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Preface and acknowledgments 

e 1981, AID'S Office of Private and Volun In lat itary Coop- 
eration (PVC) asked me to evaluate the UNO program of credit to 
small businesses in Northeast Brazil. UNO, a Brazilian volun- 
tary organization located in the city of Recife, was founded 10 
years ago by the U.S. voluntary organization, Accion 
International/AITEC. 

The PVC office felt that UNO would be particularly inter- 
esting for evaluation because: (1) UNO is considered a model 
of success, not only in delivering credit to small businesses 
without access to formal credit, but as a voluntary organiza- 
tion that started out from nothing and has now been included in 
three World Bank projects; (2) the UNO evaluation fit into a 
series of five evaluations of small-business assistance pro- 
grams in other countries now being completed by AID; (3) an 
evaluation of UNO would also be relevant to a two-year research 
effort of AID (PISCES) to explore ways of assisting informal- 
sector businesses; and (4) the UNO evaluation was meant as a 
second step in an exercise carried out by the PVC office to 
understand better what the special contribution of private 
voluntary organizations can be to development assistance, and 
how one can go about evaluating that contribution. 

I spent four weeks with UNO in the city of Recife during 
the months of January and February, about half of which was 
dedicated to int rviewing 25 small businesses that had received 
credit from UNO.? In addition, I interviewed 10 members of 
UNO's management and staff, accompanied four student workers on 
routine selection or monitoring visits to clients, attended a 
training session for UNO's student workers, and sat in on a 
meeting to organize a group of food-store owners who were UNO 
clients. I also interviewed five members of Recife's business 
community (some of whom also hold public-sector positions), who 
had been involved in UNO's founding and belonged to its board 
of directors; four economists at the Federal University of 
Pernambuco who were doing contract research on UNO or Recife's 
informal sector; two members of Recife's urban development 
agency, one of the state entities with which UNO works on con- 
tract; and the chief of credit to small businesses at the state 
development bank. Before going to Brazil, I spent a day with 
AITEC in Cambridge, where I had highly informative discussions 
with William Burrus, AITEC1s director, and Bruce Tippett, for- 
merly of AITEC, who was closely involved with UNO's beginnings. 

l ~ e n  small retail operations (mainly food stores and novelty 
and clothing shops), ten manufacturing firms, and five service 
establishments. 



My work in Brazil was made possible and delightful by the 
extensive help and generosity of Dr. Mauricio Camur a, UNO1s 
director. I learned a great deal from him and his gighly 
int$lligent staff. I also thank Alexandre da Costa e Silva and 
Antonio Ivo Mendes de Albuquerque for accompanying me on my 
interviews of UNO clients and for helping me gather data from 
UNO1s loan files. 

While I was writing, I benefited very much from conver- 
sations with Lorene Yap, Pasquale Scandizzo, Anna Luiza Ozorio 
de Almeida, Ricardo Moran, Love11 Jarvis, Henry Jackelen, 
Albert Fishlow, Ruth Dixon, Andrea Calabi, Neal Boyle, and 
Dennis Anderson. A meeting in Washington with AID staff and 
other project evaluators, to discuss a first draft of this 
paper, was extremely useful. I am particularly grateful to 
Ross Bigelow and Judith Gilmore for comments on the first 
draft. 

Jeffrey Ashe, Associate Director of AITEC, took out sev- 
eral hours of his time to discuss his reactions to the draft 
report with me and to provide excellent written comments, which 
helped me very much for revisions. Because certain differences 
in interpretation between us still remain, I thought it would 
be useful and interesting to the reader to append Ashe's com- 
ments to my work. They appear at the end of the report, fol- 
lowing the bibliography. 

I am most appreciative of the written commects on the 
draft summary and conclusions sent to me by Mauricio Camur~a, 
director of UNO, and have taken the liberty of translating and 
appending them to my report. I am particularly sorry that 
funds did not permit our providing UNO with a Portuguese trans- 
lation of the report in draft form, and that I was therefore 
not able to benefit from the reactions of Dr. Camurga and his 
staff to the full draft report. Fortunately, at least, the 
final report will be translated to the Portuguese. 

All translations from the Portuguese in this report are my 
own. 
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Summary and conclusions 

Every s 
Recife. Conside 

eyes are on UNO in the Brazilian city o 
red a model of how to ~rovide credit to - - - - small 

businesses, UNO seems to have achieved what many similar pro- 
grams have not. Its repayment rates, at about 95%, are un- 
usually high. Its management is dedicated and talented, with a 
continuity that is impressive for an organization paying salar- 
ies that are lower than in the public sector. It has succeeded 
in lending to firms with no previous access to bank credit, and 
has not allowed political pressures to influence its lending 
decisions--a remarkable achievement, given the lure of its 
highly subsidized interest rates. UNO has not succumbed to the 
temptation to lend larger amounts and to better-off firms, in 
order to achieve the economies of scale inherent in making 
fewer and larger loans. By lending to small firms without 
access to credit, UNO has been a pioneer in Brazil, working 
where no other agency has, showing that it could be done, and 
opening a path for the public sector. 

UNO was created in 1973 by the U.S. private voluntary 
organization Accion International/AITEC, with support from 
Recife's business community, other foreign donors, and the 
Brazilian public sector. After becoming successfully rooted, 
UNO did not grow for its first six years; on the average, it 
made 175 loans per year, at U.S.$2,000 each, with an annual 
operating budget of U.S.$275,000. Starting with its seventh 
year, UNO's achievements started to pay off: between 1978 and 
1982, it received a resounding vote of confidence from the 
World Bank and the Brazilian public sector in the form of a 
manyfold increase in its funding. By the end of 1982, it will 
have made 2,000 loans in a new program outside Recife, and was 
projected to be making another 2,000 loans a year in Recife by 
1985. Despite this massive increase in its public-sector 
support, it was allowed to continue being an autonomous volun- 
tary organization, working under annually funded government 
contracts--now the sole source of its income. 

For a model, UNO has surprising flaws. Unit costs of 
lending are very high and productivity is very low. The 
program has not yielded the kinds of benefits, in turn, that 
might justify such high costs. Mainly, (1) the number of firms 
receiving credit has been small, (2) the assisted firms have 
not increased output or created new jobs, (3) managerial exten- 
sion has had little impact on the assisted firms, (4) the 
credit experience with UNO has not provided the majority of 
firms with direct access to formal credit institutions, and (5) 
UNO'S learning about how to distinguish good microfirm credit 
risks from bad has not spilled over to formal lending institu- 
tions or translated into greater willingness to lend to micro- 
firms. Some of these paltry results can be traced to UNO's way 



of operating. Others relate more to the characteristics of the 
small enterprise sector--and certain mistaken assumptions about 
it--and to the political-economic environment in which UNO and 
many similar programs operate. 

With respect to costs, an average UNO loan of U.S.$2,000 
cost U.S.$1,700 until 1979, amounting to 82% of loan value. In 
1981, costs seemed to start downward, with 1981 costs at 
roughly half the previous level: a loan of U.S.$1,600 cost 
U.S.$733 in 1981, representing 46% of loan value. Reflecting 
these high costs, the number of loans made per field worker is 
low, at 24 per year. 

UNO's high costs come as a surprise to anyone who has 
heard of UNO as a "low-cost" approach to informal-sector busi- 
nesses--with its low overheads (lo%), its cheap student workers 
(half the cost of a permanent employee), and its meager facili- 
ties and equipment. Though one might not be bothered by these 
costs and their productivity implications in a tiny program 
like UNO, which made only 387 loans in Recife in 1981, one 
certainly would not want to expand such a "model" to public- 
sector dimensions. 

UNO justifies its work by pointing to the employment and 
income its loans provide to small-firm owners who, it says, are 
poised at the brink of urban unemployment. UNO's clients, how- 
ever, turn out to be in the top 30% of the distribution of 
earnings, household incomes, and perhaps even microfirms--and 
live comfortably above absolute poverty. Most of them volun- 
tarily left formal-sector jobs to start their own businesses. 
Their place in the distribution, in other words, is not where 
poverty and unemployment problems are concentrated, though they 
are truly outside the pale in terms of institutional credit and 
other benefits of belonging to the formal sector. 

One does not need to justify lending to small firms, of 
course, on the grounds of alleviating their poverty. After 
all, they have the potential to increase output and contribute 
to the creation of new jobs--given that they are among the 
better-off small firms and use labor-intensive technologies. 
The average UNO client, however, does not expand his output as 
a result of his experience with UNO--and hence does not create 
new jobs. UNO's clients, in sum, are too well off to justify 
lending to them on income or employment (of firm owners) 
grounds. And their lack of growth precludes a justification on 
the grounds of increased output and new jobs. 

UNO firms do not expand for various reasons. One set of 
reasons has to do with UNO's way of operating--namely, it does 
not believe in selecting firms for their expansion or employ- 
ment potential. The largest share of loans (42%) goes to 
retail firms with an average number of 1.2 workers--as compared 



to manufacturing and service firms with an average of 3.5 and 
2.0 workers, respectively. UNO is content, moreover, merely to 
help firms survive; it is not interested, it says, in "creating 
mini-capitalists." Contributing to the same result, UNO is not 
aggressive about "graduating" its clients to direct bank 
credit, nor does it encourage its clandestine clients (half of 
the total) to become legal. The ongoing costs of being legal, 
it says, would bankrupt most of its clandestine firms. 

A more important set of reasons for the lack of expansion 
and job-creating among UNO clients--including the successful 
ones--has to do with the nature of the small-firm sector it- 
self. Many small firms perceive expansion as "unnatural" and 
even imprudent--mainly because of the management problems in- 
volved in taking on new employees. New jobs may look good for 
benefit-cost ratios, in other words, but they are considered a 
headache by small-firm owners. Other factors causing growth to 
be difficult are (1) the problems of seasonal peaks and troughs 
in demand, (2) the difficulties of acquiring raw materials, 
and, most important because it is often forgotten, (3) the 
strong preference among owners of family firms for not compli- 
cating their lives. The lack of credit, of course, is supposed 
to be among the impediments that keep small firms from grow- 
ing. But when the credit constraint was removed in the UNO 
case, the other impediments continued dominant. Even if firms 
do not grow, finally, they will often use their credit to bring 
about small increases in productivity--the purchase of a vehi- 
cle for transport, the buying of raw materials on better terms, 
a modification of the premises. These changes, though economi- 
cally desirable, will not necessarily involve the expansion and 
the new jobs upon which the justifications of small-business 
programs are predicated. 

Our expectation that small firms will grow when they are 
well-assisted has been nourished by the reports on job-creation 
from small-business programs. My analysis of the jobs created 
by UNO and some other programs suggests, however, that many of 
the "new jobs" last only for the duration of the credit. Vis- 
iting its client firms soon after the credit was disbursed, for 
example, UNO reported approximately 230 new jobs per year and 
1.6 new jobs per client firm over a period during which a 
longer-term analysis of the client firms showed an absolute 
decrease in jobs of 5% (one to three years after the loan was 
disbursed). Since the same study showed that assisted firms 
tended to fail less often than non-assisted firms (though the 
latter results were not statistically significant), a "job- 
saving" justification might be more realistic, even though it 
is less impressive. 

Though the above-cited barriers to expansion are familiar 
to us, they tend to be forgotten when we justify programs to 
assist small firms. If stability is the rule rather than 



growth, then we must look for other ways of justifying such 
programs. The saving of jobs, mentioned above, is one possible 
alternative, though we do not have carefully enough collected 
data on such programs to know if job-saving is indeed one of 
their outcomes. The productivity increases cited above are 
another possibility, though they will not necessarily create 
jobs and may sometimes even destroy them. 

