 - $4,000,
and business training services are a key component of thislending window. At year end, 1996 there
were 6,838 active clients, with an average outstanding loan balance of $592.

From its beginning as an ILO project in 1993, ACLEDA rapidly expanded its portfolio and
developed a plan for organizationa growth, leadership, and sustainability. The organization has
evolved into alocaly owned microfinance lending ingtitution. ACLEDA is now committed to
transforming its NGO operations into a commercial bank that serves the urban and rura poor in
Cambodia

In 1996, USAID supported the expansion of ACLEDA's lending facilities through a small grant,
in parallel with funding from the Japanese government, as part of the US-Japan Common Agenda.

5. Quality of Loan Programs

Asaleader in promoting sound financid practices in microfinance, USAID’ s policy on microenterprise
devel opment includes specific indtitutiond performance standards for microfinance indtitutions!* These
performance standards include expectations for sound management practices, high quaity service provison and
outreach to the poor on atruly sgnificant scae.

USAID’s expectations for the financid management of microfinance inditutions cover three main aress.

1. The microfinance inditution must have the ability to set interest rates and fees at full cost-covering levels.
A reasonable start-up period isalowed. Emphasisis aso placed on efficiency to keep the cost to the

1 See Microenterprise Development Brief, Number 34, October 1996 entitled, “USAID Policy on
Microenterprise Development.” Also see September 1995 USAID Policy Directive on Microenterprise

Development.
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clients as reasonable as possible.

2. The microfinance inditutions must have control over loan delinquency with adelinquency rate no higher
than 10 percent (outstanding balance on loans overdue more than 90 days as a percentage of tota
portfolio)*? and aloan loss rate below 5% (not applicable to sart-up programs). Loan lossrateis
defined as the average of losses over several years as a percentage of loans outstanding. ™

3. The microfinance indtitution must provide a credible plan for how it plansto achieve full financid

sugtanability within no more than seven years of the initid USAID funding.
This year USAID supported ingtitutions were asked to report on measures of portfolio quality
(ddlinquency and loan loss) and financid viability (see Tables 9 and 10).

Table 9. Average L oan Delinquency and Loan L ossfor Microcredit Institutions by Region
(n=128)

Region Delinquency Rate Loan Loss Rate
- ———————

Africa 4.3 2.2

Asia/ Near East 3.8 2.0

Eastern Europe 53 2.4

Latin America/ Caribbean 6.7 2.4

Worldwide 55 2.3

Indtitutions supported by USAID reported on their progress toward attaining full financid sustainability,
whereby the organization is adle to fully finance its own operations (including the cost of obtaining funds and
compensation for inflation) with revenues from dients. A less ambitious measure, operationa sustainability is
defined as the ability to cover dl adminigtrative cogts, including loan losses, with client revenues. In generd, the
inditutions which have dready achieved full financid sdlf-sufficiency are older, well-established programsin Latin
America. Of course, as programs become large and truly profitable, they no longer need USAID support and

12 Some ingtitutions reported on loan delinquency over 30 days.

13 Aggregate loan loss rates reported by the ingtitutions in our sample may be optimistic as a number of
newer programs were not able to report on this measure.



disappear from the USAID data s, as has happened with some well-established programs, such as the Bank
Rakyat Indonesia (BRI).
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Table 10. Sustainability of Ingtitutions supported by USAID (n=128)

Region Not yet Operational Full Region
Sustainable Sustainability Financial Total
Sugtainabilit
y
No. | Percen No. Percent | No. | Percen No.
Africa 28 85 5 15 0 0 33
Asia/ Near East 13 59 8 36 1 5 22
Eastern Europe 9 100 0 0 0 0 9
Latin America/ 39 61 12 19 13 20 64
Caribbean