Critics of UNO point to its disinterest in choosing firms 
for their job-creating and output-expanding potential. The 
origins of this "flaw,' however, are the same as for some of 
UNO's strengths. UNO has shown a cautiousness in its lending 
that has contributed to its enviously high repayment rates and 
to its neglect of the expansion and employment potential. Its 
caution takes the following form: (1) it lends mainly for 
working capital (75%) instead of investment; (2) it is loathe 
to lend to new firms or for the new activities of old firms; 
(3) in its investment credit, it is cautious about lending for 
equipment that is over-dimensioned; (4) it shaves loan amounts 
in relation to the firm's needs; and (5) it lends more to 
retail firms than to the riskier manufacturing and service 
sectors. All these behaviors are financially commendable 
because high delinquency rates in business credit programs tend* 
to be associated with (1) too much investment credit in rela- 
tion to working-capital credit, (2) overinvestment in equipment 
that is beyond the firm's marketing or production possibili- 
ties, (3) too much credit in relation to firm size, and (4) the 
financing of new firms, new activities, and large expansions. 

UNO's financial prudence may also result in the passing up 
of firms, or their projects, that are particularly capable of 
expanding and hiring new workers per unit of credit lent. More 
aggressive lending, of course, does not necessarily have to 
lead to higher delinquency rates, as long as one is skilled at 
screening out the problems. But the ability to screen wisely 
requires considerable experience, specialized personnel, and 
resources for research on the characteristics of defaulting 
borrowers and on the sectors with comparative advantages--all 
of which UNO has not had. UNO's financial prudence, then, has 
been quite fitting to its size, though resulting in a loan 
portfolio that shows little results in terms of expansion of 
output and creation of jobs. The goals of organizational 
survival and economic impact, in other words, were partially 
conflicting. 

Had UNO wanted to select clients who truly needed income 
and employment--the hawkers and vendors, for example, as op- 
posed to the makers of furniture and shoes--it would have had 
to operate quite differently. Group lending rather than loans 
to individuals, and loan sizes of U.S.$100 rather than 
U.S.$1,500, would have been called for. Similarly, if UNO had 
wanted to strive for significant economic and employment- 



creating impacts, it would also have had to take on additional 
activities such as technical assistance, the organizing of pro- 
ducers for group purchasing and selling, research to identify 
sectors with growth potential, and selection procedures that 
would identify the particular firms in possession of this po- 
tential. In choosing particular sectors, moreover, UNO would 
have also run the risk of causing market-saturating expansion, 
perhaps leading to the demise of its expanding clients--an 
argument that UNO itself makes against choosing clients this 
way. 

That UNO did not carry out several such activities con- 
tributed to its survival and its good reputation. UNO stuck 
singlemindedly to providing only credit to individual firms, 
despite criticisms from various quarters. To attempt more 
would be foolish, it felt, because of the limits and tenuous- 
ness of its funding. The pursuit of this one task for almost 
10 years, and the neglect of additional activities that might 
have increased the program's impact, provided UNO with the time 
and the experience to mature into a competent and dedicated 
operation--the only one of its kind to become prominent in 
Brazil. 

UNO1s high costs can also be traced, in part, to its 
achievements in other areas. UNO's stubborn insistence on 
excluding better-off firms and lending in small amounts ac- 
counts for its success at avoiding the drift apward in the size 
of client firms and their loans--a drift that happens in many 
subsidized credit programs for the poor. At the same time, 
this insistence meant that UNO gave up the possibility of reap- 
ing the cost reductions to be had by making at least a small 
number of large loans. The objectives of wise financial man- 
agement and serving only the intended beneficiaries, in other 
words, were in conflict. For the same reason, the goals of 
reaching small beneficiaries were also in conflict with the 
indicators commonly used to judge the performance of credit 
projects and branch-bank managers--respectively, the volume of 
lending per time period, and the profits made on it. 

UNO1s modest budget, typical of many small voluntary or- 
ganizations, also turns out to be an unexpected culprit in the 
failure to lend at reasonable costs--while at the same time 
contributing to UNO's achievements. On the one hand, the small 
and uncertain annual budget (U.S.$275,000) kept UNO from taking 
on more than it could handle and forced it to be a lean organi- 
zation. This went along with a remarkably "democratic" office 
environment, in contrast to the more typical hierarchy of 
larger bureaucratic organizations. The lean and democratic 
environment, in turn, contributed to UNO1s success at identify- 
ing with its clients, and in not feeling squeamish about spend- 
ing time at their businesses and in their neighborhoods. 



Though UNO was admirably constrained in its expenditures 
on overhead, vehicles, facilities, and personnel, it was never- 
theless extravagant in the use of time. This canceled out the 
cost advantage of its pinched expenditures. The role of the 
small budget in this extravagance was that it gave UNO the 
freedom to - not worry about reaching a significant number of 
firms. Not having to worry about impact--the luxury of many 
small organizations--translates easily into not worrying about 
how to reach the most borrowers for a given amount of funding, 
which can be done only by reducing unit costs and increasing 
productivity. (Other concerns and goals, moreover, took pre- 
cedence over unit costs and productivity: the voluntary 
organization's view of its task as "good works," and the more 
pressing need to survive and gain recognition as a "reputable" 
organization.) That UNO's small budget and correspondingly 
limited horizons exempted it from the pressure to develop a 
low-cost model is an important finding, applicable to many 
small organizations. The stern financial discipline of small 
budgets, after all, is usually thought of as forging low-cost 
ways of doing things. 

Is my concern for whether the model can be used to achieve 
public-sector impacts misplaced? Many small voluntary organi- 
zations, after all, cannot even aspire to delusions of impact, 
unless they are dealing with a circumscribed problem or a very 
small client group, like lepers. That UNO became a competent 
and respected organization, one might argue, was good enough; 
unit costs and productivity are pressing matters more for large 
organizations with greater aspirations. Similarly, that high 
economic and social benefits were beyond the reach of the model 
could be looked at as less important than that UNO represented 
a job well done, carried out with relatively modest total 
expenditures and free of the "vices" of large bureaucracies. 
Although this view is perfectly compatible with the priorities 
of many voluntary organizations, it is nevertheless not suffi- 
cient as a guide for deciding how to spend scarce public-sector 
funds for development assistance. 

What is it, then, that UNO is a model of? How does one 
reconcile UNO's success as an organization with its failure to 
develop a replicable or economically and socially significant 
way of providing credit to the informal sector? The reconcili- 
ation becomes easier if we first give up our idea that UNO is a 
model of how to carry out a certain task, and instead see it as 
a lesson about how to build a certain kind of institution. The 
features of this redefined model, taken from UNO's history and 
elaborated in the text, might include the following: (1) 
grounding of the new organization in the local elite community; 
(2) "premature" withdrawal of the outside funding organization; 
(3) the taking on of only one task rather than many; (4) rela- 
tively scant outside funding in non-growing annual increments; 
(5) a long "quiescent" period during which expansion and 



diversification of activities do not take place; and (6) an 
operating style, a type of task, and a support group that all 
help protect the organization from political interference and 
from other organizations. 

Other aspects of the redefined UNO model are surprising, 
showing that UNO behaved in some ways less like a "better" 
alternative to the public sector than we have been led to 
believe. Although prizing private-sector independence, UNO and 
its founders never concerned themselves with giving UNO the 
opportunity to become financially self-sufficient or to have 
self-maintaining credit funds. Even though the opportunities 
to charge for services were greater for credit than for many 
other services provided by voluntary organizations--and even 
though UNO's clients had already proved themselves willing to 
pay a lot for credit--UNO and its creators opted for a highly 
subsidized interest rate and a low commission that guaranteed 
that the public would always be dependent on the good will of 
public-sector benefactors. Today, therefore, UNO has virtually 
no source of funds outside the public sector, a state of af- 
fairs that has compromised the autonomy it prizes so highly. 
UNO's founders, in sum, behaved very much like our image of the 
public sector--by ignoring opportunities to become financially 
self-maintaining, and by endorsing an unnecessarily highly sub- 
sidized approach to providing a service. 

That the UNO experience produced a good organization and 
not a good technique is perhaps not that disappointing. Build- 
ing an organization that is suited to an UNO-type task may be 
more difficult than devising the best way to provide the serv- 
ice. Once the organization is solidly in place, the task of 
discovering the best technique may be much easier. Perhaps 
that is why UNO is only now exploring some new ways of doing 
things, ten years after its founding, and starting on a path 
leading toward cost reductions. If building the organization 
requires more effort than finding the right technique, more- 
over, then perhaps we should alter our concept of the purpose 
of providing "pilot" projects. We may not need a project to 
discover the right way of doing things, that is, if we first 
build a good organization that then has the competence and the 
character to find the technique itself. 

That UNO evolved in the course of using an unsatisfactory 
technique did not seem to impede its survival or its recogni- 
tion by the public sector. The life-threatening problems it 
faced had nothing to do with its high unit costs, or the low 
social and economic value of its lending. Whether UNO will now 
move on to the right technique will be apparent soon--after 
completion in 1985 of the major expansion and diversification 
of its activities under the three World Bank projects. The UNO 
that emerges from this expansion, whether succ:essful or not, 
will be very different from the existing one. The continuity 



will be found in the organization, and not in its way of as- 
sisting small enterprises. 

An organization that has been so successful at surviving, 
like UNO, may be particularly loathe to modify the way it does 
things because it considers the whole package to have been re- 
sponsible for its success. UNO1s extension program--and its 
high investment in a loan-application procedure that probably 
does not increase the likelihood of repayment--are examples of 
such hallowed yet inefficient ways, which also are followed by 
other small-business programs. Sometimes, an organization may 
be spurred to give up such ways when a totally new constraint 
appears, as has happened with the high lending targets UNO must 
now keep up with, for the first time, under the World Bank 
projects. In order for UNO to attain this speeded-up pace of 
lending, something will have to give that causes its high unit 
costs to come down. It will also have to show that it is 
striving toward more impact in order to sustain these higher 
financial commitments from the public sector. 

Because of the difficulty organizations have in giving up 
some of their ways, outsiders will sometimes be the only ones 
to understand clearly how the technique can be improved upon, 
even though the organization is at the stage where it is more 
than competent to do so itself. The need for a newcomer's 
vision may explain why a recent program in Ecuador, created in 
UNO's image by a private bank, has succeeded in lending at a 
fraction of UNO's costs while still obtaining high repayment 
rates. It has abandoned UNO's cherished courses for micro- 
firms, which account for 30% of its costs, and has streamlined 
the selection process; it has even given up evaluation and some 
other internal control mechanisms, also in the name of reducing 
costs. 

The importance of a cost-minimizing or impact-maximizing 
constraint in helping an organization shed its inefficient ways 
cannot be exaggerated. For a large public-sector program, as 
UNO's is becoming, the constraint is partly a political one: 
if a large subsidized program does not touch many people, it 
will be in political trouble. For a private-sector program, as 
in the case of the Ecuadorian copy of UNO, the constraint is a 
profit-maximizing one: the bank was forced by law to lend a 
certain percentage of its deposits to small firms at a low 
interest rate, or face the alternative of having to purchase 
government bonds at an even lower interest return. It chose 
the higher-return alternative (lending to small firms), but 
wanted to do so in a way that minimized its losses and maxi- 
mized its returns. 

UNO, like many small voluntary organizations, was exposed 
to neither of these disciplines. Because it is now becoming 
subject to the public-sector discipline of breadth, it may be 



impelled to develop a way of operating that deserves imitation. 
The greater closeness to the public sector, of course, will 
also threaten some of the very qualities that made UNO success- 
ful. Now that it is ten years old, it may be better able to 
survive these dangers than it was before. 



I - Introduction* 

Many consider the Northeast Union of Assistance to Small 
Businesses (UNO) to be a model of how to provide credit to 
microfirms. After spending a month with UNO in Recife, I found 
it easy to see UNO as a success story, though not always in the 
terms I had expected. At the same time, it was easy to see UNO 
as not very successful at all--particularly with respect to the 
characteristics we usually attribute to model projects. At one 
point, I thought the best way to represent the UNO story would 
be to write it first as a success, and then as a failure. I 
decided against such a presentation because I suspected that my 
own concepts of success and failure--plus the received wisdom 
about UNO--might be making it difficult to see the UNO story in 
an integrated way. The way the story is told here, then, grew 
out of my resistance to telling two separate stories about UNO. 

In the following section, I present an introductory pic- 
ture of UNO, and a suggestion of my findings in the form of a 
list of its strengths and weaknesses. The rest of the paper 
discusses UNO in three ways: (1) its history, (2) its opera- 
tions, and (3) its beneficiaries. 

The Facts About UNO 

UNO was founded in 1972 in Recife, one of the major 
coastal capital cities of Northeast Brazil, by a U.S. private 
voluntary organization, Accion International/AITEC. UNO, char- 
tered as a Brazilian private voluntary organization with fund- 
ing from AITEC and donations from private firms, was set up to 
provide credit to small businesses without access to banks. 
AITEC's objectives, as in its similar projects in other coun- 
tries, were twofold: (1) to contribute to increased employ- 
ment, production, and income among the poor by assisting 

*All dollar values in this report are presented with the orig- 
inal cruzeiro values in parentheses. The dollars are sometimes 
rounded off when precise magnitudes are not important. Before 
converting cruzeiros to dollars, the cruzeiros were recalcu- 
lated into constant values using the general price index as a 
deflator and 1981 as the base; cruzeiros were then converted to 
dollars at the average exchange rate for 1981 (Cr$91.265), so 
that dollar values are constant 1981 dollars. In a few cases 
where it was more appropriate, I converted cruzeiros to dollars 
at other rates, all these exceptions being specified in the 
text. A table of exchange rates from 1973 to the present is 
presented in Table 9. 
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businesses that had no access to formal credit and government 
subsidies, and that tended to use "appropriate" labor-intensive 
technologies; and (2) to create a private voluntary institution 
that, after an initial period of AITEC tutelage, would become 
completely Brazilian and be able to stand on its own. AID, in 
financing AITEC1s small business programs in other countries 
later on, subscribed to these same objectives. More generally, 
AID hoped that U.S. voluntary organizations like AITEC could 
contribute to the development process of third world countries 
by tapping the institutional potential lying outside their 
public sectors. 

At its start, UNO was provided with credit resources 
by two private banks and later the development bank of the 
state of Pernambuco. Together the three banks contributed 
U.S.$490,000 (CrS44.8 million) in loans to UNO clients in the 
first full year of the program's operation (see Table 1). 
During its first six years, UNO received U.S.$314,300 in 
donations from six private voluntary organizations (plus the 
Canadian Emb ssy), of which AITEC was by no means the largest 
contributor .' This outside funding accounted for 60% of UNO1s 
operating funds in its first year, a percentage that fell to 
45% for the next three years, and then dropped to almost noth- 
ing thereafter. The Brazilian public sector, an important 
contributor to UNO from the start, made up the difference: 
whereas the public sector had contributed 32% of UNO's funds in 
the first year of operations, it was contributing 73% by UNO1s 
seventh year (see Table 3). By 1981, the public-sector contri- 
bution had risen to 85% of UNO1s budget, and was projected to 
reach 93% by 1982. Much of this increase had to do with UNO's 
being included in three World Bank projects, as discussed 
below. 

UNO history falls into two distinct periods: the modest 
early years of consolidation and little growth until 1979, 
followed by a substantial and rapid increase in funding, 

'see Table 3. Contributors, in descending order of the 
size of the contributions, were Oxfam (U.S.$96,300), PACT 
(U.S.$92,000), Catholic Relief Services (U.S.$34,200), the 
Inter-American Foundation (U.S.$32,200), the Canadian Embassy 
(U.S.$24,800), AITEC (U.S.$23,600), and the Merrill Trust 
(U.S.$11,200). In 1980, Appropriate Technology International 
(ATI) contributed a further U.S.$72,000, making for a total of 
U.S.$362,800 in outside funding. These figures may be in error 
because they were taken from UNO1s yearly cruzeiro data on the 
sources of the funds it spends. I converted the figures to 
dollars at the exchange rates of the year in which the funds 
were spent; the total figure is therefore not corrected for 
inflation of the U.S. dollar. 



personnel, and lending resulting from the "discovery" of UNO by 
the World Bank. Until recently, UNO had been a small and non- 
growing operation. From its inception through 1981, it had 
made a total of 2,552 loans--1,680 in Recife and 872 in the 
interior (refer to Tables 1 and 2). Between 1974 and 1978, it 
granted an average of 165 loans in Recife per year, with an 
average loan size of U.S.$2,000 (Cr$190,700). By 1981, average 
loan size had decreased to U.S.$1,600 (Cr$146,000). After the 
no-growth years of 1974 to 1978, UNO suddenly became the bene- 
ficiary of greatly increased funding, after being included in a 
World-Bank rural development project located in an interior 
area of the state, the Agreste Setentrional. The interior 
project resulted in a quadrupling of total UNO loans between 
1979 and 1981, and a quintupling of their value. By 1981, the 
interior program had surpassed that of Recife, with the number 
of lo ns at one-and-a half times the number in Recife (617 vs. 
387) . ? 

By the end of 1981, UNO1s Recife program was projecting a 
fourfold increase in annual lending by 1985, as part of another 
World Bank-financed project for urban development in the city 
of Recife, to commence in late 1982 (7,300 loans to be made 
over the 1982-1985 period). Also in 1982, UNO was included in 
yet another World Bank project for assistance to middle-sized 
cities, though with a budget considerably smaller than the 
other two projects. Under these three projects, credit to 
clients would be channeled only through the state development 
bank, the private banks having dropped out in 1977. 

UNO lends to its clients at 25% inte~est.~ Interest 
earnings accrue to the bank and institutions supplying the 
credit funds, and not to UNO. With Brazilian inflation rising 
from 30% in UNO1s first years to 100% by 1980, the UNO rate of 
interest has always been negative in real terms, and increas- 
ingly so. These highly subsidized interest rates are not 
unique to UNO, and indeed have been a feature of Brazilian 
Government credit policy in industry and agriculture for at 

 his evaluation covers only the older Recife program of UNO, 
and not the interior projects, though I refer to the latter 
project at various points. Loan and personnel data were avail- 
able for Recife as distinct from the total program, but budget 
data were available only for the whole program. 

2~~~ earns an additional 3% (previously 2%) of the value of the 
loan as a commission, which represents an insignificant contri- 
bution to its costs. The commission is discounted from the 
loan in advance along with a 2% commission to the bank, a 2% 
insurance premium, and a banking tax--making the real interest 
rate somewhat higher than 25%. 



least a decade. Though the UNO interest rate had been about 
the same as the controlled Brazilian rate for commercial credit 
until 1976 (also negative in real terms), it has now fallen 
considerably below the rates on special government lines of 
credit for small and medium industries (40% to 80%)--not to 
mention commercial rates of 130% to 230%. UNO's decision to 
charge negative real interest rates, then, meant that credit 
funds could never be self-maintaining. 

Most of UNO's credit is for working capital loans (75% of 
the value) repayable in 12-15 months with a grace period of 
three months; loans for investment are repayable in up to 36 
months, with a grace of six months. Retail establishments 
account for the largest share of UNO loans (42%), followed by 
services (34%) and manufacturing (24%); small retail food 
markets are the largest single lending category (21%). Bor- 
rowers may obtain additional loans as long as previous loans 
are repaid and firms have not become so successful as to qual- 
ify for direct bank credit, but most repeating borrowers do not 
obtain more than one additional loan. Loans to repeaters have 
accounted for as much as 40% of total loans in Recife in any 
one year, a share that declined to 25% by 1981 (Table 2). 

In order to qualify for an UNO loan in early 1982, firm 
owners had to have less than 5 employees (10 for manufactur- 
ing); an annual family income of less than U.S.$8,900 (CrS1.2 
million); annual sales of less than U.S.$62,000 (CrS8.4 mil- 
lion) for manufacturing firms, and U.S.$45,000 (Cr$6 million) 
for retail and service establishments; and fixed investment of 
less than U.S.$52,000 (Cr$7 million) for manufacturing firms, 
and U.S.$37,000 (CrS5 million) for retail and services. 
(Exchange rate for this paragraph is CrS135.) 

Until the initiation of the World Bank interior project in 
1978, most of UNO's field work was done by half-time university 
students, contracted annually by UNO at half the cost of a per- 
manent employee with normal-school training. In 1978, UNO had 
a permanent staff of 20, including 10 professionals, plus 26 
half-time university students. By 1980, the second year of the 
interior project, the number of permanent staff for the first 
time surpassed that of university students, with 48 permanent 
staff to 36 students. (This change is partly a result of the 
use of permanent staff rather than students in the larger 
interior program.) UNO's students are responsible for the bulk 
of the fieldwork--canvassing small businesses, filling out 
questionnaires on possible borrowers, preparing the loan appli- 
cation for the bank, and monitoring loan recipients. 

The state development bank plays no role in screening UNO 
applicants, and accepts UNO's recommendations in almost all 
cases. Loan collection is the official responsibility of the 
bank, in terms of notifying borrowers of delinquency and initi- 
ating collection procedures. UNO nevertheless takes upon 



itself the task of tracking down delinquent borrowers, finding 
out what the problem is, and recommending appropriate action to 
the bank. Delinquency in the UNO program has never been more 
than 8%, depending on the measure used--a remarkable achieve- 
ment for a program of this nature. Loans are backed by a guar- 
anty fund, originally set up with donations from the private 
sector but now financed from a 2% surcharge on the value of the 
loans, as part of a Brazil-wide government guaranty fund for 
all small-firm credit. Of the 2,552 loans made by UNO since 
its creation in 1972, only 98 or 4% had to be paid out of the 
guaranty fund. 

UNO spends most of its time with microfirms during the 
selection and loan-application stage, rather than after a 
client receives a loan. Of a total of 32 students in the 
Recife program in 1981, only 5 worked on loan monitoring. 
Until 1980, only 20% of the firms canvassed in any year 
received loans (Table 8). The percentage increased to 48% in 
1981, partly as a result of UNO's streamlining of its selection 
procedures, and the resolution of a longstanding problem of 
delays in bank processing. 

UNO provides no extension or technical assistance except 
for a series of courses offered to clients and other interested 
parties in simple bookkeeping and other matters such as sales 
promotion and learning how to write checks. UNO estimates that 
roughly 30% of its operating costs are for the training 
courses, which borrowers are not required to attend. The 
student workers also offer advice during their visits to cli- 
ents. UNO files and my interviews with borrowers suggested 
that few borrowers attended the courses or considered them 
valuable, a not infrequent finding for this type of technical 
assistance. In the interior program, technical (as opposed to 
managerial) assistance is available to UNO through a contract 
with a state agency, ITEP. 

Strengths and Weaknesses 

I close this section with a list of UNO's most salient 
strengths and weaknesses, leaving the discussion of them for 
later. The achievements are the following: 

1. UNO succeeded in reaching businesses that, in most 
part, would have had no access to institutional 
credit. Given the attraction of the highly subsidized 
interest rate to better-off borrowers, this is a sig- 
nificant achievement. 

2. UNO attracted and built a staff that is highly dedi- 
cated to the organization's goals of getting credit to 



poor firms, and is highly sympathetic to the needs and 
problems of its client group. 

UNO succeeded in becoming independent of its creator, 
AITEC, at a relatively early stage. The technical- 
assistance relationship was ended only three years 
after UNO's creation, and AITEC funding terminated 
five years after creation, never having represented 
more than 3% of UNO funding in anything but the first 
year (when it was 19%). UNO entered its second decade 
of existence, moreover, with large, unprecedented 
increases in its public-sector funding. 

UNO has earned an excellent reputation as a dedicated, 
competent organization from persons in both the pri- 
vate and public sectors. 