Total Ingtitutions 89 25 14 128

Percent of Total 69 20 11 100

Helping more of its partners to achieve financia sustainability represents the single biggest chalenge for
USAID’ s microenterprise program. Only fully sustainable inditutions can reach the many dients who need
services without repeated injections of donor funds. Only such ingtitutions make permanent, structural changein
their communities and nations. The prospects are strong for microfinance ingtitutions to make this legp asthe
success of Latin American programs and some Asan inditutions has shown. Indtitutions in Africa are increasaingly
on their way towards sustainability, while those in ENI are only starting. Seeking progress in these regions will be
high on USAID’s microfinance agenda for the coming years.
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ANNEX A
MICROENTERPRISE RESULTSREPORTING (MRR)*
Details on Data Collection Process

Obligations data. Early in 1997 arequest for obligations data was made by cable to al USAID offices.
Asin previous years, microenterprise obligations and loca currency expenditures were requested by fund
account and by function: credit and non-credit. The goa was to capture some of the detail related to the variety
within the non-credit programs (i.e., training and technical assstance, policy reform, and ingtitutiona
development) through program descriptions of the non-credit activities in future years.

Missions and USAID/Washington offices were also asked to provide in detail the funding amounts
provided to specific inditutions or activities. Thus, for the firgt time, dl funding for the reported fisca year has
been linked to specific inditutions or activities. Thisis an important addition to USAID’ s system for tracking its
support for microenterprise. The list of inditutions was later cross-referenced againg the data obtained through
the MRR questionnaire. Asaresult, MRR isableto directly connect each program activity to a specific USAID
obligation.

Institutional data. Ingtitutiona data was collected through the use of a multilevel questionnaire
completed by USAID misson gaff, PV O offices, and other microcredit ingtitutions. The emphasisthis year, asin
previous years, has been on collecting data on financia organizations. Reporting on non-financid activitieswas
limited to asking missions to provide brief descriptions of each non-financia activity funded in FY 96.

On the financid sde, umbrella organizations were asked to list the organizations they supported. All
organizations, including ‘ subgrantees,” handling aloan portfolio were asked to provide portfolio data. This
included direct recipients of USAID funding and recipients of USAID funded technical assistance.

The MRR Questionnaire for the current reporting year had two parts. The first section contained an
overview explaining agency-wide definitions for microenterprise and poverty lending. Misson personnd were
then asked to provide the following:

14 USAID has had a system for tracking its microenterprise support efforts since 1989. Prior to that
time, important details, such as the gender of clients and the size of loans, could not be tracked. The
Microenterprise Monitoring System (MEMS) was funded through FY 1995 to provide regular reporting on
USAID’ s microenterprise projects worldwide. In January 1997, a new contract to monitor USAID’s
microenterprise activities was signed with Weidemann Associates Inc. The new activity, known as
Microenterprise Results Reporting (MRR), has been responsible for collecting the data presented in this
report. The MRR contractors are smplifying and refining the methods of data collection to facilitate
prompt and accurate on-going reporting.
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Details on mission criteriafor microenterprise obligations and microlending;
An appropriate exchange rate for caculation of poverty loans,
Brief descriptions of non-credit activities, including amounts obligated to specific inditutions.

The second part of the questionnaire was directed to microcredit ingtitutions that had received FY 96

obligations. Misson personnd were asked to report on this information where available or forward the form
directly to the indtitution if necessary. Information was requested on:

<
<
<

Type of organization, including PV O, NGO, business association, for-profit, etc.

Sources of USAID funding;

Names, types and contact information for loca indtitutions supported through an umbrellawhere
goplicable;

Geographic location of project activities,

Fisca year for inditutions,

Portfolio datafor FY 96 and FY 95, where applicable (amount of loans outstanding, number of loans
outstanding, and percent of women borrowers);

Savings datafor FY 96 and FY 95, where applicable (amount of clients savings and number of savings
members);

Portfolio qudity data, including loan delinquency rate and long term loan loss rates.

Leve of sustainability of the indtitution: operationd, financid, or neither.

Poverty lending data; including the amount in loca currency equivaent to $300 ($1000 for ENI); the
amount of loan balances with initia loan Size of $300 ($1000) or less with the associated number of loans;
or the amount of loan balances in amounts equivalent to $300 ($1000) or less with the associated number
of loans. The indtitutions were offered aternate ways of determining their poverty lending portfolio
because not dl microcredit indtitutions have the same loan monitoring capecity.