Though UNO is a private voluntary organization, it 
succeeded in obtaining a substantial share of its 
budget from the public sector from the start (33% in 
the first year). After eight years, moreover, UNO's 
good work and reputation resulted in its being noticed 
by the World Bank and included in three of its proj- 
ects, bringing a major increase in its funding from 
the Brazilian public sector. 

The creation of UNO was achieved with a fairly small 
commitment of funds from outside donors during the 
first four years--U.S.$23,600 from AITEC, and a total 
of U.S.$290,800 from others. After that point, large 
government contributions took over under the World 
Bank projects (Table 3). 

In addition to receiving public-sector funding, UNO 
has succeeded in warding off the political interven- 
tion that often afflicts government programs of sub- 
sidized credit. 

UNO is a lean organization, with overhead costs of 
only lo%, only one vehicle (unusual for an entity that 
does so much field work), and much less of the hier- 
archy and rigidity that characterizes many public- 
sector entities in the credit and extension field. 

Repayment rates on UNO lending, at 92% to 988, are 
remarkably high. 

UNO succeeded in avoiding various practices that have 
been associated with high delinquency in similar pro- 
grams. Namely, (a) U N O - ~ ~ S  lent mainly for working 
capital instead of for investment: (b) it has stayed 
away from financing new firms; (c) it has financed 
only modest increments to a firm's fixed investment. 



Alonu with  i t s  s t r e n g t h s ,  UNO h a s  t h e  fol lowing 
weaknesses : 

U N O ' s  o p e r a t i n g  c o s t s  have been q u i t e  h igh  a s  a per-  
cen tage  of loan value--ranging from 50% t o  more than  
l oo%,  though f a l l i n g  t o  46% i n  1981; c o s t  p e r  loan i s  
a l s o  h iqh  a t  U.S.$733 (Cr$66,900) ,  though it h a s  
f a l l e n  from twice  t h a t  l e v e l  i n  t h e  l a s t  few y e a r s  
(Table  1) .  

P r o d u c t i v i t y  i s  low, wi th  l oans  made p e r  s t u d e n t  
worker ( f u l l - t i m e  e q u i v a l e n t )  i n  Recife  a t  about 24 
p e r  year :  i f  superv isory  s t a f f  were included i n  t h e  
r a t i o ,  t h e  p r o d u c t i v i t y  f i g u r e  would be  even lower. 

U N O ' s  Rec i fe  program h a r d l y  grew dur ing  i t s  f i r s t  n i n e  
yea r s  of  o p e r a t i o n ,  and reached only 0.3% of  R e c i f e ' s  
microf i rms i n  1981 (387 loans  ou t  of 120,000 f i r m s ) .  
Even over t h e  whole nine-year pe r iod ,  t h e  t o t a l  number 
o f  f i rms  r ece iv inq  UNO l oans  (1 ,219)  was o n l y  1% of 
t h e  c l i e n t  popula t ion .  1 

Thouqh p r i v a t e  banks and t h e  s t a t e  bank con t r ibu ted  
some funding f o r  UNO c r e d i t  i n  t h e  e a r l y  y e a r s ,  t h e  
banks did  no t  s u s t a i n  t h e i r  f i n a n c i a l  commitment. 
Commitment of t h e  s t a t e  bank wi?s never g r e a t  enough 
u n t i l  r e c e n t l y  t o  r e so lve  overwhelming problems of  
de l ay  and requirements  f o r  documents, adding t o  
average loan  c o s t s  because of  t h e  n ~ m b e r  of  d i s -  
couraged borrowers who gave up a f t e r  UNO p repared  
t h e i r  loan  a p p l i c a t i o n s .  

UNO i t s e l f  r e j e c t e d  t h e  p r i v a t e  bank.sl p a r t i c i p a t i o n  
when i n t e r e s t - r a t e  c e i l i n g s  were removed i n  1977, even 
though t h e i r  p rocess ing  of  loan a p p l i c a t i o n s  was 
smooth and r ap id .  

F i n a n c i a l  suppor t  from t h e  p r i v a t e  s e c t o r ,  expected t o  
be a mainstay of t h e  program, never reached more t h a n  
29% of  funding,  and'diminished t o  nothing a f t e r  t h e  
f i r s t  f i v e  y e a r s  (Table  3 ) .  

UNO h a s  never been a b l e  t o  gene ra t e  i t s  own income, o r  
t o  be  a s  f i n a n c i a l l y  independent of t h e  p u b l i c  s e c t o r  
a s  it was meant t o  be .  

l ~ h e  1 ,219 f i g u r e  is obta ined  by s u b t r a c t i n g  461 r e p e a t  l oans  
from t h e  t o t a l  number of  l oans ,  1,680, t o  obt.ain t h e  t o t a l  
number o f  f i rms  l e n t  t o  i n  Recife .  



8. UNO spends 30% of its operating budget on courses for 
small-firm owners, courses that are of questionable 
value. 

9. Only a minority of UNO borrowers seem to "graduate" 
from UNO credit to the formal banking system, meaning 
that the rest must be permanently dependent on UNO for 
credit or revert back to their previous creditless 
state. 

10. Though UNO has established itself as a reputable 
organization, its style of operating does not seem 
worth copying because of the high costs per loan, the 
low productivity, and the insignificant portion of the 
target group reached. As evidence for this, many of 
the features of the "model" are changing, it seems, as 
UNO rapidly grows to a more significant size under the 
World Bank project. 

The above juxtaposition of UNO's strengths and weaknesses 
brings us back to the quandary posed at the beginning of this 
introduction--many of the weaknesses seem to be inextricably 
bound with the strenqths. Does this mean that UNO's successes 
at surviving and becoming a praiseworthy organization were in 
any way a function of its weaknesses? Did the success require 
that TINO be a small, insignificant organization, with high 
costs and low productivity? Can the weaknesses be eliminated 
without undermining the strengths? These are the questions 
behind the discussion that follows. 



I1 - The History 

What explains the success of AITEC in creating a lasting 
institution in the form of UNO? What explains UNO's limited 
and rapidly diminishing support from the private banks and the 
rest of the private sector? What is the meaning of UNO's in- 
ability to grow during its first several years? How would one 
describe what AITEC created institutionally, given that UNO was 
not the independent institution envisioned at the beginning? 
What was the significance of UNO's "loss" of independence? 
What was AITEC contribution as outsider? 

The Local Connection 

UNO's successful rooting and long existence had much to do 
with AITEC's hard work at promoting UNO in the business commun- 
ity of Recife. The promotion effort resulted in an UNO board 
of directors chaired by a leading local industrialist and other 
prominent members of Recife's business and banking community. 
Most of these elite backers of UNO belonged to the local feder- 
ation of industry and commerce, a very active organization. 
The federation was always looking for business-related programs 
it could sponsor, and was constantly on guard against "incur- 
sions" of the public sertor on its territory. In approaching 
the local business community for support for IJNO, then, AITEC 
was indirectly linking the UNO effort to a well-established and 
influential local institution. 

To its local grounding of UNO, AITEC added a few important 
connections to nationally important persons. AITEC's Rio de 
Janeiro affiliate, founded in 1971, was headed by an influen- 
tial banker from southern Brazil, Ari Burger, who vigorously 
supported UNO and who had been a director of the Central Bank 
in the late 1960s. AITEC also garnered the public support of 
another prominent Brazilian personage, Roberto Camps--an ex- 
planning minister, Brazilian ambassador, and writer on Brazil- 
ian economic policy. The early support of these prestigious 
Brazilians, outsiders to Recife and the Northeast, impressed 
Recife businessmen and banks and helped elicit their support. 

Bringing in the banks 

Local political considerations played an important role in 
the success of AITEC and UNO at getting three banks to partici- 
pate in the program. Of the two participating private banks, 
one was very much a Recife institution. The Banco Nacional do 
Norte operated only in Northeast Brazil and was owned by a 



Pernambuco industrialist living in Recife. The Banco ~conbm- 
ico, the other private bank, also had a Northeast base; it was 
led by an industrialist from the Northeast state of Bahia, who 
also had been recruited to the cause of UNO by AITEC. 

The third participating bank was in the public sector and 
was also a local institution--the development bank of the state 
Of Pernambuco (BANDEPE). The better-funded and more powerful 
public-sector banks--the Bank of Brazil and the Northeast 
Development Bank--did not participate, despite AITEC8s expec- 
tations that they would. The Bank of Brazil, though one of the 
largest banks in the world and frequently responsive to social 
directives in its lending, is a Brazil-wide network, headquar- 
tered in Brasilia. It would have had less interest than 
BANDEPE in a program just for Recife, and its centralized 
lending policies would have made such an exception difficult. 
Though the Northeast Development Bank was closer to home, and 
AITEC also sought its participation, it was still Northeast- 
wide and headquartered in another city, Fortaleza. BANDEPE, in 
contrast, was created by the state of Pernambuco and operated 
only in that state, with headquarters in Recife. It was there- 
fore more sensitive to Pernambuco politics, in which the opin- 
ions of UNO's business-elite backers were important. BANDEPE, 
then, was partly beholden to the same business leadership that 
was backing UNO. There was no such vital connection with the 
two other official banks. 

Five years after UNO'S creation, BANDEPE was the only 
bank, state or otherwise, participating in the UNO project. 
UNO withdrew the program from the two private banks in 1977, 
because the Brazilian monetary authorities terminated the ceil- 
ings on interest rates for commercial credit, which would have 
brought an increase in UNO rates from 25% to 35%. UNO thought 
that these new commercial rates were too high to charge to its 
clients--even though they were negative In real terms--and the 
private banks would not accept such a discrepancy between UNO's 
rate and the others. At present, commercial rates are between 
130% and 230% and UNO rates are 25%. The current rate is now 
the same as that fixed by the Brazilian public sector for all 
subsidized credit to microfirms. BANDEPE, as a state bank with 
various subsidized lines of credit, had no problem with the low 
UNO rate. 

The emergence of a state bank like BANDEPE as UNO1s savior 
is an interesting turn of history. The termination of partici- 
pation by the two private banks was a result of the insistence 
by UNO on a policy that was incompatible with private-sector 
banking. Yet UNO was set up as a "better" private-sector 
alternative to the public sector's way of doing things. Also, 
whereas UNO was considered an "apolitical" organization, nota- 
bly devoid of political meddling in the allocation of credit, 
the state bank had the opposite reputation. Along with other 



state development banks in the Northeast, BANDEPE had been by- 
passed in large World-Bank projects as a mechanism for channel- 
ing subsidized credit to agriculture, and the Bank of Brazil 
had been chosen instead. The Bank of Brazil was more reputa- 
ble, more established, and more "above local politics" than the 
state banks, which were considered too politicized in their 
credit decisions, too responsive to state politics. Yet this 
"responsiveness" was precisely what drew BANDEPE to UNO's 
cause. BANDEPE's position in the midst of local politics, in 
other words, was exactly what UNO needed. 

UNO's strength, then, was not only a matter of its 
private-sector support, but also of its ties to influential 
persons at the local level, as opposed to regional and national 
levels. A small-business program for Recife wl?uld not have had 
the political appeal at regional and national Levels that it 
di4 locally. By mobilizing local elite support, then, AITEC 
was endowing UNO with the most effective political ties it 
could. 

The limits of local support 

A few qualifying comments about UNO's local connections 
are in order. That UNO was locally well connected is not to 
say that it was "political," or that it had the direct support 
of local politicians. UNO was among the most apolitical of 
credit-granting entities in the Northeast. Its local connec- 
tion was not a direct line to the politicians but, rather, an 
indirect tie through an "apolitical" business elite whose opin- 
ions were taken seriously in the way state funds got allo- 
cated. Similarly, the strength of UNO's local connections 
should not be exaggerated. AITEC, after all, assumed that of- 
ficial development banks would contribute approximately 40% of 
the fu ds for UNO lending, but they hardly participated at the f start. The credit resources made available to UNO by local 
banks, moreover, were minuscule. UNO loans never exceeded more 
than U.S.$550,000 (CrS49 million) per year until 1980, increas- 
ing to U.S.$696,000 (CrS63.5 million) in that year and more 
than doubling in 1981 to U.S.Sl.6 million (CrS147 million). 
Even at these higher levels, UNO loans in 1980 amounted to less 

%he expectation was expressed in the minutes of UNO's first 
meetings of its board of directors. The officlal banks ex- 
pected to participate were the Banco do Brasil, the Ranco do 
Nordeste Brasileiro (BNB), and the Banco de Desenvolvimento do 
Estado de Pernambuco (BANDEPE)--the latter ban): being the only 
one to participate. 



than 1% of only the subsidized credit for small and me ium 
firms granted by the state development bank in Recife. P 

UNO1s business support was not enough to sustain the 
participation of the two private banks, as seen above, which 
dropped out in the fifth year of the program. Though the state 
bank remained, moreover, its bureaucratic demands and delays 
increased the costs of the program and decreased its effective- 
ness markedly. These problems have started to be resolved only 
in the ninth year of UNO's operation, coincident with the World 
Bank project. Stronger political commitment by the state bank 
would no doubt have resolved the problems much earlier. 

Despite UNO1s support in the business community, donations 
from private firms never exceeded the budget support provided 
by the public sector--even at the height of these donations in 
UNO's first years, when 35 firms were contributin . The pri- 
vate share, at the most, was never more than 29%,' whereas 
public-sector funding accounted for about 30% of UNO1s budget 
during its first four years, including the first (Table 3). 
Brazilian private donations, moreover, never exceeded the con- 
tributions of foreign donors. Foreign donations were the major 
single share of UNO's budget in its first four years, starting 
at 60% in the first year and varying between 40% and 47% in the 
subsequent three years. Though AITEC and UNO worked hard to 
raise donations from the local business community, then, sig- 
nificant and lasting funding did not come from that source. 
Local-elite support of UNO, one might say, turned out to be 
more moral than financial, and sometimes half-hearted rather 
than robust. This does not mean that it was not important. It 
got the organization started and kept it moving, albeit at a 
slow pace. 

UNO1s local grounding was also limited in that it was in 
no way participatory. AITEC and UNO never encouraged formal 
participation by the beneficiary group, nor did they consult 

 he corresponding percentage in 1981 was 2%. In 1980, that 
is, current CrS24.4 million of UNO loans represented 1% of 
CrS5.6 billion of BANDEPE loans; in 1981, current CrS166.2 
million of UNO loans represented 2% of CrS9.2 billion of 
BANDEPE loans. Data are from BANDEPE headquarters in Recife. 

 his share is difficult to determine because the category 
including private-sector donations is a residual category for 
"local institutions," including miscellaneous funds from 
various sources. 



the intended beneficiaries when designing the program.1 UNO 
still does not consult client groups when it makes changes in 
its programs, though it is interested in their opinions. UNO's 
non-participatory origins and style, of course, worked in im- 
portant ways to its advantage: its business-elite supporters 
had more influence and organization than a group of UNO clients 
ever would have, in terms of eliciting funds and other forms of 
support from entities in the private sector, the public sector, 
and from foreign donors. Participation, however, might have 
helped UNO to overcome the inadequacy of its training program 
for firm owners, as had been the case in other programs. (This 
matter is discussed at length in the section on training 
below. ) 

The private sector loses interest 

Recife businessmen who had participated on UNO1s board of 
directors offered various reasons for their limited and de- 
clining financial support of UNO. Most important, strangely 
enough, was their expectation that large contributions would be 
made by the public sector--international as well as domestic. 
Since AITEC vigorously campaigned for finance from interna- 
tional donors and kept UNO's business backers apprised of these 
efforts, this expectation was understandable; indeed, one rea- 
son for loss of interest in UNO by an important contributor was 
disappointment with AITEC over the fact that it did - not bring 
in the level of international funding that it said it could. 
AITEC did come through with enough foreign donations over a 
four-year period (U.S.$291,000) to keep alive the hope that 
they would dispense with the need for local private ones. 
Similar hopes about the Brazilian public sector's contributions 
to UNO, Recife's backers said, partly explained the ease with 
which UNO terminated its relationship with the two private 
banks in 1977: since the state bank was starting to partici- 
pate m re, there really was no more need for the private 
banks. 9 

Though UNO's private-sector backers saw public-sector 
funding (including foreign) as highly desirable, they also took 
any signs of such support as permission for them to withdraw 
their financial backing. It was not that the business commun- 
ity was against public-sector financing, but rather that they 

l ~ h e  lack of participation was also noted in DGAP (1978:41). 

2 ~ h e  interest-rate problem, as described above, was probably a 
more immediate and significant reason for UNO's withdrawal from 
the private banks. 



felt their responsibility to the program was relieved as soon 
as the public sector appeared on the scene. Thus one form of 
success, or the expectation of it, brought another form of 
failure. 

Private-sector support for UNO waned also because of 
changes in the power of UNO's nationally prestigious support- 
ers. As noted above, UNO received a strong initial endorsement 
from a major industrialist of Brazil's developed south, who had 
been a director of the Central Bank. The Central Bank's re- 
gional representative in the Northeast, therefore, was also a 
member of UNO1s board of directors and, following the line of 
the Bank's director, was also a strong supporter of UNO. The 
Central Bank endorsement, in turn, was said to be influential 
in convincing the two private banks to participate; anything 
they could do to please the Central Bank, which held great 
power over them, made their relationship to that institution 
easier. A few years after UNO was created, the industrialist- 
director lost his influence at the Central Bank, and nobody 
else influential took interest in UNO; the new Central-Bank 
representative in Recife became equally lukewarm. At this 
point, it was said, the two private banks no longer saw 
anything to be gained from the Central Bank by being good to 
UNO . 

In explaining their meager financial support of UNO, 
Recife's business leaders also pointed to themselves as running 
family-held and inward-looking enterprises, without a tradition 
of public giving. The needs of poor firms, they felt, should 
really be met by the public sector, which had been charging the 
private sector ever-higher taxes and making credit tighter and 
more expensive. They could ill afford the luxury of contribut- 
ing to a program of subsidized credit for the poor, they felt, 
whose responsibility was at any rate that of the state. Given 
these attitudes, it is remarkable that AITEC succeeded in ob- 
taining any private-sector funding at all! Nevertheless, the 
expectation that private-sector participation could be suffi- 
cient enough to endow UNO with autonomy seemed to be an un- 
realistic one. 

AITEC1s efforts to raise Brazilian private-sector funds, 
it should be noted, were more successful in the state of Bahia, 
where the only other Brazilian UNO program was created in 1976. 
But by 1982, UNO/Recife was much better off than UNO/Bahia. 
While UNO/Recife had succeeded in maintaining its independent 
organizational status, contracted by the public sector on an 
annual basis, UNO/Bahia was being absorbed by the state 
government--an outcome discussed later. Thus the greater early 
financial support by the private sector of the Bahian UNO did 
not guarantee a better outcome in terms of organizational sur- 
vival. The significance of private-sector donations to UNO, 
then, should not be exaggerated as a measure of the quality of 
private-sector commitment, or as determining UNO's destiny. 



Good works and s e l f - s u f f i c i e n c y  

The a t t i t u d e  o f  R e c i f e ' s  bus ines s  l e a d e r s  toward f inanc ing  
an UNO-type program was unders tandable .  A s  owners of success-  
f u l  f i rms ,  t h e y  had nothing i n  p a r t i c u l a r  t o  g a i n  from a  pro- 
gram t h a t  would a s s i s t  microfirms t o  grow. They never envi-  
sioned UNO a s  becoming capable  of having a s i g n i f i c a n t  impact 
on t h e  microfirm s e c t o r .  Rather,  t h e y  saw t h e  o r g a n i z a t i o n  a s  
a  c h a r i t y ,  a s  "qood works" and good p u b l i c  r e l a t i o n s .  IJNO and 
i t s  management, i n  t h e i r  eyes ,  were something t o  be proud of--a 
job wel l  done. A smal l  and nongrowing UNO, w i th  l i t t l e  impact 
and low p r o d u c t i v i t y ,  would g i v e  no p a r t i c u l a r  cause  f o r  con- 
ce rn .  I n  a d d i t i o n ,  U N O ' s  bus ines s  backers  saN t h e i r  c r e a t i o n  
a s  i n h e r e n t l y  l i m i t e d .  The a s s i s t e d  microfirms would no t  be  
f i t  t o  work d i r e c t l y  wi th  t h e  banking system: t h e y  would con- 
t i n u e  t o  be  p a t h e t i c a l l y  poor, and unable t o  meet a  b a n k ' s  
requirements  f o r  documents, gua ran tees ,  and minimum ba lances .  
Only t h e  p u b l i c  s e c t o r ,  they  f e l t ,  would have t h e  r e sou rces  t o  
expand U N O ' s  c l i e n t e l e  s i g n i f i c a n t l y ,  and make UNO i n t o  an 
o r g a n i z a t i o n  with  an impact. I f  t h i s  a c t  of pub l i c - sec to r  
benevolence were t o  t ake  p l a c e ,  t hey  knew t h a t  it would t a k e  
UNO o u t  from under t h e i r  t u t e l a g e .  

The "good works" view of UNO hy i t s  bus ines s - l eade r  bene- 
f a c t o r s  i s  a l s o  r e f l e c t e d  i n  t h e i r  emphasis on employment o f  
E i r m  owners, a s  opposed t o  h i r e d  workers, a s  t h e  main employ- 
ment b e n e f i t  of t h e  program. U N O ' s  l oans ,  t h s t  i s ,  a r e  s a i d  t o  
g i v e  employment t o  microfirm owners who might o therwise  swe l l  
t h e  ranks of t h e  urban unemployed. The s t r e s s  on employment 
f o r  f i rm owners a s  opposed t o  h i r e d  workers makes it more 
unders tandable  t h a t  t h e  l a r g e s t  s i n g l e  s h a r e  3f UNO l o a n s  (42%)  
goes t o  r e t a i l  f i rms ,  yhe re  job-creat ing p o t e n t i a l  ( f o r  h i r e d  
workers)  i s  t h e  l e a s t .  The emphasis on employment f o r  owers, 
however, m i s s e s  a l a r g e  p a r t  o f  t h e  employment p o t e n t i a l  
i nhe ren t  i n  such a  program--the jobs o f f e r e d  t o  new employees 
by t h e  owners o f  expanding smal l  bus ines ses ,  which t y p i c a l l y  
use  more l abo r - in t ens ive  techniques  than  l a r g e r ,  formal-sector  

'A survey of 500 c l i e n t  f i rms  of UNO showed t h e  average number 
of employees (unpaid a s  wel l  a s  p a i d )  t o  be  o n l y  1.4 f o r  r e t a i l  
f i rms ,  i n  c o n t r a s t  t o  3 .5  f o r  manufacturing,  and 2.0 f o r  se rv-  
i c e s :  f o r  t h e  f i rms  combining two a c t i v i t i e s ,  average number o f  
employees were t h e  fol lowing:  2.5 f o r  se rv ices /manufac tur ing ,  
4.5 f o r  m a n u f a c t u r i n g / r e t a i l ,  and 1 .9  f o r  r e t i % i l / s e r v i c e s .  
(UNO 1980:105, T . 5 7 . )  



firms.' (UNO1s job-creating performance is discussed in a 
separate section on employment below.) 

UNO's creators and business supporters also seemed little 
interested in the production impacts of giving credit to micro- 
firms. UNO credit would not be directed to any particular 
sector in which small firms were thought to have a comparative 
advantage, or to particular firms or sectors identified as hav- 
ing potential for growth. ~hough there were some good reasons 
for this lack of specialization or focus, as discussed later, 
it was also consistent with the "good-works" view of what UNO 
was doing. 