This questionnaire was distributed viae-mail. This greetly facilitated the process and made it easier for the

MRR office to provide support to the field offices when necessary.

In thisyear’ s reporting, 63 field missions and centrd offices reported microenterprise funding in 59

different countries and 310 organizations received FY 96 funding for either credit or non-credit activities. Of the
243 indtitutions engaged in providing credit or technical assistance to credit programs, a subset of 128 provided
data on lending operations.
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Table 11. Microenterprise Ingtitutionsin FY 96 Survey, by Type

Typeof Total Obligations Credit Obligations Non-Credit Obligations Number
I nstitution Providing
1
Amount Number Amount Number Amount Number Data
(000's) (*000's) (*000's)
- — —— — — — |
Business
Associations 2,176 5 240 3 1,936 3 1
Credit
Unions 6,699 20 6,699 20 0 0 12
For-Profits 9,427 21 4,662 17 4,765 8 8
Government
Agencies 8,379 6 4,394 4 3,985 3 1
NGOs 31,582 144 27,185 127 4,397 21 69
PVOs 32,715 85 19,929 62 12,786 33 33
Other? 20,380 29 11,206 10 9,174 20 4
- |
Total 111,358 310° 74,315 243 37,043 88 128

1. Only institutions receiving USAID fundsfor credit programs were asked to provide data.

2. Mission projects which have not yet committed funds to particular institutions, Mission support activities on behalf of
microenterprises, and the technical assistance and support activities of the office of G/EG/MD.

3. Notethat the total of all institutions does not equal the number for credit and non-credit institutions as 21 institutions received
funds for both types of activities.

A variety of reasons exist for the remaining 115 organizations or activities not having portfolio data to
report. Fedgling programs just beginning operations often have no portfolio activity to report for the first 6 to 18
months after obligation; one-fifth of those inditutions could not provide portfolio information for this reason. A
number of umbrellaingtitutions have no direct lending portfolio but provide funds or technica assstance to loca
organizations which reported individualy; conversaly, some programs reported al the inditutiona activity through
the umbrelain abundle and did not bresk apart the data for the individua organizations working under the
umbrella. Smilarly, for-profit ingtitutions (as opposed to NGO umbrellas organizations) often provide technica
assistance or training to the organizations which, in turn, actualy provide credit servicesto the dients. Findly,
there are some obligations to USAID projects that will later be passed to microenterprise organizations: the most
common example of this are obligationsto PV O Co-Financing Projects or general microenterprise devel opment
projects which will in the following year be used to fund cooperative agreements to one or more PVOs or loca
NGOs. Insuchacase, only theinitia generd obligation is counted. The specific secondary obligation is not
counted in the funding totals the following year.
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The number of indtitutions reported this year undercounts, in some countries draméticaly, the programs
actively supported by USAID because data collection was limited to those receiving funding from USAID in FY
96. Therefore, as an example, an indtitution receiving full funding in FY 95 for athree-year activity does not
appear in the data.

While this year' s questionnaire reported on only FY 96 obligations, next year a comprehensive set of
data on al indtitutions supported with USAID funds (i.e., inditutions with active contracts or grants) will be
collected. Indtitutions supported with FY 97 obligations would still be specificaly linked to FY 97 funding.

MRR will continue to try to improve its overdl response rate by ensuring the field missons receive some
benefit from this exercise. This year areport on USAID’ s microenterprise activitiesis under preparation asa
reference directory for mission staff. It is hoped thiswill lead to greater cooperation and sharing of best practices
among missions engaged in microenterprise development activities.
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ANNEX B
Sour ces of Microenterprise Funding

FY 96 funding was comprised of dollars from the Development Assistance account (65 percent), the
Economic Support Fund (14.5 percent), the Freedom Assistance Act (5 percent) and Specia Assistance
Initiatives (3 percent). The Freedom Assistance Act (FSA) is an account that provides funds for countriesin the
NIS. Fundsfor Specid Assstance Initiatives (SAl) are gppropriated for specia purposes and are currently being
used by missonsin the ENI and ANE regions. The funding levels dso include expenditures of loca currency (11
percent) and contributions the ENI Enterprise Funds have provided to microcredit programs (1.5 percent).