Today, some of the Brazilian government and World Bank 
professionals who deal with UNO characterize it as "welfarist" 
or "socialist" in philosophy--because of its lack of interest, 
until now, in choosing firms according to growth and employment 
criteria. In their view, UNO proceeds as if any firm deserves 
credit as long as it can pay back, and seems to have no concer 
for maximizing the employment or output impact of its actions. 9 
The lack of concern for impact, however, seems to reflect more 
the "good-works" vision of its business supporters--that is, 
more a paternalistic vision than a welfarist or socialist one. 

In contrast to the technocrats, the liberal left has crit- 
icized UNO (and AITEC) for doing exactly what I say it is not 
doing: by working with firms individually, UNO and AITEC are, 
according to these critics, simply turning a few poor persons 
into successful capitalist firms, a privileged few who leave 
the rest behind. Instead, they say, UNO should be organizing 
poor producers to engage in group actions, like buying and 
selling, that will increase their market power.3 It is true 
that UNO has not promoted such collective efforts until re- 
cently; but its lack of interest in choosing firms with good 
growth or employment potential shows it also to be relatively 

'AITEC says that its employment objectives, for UNO and other 
such programs, have always focused on jobs for hired workers 
rather than firm owners. 

2 ~ n  economist of FIDEM, the metropolitan Recife agency with 
which UNO contracts under the World Bank loan, criticizes the 
project for not taking a more impact-maximizing approach to the 
selection of project beneficiaries. (osbrio 1981:34-39.) 

3 ~ n  example of this type of critique can be found in the DGAP 
evaluation of UNO, which points to the "overemphasis on the 
purely economic aspects of enterprise development and the lack 
of activity in the area of community development" (DGAP 
1978:40). 



uninterested in creating capitalists--or, at least, not very 
good at it. If one wants to be critical, then, it seems more 
accurate to describe UNO as doing charity, and as - not choosing 
firms with a potential for growth. 

There is another side to the "good worksn vision. UNO1s 
founders never conceived of their creation as generating its 
own income, even though it was providing a service for which 
people are accustomed to paying. UNO and AITEC focused their 
attention mainly on how they could mobilize gifts from others-- 
businesses, foreign donors, the Brazilian public sector. A 
1978 evaluation reported on UNO and AITEC as considering six 
measures that would increase UNO's funding--five of which 
involved donations an? only one of which addressed itself to 
charging the clients. None of these hoped-for measures were 
obtained, and UNO1s funding (though not self-sufficiency) prob- 
lems were soon resolved from a totally unexpected source--the 
World Bank and Brazilian government counterpart funding under 
three World Bank projects. Strangely enough, moreover, though 
UNO and others recognized and worried about the increasing 
dependence on the pub ic sector, they presented the referred-to 
measures (and others)' as a way of becoming independent of the 
public sector. The seeming contradiction lies in the fact that 
UNO was actually concerned with its dependence on one particu- 
lar public-sector entity, CEBRAE--as discussed further below-- 
and saw the proposed measures as freeing it from CEBRAE. The 
independence to be gained from the proposed measures, then, 
related less to financial self-sufficiency than to being free 
of one public-sector entity by obtaining funding from others. 

l ~ h e  donations suggested were (1) a grant from the Inter- 
American Development Bank, (2) fund-raising among private 
donors, (3) contributions from city government to training 
costs, (4) partial subsidy from a government agency, and (5) 
bank donations of a percentage of their profits to training 
courses. It was suggested that the interest rates be raised-- 
but only by two percentage points to a still negative level in 
real terms (20%)--and with reservations about whether borrowers 
"could afford" to pay more. Along with this proposed increase, 
it was hoped that rediscounting facilities could be offered to 
the bank to lower its cost to 5% (another form of donation), 
and that this would leave UNO with a 15%, instead of a 2%, 
commission (DGAP 1978:51-53). 

2~~~ hoped for (1) a direct transfer of funds from the Federal 
Government, perhaps out of an existing 1% tax on all financial 
transactions (ISOF); and (2) a bank decision to absorb part of 
the costs of the program (DGAP 1978:14-15). Neither hope was 
realized. 



It is ironic that UNO's founders, so proud of having 
created a fine organization like UNO without the "vices" of the 
public sector, would not have concerned themselves with its 
financial independence. The precedent for income-earning, 
after all, was already set in the 2% commission (now 3%) UNO 
charged. But the low volume of lending and the high unit costs 
guaranteed that the commission would never generate significant 
operating funds, UNO's negative real interest rate was also of 
no concern to uNO and its backers, even though it guaranteed 
that any credit funds would be rapidly decapitalized by infla- 
tion, thereby removing the possibility of creating a self- 
sustaining fund out of UNO's initial donations. (Both these 
issues are discussed in greater detail later.) 

Finally, there was a certain feeling by UNO and its 
backers that charging for services, and becoming financially 
healthy thereby, was not the proper behavior for a voluntary 
organization helping the poor. When UNO was recently encour- 
aged by the World Bank to raise its commission to higher than 
3%, it felt that such a move would make it look "greedy"--as if 
it were interested only in padding its coffers and promoting 
its growth, rather than in "helping the poor." 

Though proudly claimed by the Recife private sector as 
independent and unlike a public agency, in sum, UNO's potential 
for earning its own income was hardly explored. Instead, UNO 
was looked at as a work of charity, always to be sustained by 
donations from the outside, just like its clients. Seeing UNO 
this way probably made it easier to ignore the issue of finan- 
cial self-sufficiency, as well as the existence of high unit 
costs and low productivity. In general, then, the half- 
heartedness of UNO's private-sector support meant that its 
chance for survival and growth as an independent entity were 
remote. In addition to the meagerness of their donations, 
UNO1s business benefactors did not apply their acumen and their 
power to increasing UNO's chances for financial strength, or to 
generating more participation from the banks, or to pressuring 
the state bank to streamline its procedures for attending to 
UNO clients. At the same time, the private-sector support that 
UNO did receive was important in getting it started and endow- 
ing it with legitimacy. 

Cutting loose - 

That UNO's backers had such high hopes for public-sector 
support showed that they viewed UNO as a very Brazilian insti- 
tution. This was AITEC's payoff for firmly grounding UNO in 
the Recife business establishment. UNO's founders felt strong 
enough, moreover, to reject a continuation of the technical 
assistance agreement with AITEC only three years after UNO1s 



c r e a t i o n .  The main reason f o r  t h i s  a c t i o n ,  decided upon by t h e  
UNO board,  was a growing d i s s a t i s f a c t i o n  wi th  t h e  t e c h n i c a l  
a s s i s t a n c e  of  AITEC.  The board f e l t  t h a t  most of  A I T E C ' s  
f i n a n c i a l  suppor t  t o  .UNO was be ing  ea t en  up by t e c h n i c a l  a s s i s -  
t ance  s e r v i c e s  t h a t  had t o  be  purchased from AITEC a s  p a r t  o f  
t h e  agreement. In  r e t u r n ,  t h e  board f e l t ,  A I T E C  was n o t  pro- 
v id ing  very  much of va lue  t o  UNO and was r e a l l y  not  equipped t o  
do so. A t  t h e  same t ime ,  U N O ' s  board f e l t  t h a t  A I T E C  had been 
a vigorous  and ded ica ted  promoter o f  UNO--first, i n  g e n e r a t i n g  
suppor t  f o r  t h e  i d e a  o f  an UNO i n  t h e  Recife  bus ines s  commu- 
n i t y ,  and then i n  r a i s i n g  funds from o t h e r  fo re ign  donors .  

Another s i g n  of  A I T E C ' s  success  a t  g e t t i q g  UNO grounded 
l o c a l l y  was a growing f e e l i n g  of  t h e  UNO board and management 
t h a t  t h e  a s s o c i a t i o n  wi th  t h e  U.S.-based A I T E C  was becoming a 
p o l i t i c a l  l i a b i l i t y - - i n  terms o f  U N O ' s  hopes of  o b t a i n i n g  
funding from t h e  B r a z i l i a n  p u b l i c  s e c t o r ,  a s  w e l l  a s  from t h e  
better-endowed B r a z i l i a n  f i rms  of t h e  south.  A I T E C ' s  B r a z i l i a n  
a f f i l i a t e  i n  Rio, moreover, was seen by UNO and some o t h e r s  a s  
no t  r e a l l y  "Brazi l ianu--because of t h e  i n f l u e n c e  of  AITEC i n  
A I T E C / R ~ O ,  because more than  h a l f  t h e  13-member board of  d i r e c -  
t o r s  r ep re sen ted  mul t i -na t iona l  co rpo ra t ions ,  and because t h e  
execu t ive  d i r e c t o r  was American. AITEC and AITEC/Rio were 
proud of  t h e i r  succes s  i n  c r e a t i n g  UNO, of  cou r se ,  and conveyed 
t h e i r  p r i d e  t o  o t h e r s  i n  Braz i l :  U N O ' s  well-thought-of manage- 
ment was o f t e n  por t rayed  a s  pne wi th  AITEC,  even a f t e r  t h e  
r e l a t i o n s h i p  became d i s t a n t .  UNO grew i n c r e a s i n g l y  embar- 
rassed  by AITEC c la ims  of  c lo senes s ,  which made UNO f e e l  a s  i f  
it looked t o  o t h e r s  l i k e  " t h e  R r a z i l i a n  s u b s i d i a r y  o f  a mul t i -  
n a t i o n a l  corpora t iono ' - - ra ther  than t h e  t r u l y  13razil ian oper-  
a t i o n  t h a t  UNO considered i t s e l f  t o  have become. A I T E C ' s  
c la ims ,  UNO worr ied,  made it d i f f i c u l t  t o  be  taken  s e r i o u s l y  by 
t h e  c e n t r a l  government a s  a cand ida t e  f o r  funding.  This  p a r t l y  
n a t i o n a l i s t i c  r e a c t i o n  t o  A I T E C  and A I T E C / R ~ O ,  it i s  i n t e r e s t -  
ing  t o  no te ,  emerged not  o u t  of  a r e f o r m i s t  group b u t  ou t  of  
t h e  p o l i t i c a l l y  conse rva t ive  and e s t a b l i s h e d  bus ines s  e l i t e  o f  
Rec i fe .  

'AITEC'S Summer-1980 b u l l e t i n ,  f o r  example, d e s c r i b e s  UNO q u i t e  
i n a c c u r a t e l y ,  a s  a lmost  a dependency of AITEC u n t i l  1980. 
"[The AITEC r e p r e s e n t a t i v e  i n  B r a z i l ]  ha s  been t h e  f o r c e  behind 
AITEC's e f f o r t  t o  e s t a b l i s h  t h e  s u c c e s s f u l  mechanism known a s  
UNO.. .  [The r e p r e s e n t a t i v e ]  i s  con f iden t  t h a t  t h e  mechanisms 
f o r  a s s i s t i n g  t h e  micro-business s e c t o r  a r e  i n  p l ace  and he  
f e e l s  committed t o  l eav ing  t h e  remaining work e n t i r e l y  i n  
B r a z i l i a n  hands. . .  Needless t o  say . . .  [ t h e  A I T E C  r ep re sen ta -  
t i v e ]  w i l l  be  g r e a t l y  missed." The s ta tement  appears  four  o r  
f i v e  yea r s  a f t e r  t h e  formal r e l a t i o n s h i p  of  AITEC t o  UNO had 
ended. 



Regardless of the accuracy of UNO's and AITEC's percep- 
tions, the importance of this story is that UNO1s rejection of 
AITEC reflected AITEC's success at creating a truly local 
institution. Precisely because UNO felt it belonged to the 
Recife business community, and was strong enough to stand with- 
out AITEC, it came to see AITEC as a burden rather than a sup- 
port. Given the history of many institution-building projects, 
it is remarkable that UNO felt able to stand on its own, and so 
fiercely local, only three or four years after its creation. 