Inadmog dl cases, theinitia obligation or lega commitment of the funding is counted. In afew rare
ingtances where the initid obligation was not identified or counted for microenterprise, a subobligation to a
microenterprise inditution is picked up. It should be noted that the obligations can include funds carried over from
gopropriationsin earlier years, aswell as FY 96 NOA monies. In addition, in years for which the agency has
been granted deobligation/reobligation authority, the funding may include re-obligated funds.

Table 12. Sources of USAID Fundsfor Microenter prise, 1990-1997
(USDoallars, Millions)

Fund 1990 1991 1992 1993 1994 1995 1996 1997

A ccount (estimate)
|
DA 44.6 40.2 61.3 51.6 89.2 93.3 72.9 78.0

ESF 9.6 43.2 34.4 20.8 31.6 229 16.1 22.6

L ocal 21.0 30.2 30.6 23.6 16.6 17.3 12.2 25.1
Currency

ENI Reflows 1.7 17.3

FSA 54 6.0

SAI 3.0 11

TOTAL 75.4% | 1136 | 1263 96.0 1374 | 1335 | 1114 150.2

1. Development Assistance (DA) Fundsinclude Development Fund for Africa (DFA).
2. Total does not add because data on fund accounts not available for Colombiaand Oman.
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ANNEX C
Eastern Europe and the Newly Independent States (ENI)

The microenterprise programs in the ENI region are unique. Thisis due to the digtinctive economies of the
region and the history of USAID involvement there. The economies in Eastern Europe, in particular, are more
amilar to those of the developed world than the developing world in Sze and structure. On the basis of most
socia and educationd indicators, these countries must be considered developed. Although lagging behind the
economies of the group of countries generdly classfied as developed, their GDPs are Sgnificantly higher than
those of most USAID-supported countries.

The ENI programs originated differently and evolved differently than USAID programs dsewhere. The
SEED (Support for East European Democracy) Act and the FSA (Freedom Support Act) were passed in 1989
and 1992, respectively, by Congressto provide U.S. assistance to the politica and economic trangitions taking
place following the fdl of communism in the Soviet Bloc countries.

The overriding objective of programs that developed from the SEED and FSA Acts was the facilitation of
the trangtion from an economic system based on the socidist principles of centraized planning and management to
the democratic and capitdist systems of open markets, competition, and free enterprise. Under the SEED and
FSA Acts, programs are focused primarily in three areas: economic restructuring (including privatization of large
date owned industries), strengthening democratic ingtitutions, and improving the qudity of life. To date, more than
70 percent of program funding has been alocated to economic restructuring.

Within the ENI region, loan Size is not used asthe principd criterion for defining amicrocredit program.
Firm size and socid and economic disposition relative to others are consdered more important factors. The
numbers of clients reached in the region is not expected to be as high asin other regions, due to the lower
prevalence of microenterprises in the economy and the nascent capacity of service and finance providers.
Evidence to date indicates that ENI microenterprises in many cases generate higher levels of employment than
other regions.

Severd of the earliest lending programs in Eastern Europe are funded through independent Enterprise
Funds established by Congress. The Enterprise Funds place investmentsin loca indtitutions to promote enterprise
development.  Although the Enterprise Funds are generdly focused on large enterprises, many of them have
opened specia windows for small and microenterprises, often in partnership with NGOs.  Because the legidation
for the Enterprise Fundsis separate from regular USAID funding, dthough their funds originate in USAID's
budget, they operate independently of USAID. Asaresult, the relationship between USAID and the Enterprise
fundsisindirect and USAID receives only minima reporting from them. Because Enterprise Funds do not obligate
funds the same way as regular USAID missions, questions arise from time to time regarding how to treat given
activitiesin the reporting. This happened this year in the case of the Polish American Enterprise Fund.
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