Like many private voluntary organizations, AITEC's purpose 
in creating UNO and AITEC/Rio was to build an independent local 
institution. The story suggests that AITEC was more successful 
in achieving this goal with UNO than it was with AITEC/Rio. 
Perhaps this was in part due to the fact that UNO was built 
around one particular city and its business elite, whereas 
AITEC/Rio had a more geographically and functionally diffuse 
mandate. UNO's more limited task and geographical mandate, 
then, may have helped it to take root more easily. UNO1s board 
of directors, moreover, was never burdened with the large non- 
Brazilian representation that AITEC was in Rio. 

Another important point about the above story is that 
though a U.S. organization like AITEC was able to generate sup- 
port from a local elite like Recife's--and to work side by side 
with that elite for some time--the tolerance for a close asso- 
ciation with a U.S. entity lasted only so long. The same AITEC 
that gained acceptance in the Recife business community was, a 
few years after its success at getting UNO started, looked at 
as sullying that success. UNO's change of heart, then, was 
partly a function of its becoming rooted locally and of the 
fact that the public sector was its only hope for significant 
funding . 

UNO's embarrassment at being promoted by a "gringo" 
organization in the halls of the central government did not, 
it should be noted, extend to the World Bank. It was the Bank, 
after all, that had brought UNO to the central government's 
attention; the Bank, UNO and its backers felt, had put UNO "on 
the map" in Brasilia. Being promoted by the World Bank was 
felt to be prestigious, something to be proud of rather than 
embarrassed by. Clearly, this was because the World Bank was 
seen by Brazilians as a serious judge of project-executing 
agencies in Brazil, in the role as a major financier of Brazil- 
ian development projects. The Bank, moreover, was seen in 
Brazil as an international rather than a U.S. entity, a signi- 
ficant distinction for Brazilians, regardless of its accuracy 
in this case. Finally, the Bank was not involved in UNO's 
creation and early years, and thus could not lay claim to re- 
sponsibility for its good qualities. 



In the case of the World Bank, then, the promotion of UNO 
by an "outsidern came after UNO was formed and rooted. The 
Bank's relationship to UNO, moreover, was at greater distance 
than AITEC1s, given that the Bank often dealt with UNO indi- 
rectly rhrough the project hierarchy of the Brazilian public 
sector. UNO's association with AITEC and AITEC/Rio, in sum, 
gradually became incompatible with UNO's becoming a local in- 
stitution. The less-involved support of the World Bank and 
UNO's other foreign donors did not create this dilemma. 

The role of sentiment against the two AITECs as U.S. 
organizations should not obscure the other important reasons 
for UNO1s dissatisfaction with the AITEC relationship. Even 
before the AITEC connection became embarrassing, UNO felt that 
it was not getting adequate technical assistance from AITEC. 
AITEC simply had little to offer in the realm of technical 
assistance, UNO felt, in sharp contrast to AITEC's fine con- 
tribution in the area of promotion--in getting UNO started, 
grounding it in the local community, and raising money from 
international donors. AITEC's main contribution, in other 
words, seems to have been promotion around start-up activities, 
followed by "early" retreat from the scene. AITEC admits that 
it was short on technical expertise at the time of UNO1s found- 
ing, since it had had no experience with credit programs until 
then, having worked exclusively in the area of community devel- 
opment. Now, AITEC says, it not only has 10 years of experi- 
ence with UNO-like programs, but it hires staff members with 
training in business administration. 

AITEC's better performance in promotion, as opposed to 
technical assistance, bears on two general points. First, the 
contribution of U.S. private voluntary organizations in the 
field of small-business projects is often portrayed as being 
one of providing technical assistance--as distinct from the 
emphasis on the promotional strengths of PVOs with religious 
origins. In this case, however, the U.S. voluntary organiza- 
tion was weak on technical assistance, but made an important 
contribution in promotion. A second general point is that UNO 
was not the only entity to judge its PVO creator weak on tech- 
nical assistance and strong on promotion. The evaluation 
literature on PVOs has frequently made the same judgment. 
Might this mean that the qualities making for good promoters 
do not mix well with those making for good expertise and its 

'1n the interior project, through the regional development 
agency (SUDENE) and its office for integrated rural development 
projects in the Northeast (POLONORDESTE); in the Recife urban 
project, through the urban development agency (FIDEM) and the 
two municipal government agencies (URB and URJ) through which 
the project will be operating. 



t r a n s f e r ?  Whatever t h e  answer, it i s  important  t o  remember 
t h a t  even though IJNO was "under-nourished" on t e c h n i c a l  a s s i s -  
t ance ,  it d i d  very wel l  a s  an o rgan iza t ion .  Promotion, i n  
o t h e r  words, may have been t h e  more ind i spensab le  i n g r e d i e n t .  

F i n a l l y  and most unusual ,  U N O ' s  t e rmina t ion  of i t s  c l o s e  
r e l a t i o n s h i p  wi th  AITEC was achieved without  rancor .  Premature 
d i s s o l u t i o n s  of r e l a t i o n s h i p s  between o r g a n i z a t i o n s  and t h e i r  
c r e a t o r s  u s u a l l y  end l e s s  smoothly. A I T E C  cont inued t o  c o n t r i -  
bu te  t o  UNO a f t e r  t h e  ending of t h e  t e c h n i c a l - a s s i s t a n c e  agree-  
ment, and a  f r i e n d l y  informal r e l a t i o n s h i p  of c o n s u l t a t i o n  and 
exchange of informat ion e x i s t s  t o  t h i s  day. 

P r i v a t e  Surv iva l  i n  t h e  Pub l i c  S e c t o r  

The B r a z i l i a n  p u b l i c  s e c t o r  supported UNO from t h e  s t a r t ,  
when it c o n t r i b u t e d  33% of  U N O ' s  f i r s t - y e a r  budget.  That s h a r e  
never f e l l  t o  l e s s  t h a t  29% and, by 1981, had r i s e n  t o  85% 
(Table 3 ) .  By 1977, moreover, on ly  t h e  pub l i c - sec to r  bank o f  
t h e  s t a t e  of Pernambuco was process ing  UNO l o a n s ,  t h e  two p r i -  
v a t e  banks having dropped ou t  i n  t h a t  yea r .  F i n a l l y ,  t h e  sup- 
p o r t  of UNO by t h e  World Rank, s t a r t i n g  i n  1978, was c r u c i a l  t o  
U N O ' s  s u r v i v a l  and t o  i t s  emergence from i n s i g n i f i c a n c e .  By 
t h e  end of 1982, UNO would be r e spons ib l e  f o r  a  smal l  component 
i n  t h r e e  l a r g e  i n t e g r a t e d  p r o j e c t s  nego t i a t ed  by t h e  Bank and 
t h e  B r a z i l i a n  government, and i n  which a l l  t h e  o t h e r  execut ing  
e n t i t i e s  were p u b l i c :  t h e  i n t e g r a t e d  r u r a l  development p r o j e c t  
of  t h e  Pernambuco Agreste  S e t e n t r i o n a l  (19791, t h e  Recife  urban 
development p r o j e c t  (1982) ,  and t h e  Brazil-wide medium-sized 
c i t i e s  p r o j e c t  (1982) .  The funds suppl ied  t o  UNO by t h e  cen- 
t r a l  government j u s t  f o r  t h e s e  t h r e e  p r o j e c t s  accounted f o r  26% 
o f  U N O ' s  budget i n  1979, 55% i n  1981, and a  p r o j e c t e d  76% by 
t h e  end of 1982. 

I was s u r p r i s e d  t o  l e a r n  t h a t  t h e  pub l i c - sec to r  s h a r e  of 
U N O ' s  budget was so  important  and had been from t h e  s t a r t .  UNO 
i s  u s u a l l y  descr ibed  a s  an independent e n t i t y ,  growing ou t  o f  
U.S. and B r a z i l i a n  p r i v a t e - s e c t o r  suppor t .  UNO and i t s  evalua- 
t o r s ,  moreover, always conveyed a  sense  of  t h e  o r g a n i z a t i o n ' s  
d i f f e r e n t n e s s  from t h e  p u b l i c  s e c t o r ,  and i t s  independence from 
pub l i c - sec to r  i n t e r v e n t i o n s .  I n  c e r t a i n  ways, t h i s  impress ion 
was an a c c u r a t e  one: UNO i s  an independent e n t i t y ,  us ing  
pub l i c - sec to r  funds on c o n t r a c t  t o  c e r t a i n  government e n t i t i e s ,  
and i s  unusual i n  t h e  s t r o n g  commitment of i t s  s t a f f  and t h e  
leanness  of i t s  ope ra t ions .  But U N O ' s  s u b s t a n t i a l  publ ic -  
s e c t o r  f inanc ing ,  combined with  i t s  a b i l i t y  t o  maintain  a con- 
s i d e r a b l e  d i s t a n c e  from t h e  pub l i c  s e c t o r ,  makes t h i s  s t o r y  o f  
"independence" much more i n t e r e s t i n g .  How t h i s  a l l  happened i s  
t h e  s u b j e c t  o f  t h i s  chap te r .  



The state and the private voluntary sector 

UNO was founded at a time when the Brazil.ian government 
was creating, coincidentally, a national entity to provide 
technical and managerial assistance to small and medium 
firms. CEBRAE, the Brazilian Center for Managerial Assistance 
to Small and Medium Businesses, was founded in 1972 as a 
central-government agency that would create or link up to 
entities at the local level. Though CEBRAE offered mainly man- 
agerial and technical assistance--to small firms larger than 
UNO's clients--a credit operation like UNO still fell within 
the purview of CEBRAE's mandate. In contrast to UNO and some 
local public agencies dedicated to business assistance in sev- 
eral Brazilian state capitals, CEBRAE was very much a "top- 
down" entity, with a central office in Rio (and then Brasilia) 
that attempted to direct the various state-level entities to 
carry out standardized programs and procedures. 

In making arrangements for its operations in Recife, 
CEBRAE did not devote much attention to UNO, which was working 
mainly with credit rather than technical assistance, and with 
firms considerably smaller than those to be assisted by 
CEBRAE. Instead, CEBRAE made its Recife contacts with an 
already existing public entity, NAI (Nucleus for Managerial 
Assistance to Manufacturing Firms). The existence of NAI in 
Recife, and CEBRAE's attempts to link up to NAI, affected UNO's 
evolution in important ways, as will be seen momentarily. 

The public sector will often tolerate the independence of 
privately funded agencies like UNO when the state has no poli- 
tical interest in aiding that agency's particular client 
group. Sometimes, the state will even give it.s official 
blessing to the private agency's activities, so that it can 
take s me of the credit for looking after the needs of that 
group.' In this sense, the public sector's funding of UNO (at 
low levels), together with its tolerance of UNO's autonomy, are 
perfectly understandable. Sometimes the state becomes intoler- 
ant of a private agency--meddling in its operations, or even 
swallowing it up, as occurred with UNO in Bahia. This change 
usually takes place as a result of the state's starting to take 
an interest in the hitherto neglected sector. 

When the state starts to take interest, the causes for 
the meddlings and the takeovers are twofold. First, the state 
wants to gain more political returns from its investment in 
the agency by rewarding the politically faithful with its 

'1 discuss this at greater length, and give examples, in 
Tendler (l982a: 76-104). 



subs id i zed  s e r v i c e s :  t h i s  u s u a l l y  v i o l a t e s  t h e  agency ' s  t ech -  
n i c a l  c r i t e r i a  f o r  a l l o c a t i o n .  Second, when t h e  s t a t e  t a k e s  
new i n t e r e s t  i n  a  c l i e n t  group, it c r e a t e s  new e n t i t i e s  l i k e  
CEBRAE and N A I ,  which a r e  i t s  own; o r  it empowers o l d  e n t i t i e s  
t o  move i n t o  t h e  new a r e a .  The newly involved s t a t e  e n t i t i e s  
w i l l  o f t e n  n o t  t o l e r a t e  t h e  presence  of  a  p r i v a t e  e n t i t y  a l -  
ready o p e r a t i n g  i n  " t h e i r "  a r e a .  When t h e  p r i v a t e  e n t i t y  h a s  
p u b l i c  funding,  l i k e  UNO, it i s  q u i t e  ea sy  f o r  t h e  s t a t e  e n t i t y  
t o  emasculate t h e  p r i v a t e  agency, simply by making t h e  c a s e  
t h a t  p u b l i c  funding f o r  t h i s  a c t i v i t y  should r e a l l y  b e  more 
c l o s e l y  w i th in  t h e  s t a t e ' s  c o n t r o l .  CEBRAE, ex tending  i t s  
power ove r  t h e  smal l -business  s e c t o r  throughout U N O ' s  h i s t o r y ,  
f i t  t h i s  image of  t h e  new and r a p i d l y  expanding s t a t e  e n t i t y .  

I n  l i g h t  of  t h e  dynamic desc r ibed  above, how d i d  UNO 
main ta in  i t s  p u b l i c  funding,  l e t  a lone  i n c r e a s e  t h a t  funding 
markedly, du r ing  a  pe r iod  when t h e  s t a t e  was moving i n t o  t h e  
microbusiness  s e c t o r ?  Why was U N O ' s  autonomy and p r i v a t e  
s t a t u s  t o l e r a t e d  when t h e r e  were two p u b l i c  entities--CEBRAE a t  
t h e  n a t i o n a l  l e v e l  and N A I  a t  t h e  s t a t e  l eve l - -opera t ing  i n  t h e  
f i e l d  of  smal l -bus iness  a s s i s t a n c e  even b e f o r e  UNO came o n t o  
t h e  scene? Why was a p r i v a t e  e n t i t y  l i k e  UNO chosen a s  t h e  i n -  
s t rument  f o r  major expansion o f  t h e  s t a t e ' s  a s s i s t a n c e  t o  smal l  
f i rms  i n  Pernambuco, through t h e  t h r e e  World Bank p r o j e c t s ?  I f  
t h e  s t a t e  wanted t o  t ake  advantage of  t h e  expe r i ence  of  UNO, 
why d id  it no t  simply absorb  UNO, a s  occurred i n  Bahia? A f t e r  
a l l ,  UNO was s o  dependent on p u b l i c  funding by t h a t  t i m e ,  t h a t  
it would have had t o  shu t  down i f  i t s  annual  c o n t r a c t s  wi th  
CEBRAE and t h e  p u b l i c  e n t i t i e s  f i nanc ing  t h e  World Bank 
p r o j e c t s  were no t  renewed. 

The l i n k  and t h e  b u f f e r  

P a r t  o f  t h e  answer t o  t h e  above q u e s t i o n s  can be  found i n  
U N O ' s  grounding i n  R e c i f e ' s  bus ines s  community, and i t s  suppor t  
by an  even b e t t e r  grounded N A I ,  which helped it t o  r e s i s t  
CEBRAE's a t t e m p t s  t o  t a k e  more c o n t r o l .  N A I  was c r e a t e d  i n  
1969, a long  w i t h  s i m i l a r  u n i t s  i n  o t h e r  Nor theas t  s t a t e  cap i -  
t a l s ,  w i th in  t h e  Pernambuco s t a t e  department o f  i n d u s t r y  and 
commerce, w i t h  funding from t h e  Northeast  r eg iona l  development 
a u t h o r i t y ,  SUDENE (and some A I D  monies f o r  t r a i n i n g ) .  Funded 
by c o n t r a c t s  w i th  SUDENE, t h e  v a r i o u s  s t a t e  N A I s  were meant t o  
s t r e n g t h e n  l o c a l  i n d u s t r y  i n  t h e  Nor theas t ;  t h e  same concern 
gave rise to  t h e  AID-financed RITA-Asimov p r o j e c t ,  which 
planned t o  c r e a t e  smal l  " i n d u s t r i a l  parks"  i n  t h e  Nor theas t ,  
s t a r t i n g  i n  t h e  s t a t e  of  cea r5 .  (The Asimov p r o j e c t  tu rned  o u t  
t o  be  a  f a i l u r e . )  Each N A I  was a  l o c a l  under taking,  no t  re- 
l a t e d  t o  any regionwide o r  nat ionwide program, and t h e  con- 
t r a c t i n g  s t a t e  e n t i t y  might be  a  u n i v e r s i t y ,  s t a t e  company, 
s t a t e  bank, o r  f e d e r a t i o n  o f  industry--as  w e l l  a s  a  s t a t e  
agency, a s  i n  t h e  Pernambuco. 



A few years after the Recife NAI was created, the local 
business leadership of the state federation of industry and 
commerce petitioned to gain more control over the program by 
taking it out of the state government. This was done, and NAI 
started to charge for its technical and managerial assistance 
so as to have some independent source of income in addition to 
its public-sector funding. (Income from its charges now ac- 
counts for 40% of the NAI budget.) As a result of this move, 
NAI came to be considered very much the "property" of the 
Recife business community--more so than UNO--partly because 
NAI's client firms were more Rrespectable" than UNOvs, and 
partly because of the independence provided to NAI by its 
charges for services. 

Just as important in attracting Recife's business leader- 
ship to the cause of NAI was CEBRAE's attempt to impose its 
policies and standards on NAI. In Recife, CEBKAE was not 
starting from scratch in establishing an affiliated state 
office. The office already existed in the form of NAI, with 
strong involvement of a local business leadership that had its 
own ideas about how such a program should operate. CEBRAE, 
coming from outside with other ideas, was not able to overcome 
this local opposition, and had to compromise on the way in 
which N I, and ultimately UNO, were brought into the CEBRAE 
system.' This did not mean that NAI and UNO felt they had 
gotten their way; both of them had little good to say about 
CEBRAE, complaining of the standardized procedures it attempted 
to impose, and the low priority CEB gave to NAI and UNO when 
the annual budget squeeze occurred. 

NAI brought UNO to the attention of CEBRAE, telling CEBRAE 
that UNO's work would be worthy of CEBRAE funding. Why would 

l ~ h e  main disagreement between NAI and CEBRAE involved the 
latter's belief that NAI should become a consulting service to 
individual firms, whereas NAI emphasized its course-giving 
function. 

*critics of CEBRAE felt that the agency had made the political 
mistake of proceeding in a too highly centralized fashion, and 
thus did not build up the political support it would need as a 
new agency among the local businesses that would be its client 
groups. To the contrary, CEBRAE's actions were said to arouse 
opposition in Recife as well as some other state capitals. In 
its zeal to build a nationwide system, in other words, CEBRAE 
may have demonstrated a certain insensitivity to existing local 
activities in this sector, which operated with political sup- 
port from local sponsoring and client groups. In this sense, 
UNO - did do better than a public-sector agency, grounded as it 
was in Recife's local business leadership. 



N A I  have concerned i t s e l f  about suppor t  f o r  UNO, which might 
w e l l  have developed i n t o  a  compet i to r  i n  t h e  a r e a  o f  a s s i s t a n c e  
t o  s m a l l  bus ines ses?  The answer is simple: AITEC had grounded 
UNO i n  t h e  same Recife  bus ines s  l e a d e r s h i p  t h a t  b u i l t  up N A I .  
The p r e s i d e n t  o f  N A I ,  du r ing  t h o s e  e a r l y  y e a r s  of  UNO, w a s  a l s o  
a n  impor tan t  personage on U N O ' s  board of d i r e c t o r s .  In  addi-  
t i o n ,  U N O ' s  l i n k s  t o  N A I  had grown o u t  of  i t s  having been set  
up t o  work i n  a s s o c i a t i o n  wi th  N A I  i n  t h e  e a r l y  y e a r s .  N A I  
handled t h e  t r a i n i n g  t o  be  given t o  t h e  f i rms  r e c e i v i n g  UNO 
c r e d i t ,  and UNO d i d  most o f  t h e  work r e l a t e d  t o  t h e  cho ice  o f  
c l i e n t s ,  p r e p a r a t i o n  of c r e d i t  p roposa l s ,  and moni tor ing of 
repayment. ( I n  t h e  beginning,  N A I  a c t u a l l y  c o n t r i b u t e d  t o  
t h e s e  l a t t e r  a c t i v i t i e s  a s  w e l l . )  The NAI-UNO c o l l a b o r a t i o n  
l a s t e d  u n t i l  1977,  when UNO took over  t h e  t r a i n i n g  f u n c t i o n ,  i n  
a d d i t i o n  t o  a l l  loan  process ing  a c t i v i t i e s .  The e a r l y  UNO l i n k  
wi th  N A I  had g iven  l eg i t imacy  t o  UNO i n  t h e  eyes  o f  c o n t r i b u t -  
i ng  bus ines ses  and banks. Without t h e  N A I  connec t ion ,  a s  one 
bank manager s a i d ,  t h e  hanks would no t  have p a r t i c i p a t e d .  
AITEC agreed t o  t h e  NAI-UNO associa t ion-- though it w a s  no t  
p a r t i c u l a r l y  happy about encumbering t h e  new o r g a n i z a t i o n  t h i s  
way--because o f  t h e  suppor t  t h a t  i t  knew t h i s  would b r i n g  from 
bo th  t h e  p u b l i c  and t h e  p r i v a t e  s e c t o r .  

U N O ' s  a s s o c i a t i o n  wi th  N A I ,  i n  sum, determined i t s  
r e l a t i o n  t o  i t s  pub l i c - sec to r  b e n e f a c t o r ,  CEBRAE, i n  v a r i o u s  
ways. F i r s t ,  UNO s t a r t e d  c u t  no t  on ly  with pub l i c - sec to r  fund- 
i n g ,  h u t  i t  was se t  up t o  work i n  conjunc t ion  wi th  an e x i s t i n g  
e n t i t y ,  N A I ,  which was p u b l i c  and a t  t h e  same t i m e  had s t r o n g  
t i e s  t o  t h e  l o c a l  bus ines s  community. Second, N A I  se rved  a s  a 
l i g h t n i n g  rod f o r  C E B R A E ' s  a t t empt s  t o  impose i t s  own form o f  
a s s i s t a n c e  t o  smal l  e n t e r p r i s e s  a t  t h e  l o c a l  l e v e l .  The s t r u g -  
g l e s  o f  N A I  t o  defend i t s  l o c a l  p r e r o g a t i v e s  a g a i n s t  t h e  expan- 
s i o n  of t h e  c e n t r a l  government i n t o  smal l -business  a s s i s t a n c e  
could no t  h e l p  b u t  a l s o  b e n e f i t  UNO. Third ,  t h e  l eg i t imacy  
t h a t  t h e  N A I  a s s o c i a t i o n  gave t o  UNO i n  t h e  l o c a l  b u s i n e s s  com- 
munity made it e a s i e r  f o r  UNO t o  r e s i s t  t h e  a t t e m p t s  of  CEBRAE 
t o  push it around. N A I ,  i n  sum, brought  UNO t o  t h e  c o f f e r s  o f  
t h e  p u b l i c  s e c t o r  and, a t  t h e  same t i m e ,  served as a  b u f f e r  
between UNO and i t s  most impor tan t  p u b l i c - s e c t o r  £under. 

The c a s e  o f  t h e  wrong dichotomy 

The s t o r y  o f  UNO,  N A I ,  and CEBRAF sugges t  t h a t  t h e  d i cho t -  
omy of p u b l i c  vs .  p r i v a t e  s e c t o r  may no t  he t h e  b e s t  way t o  
i n t e r p r e t  U N O ' s  h i s to ry - -o r  t h a t  of  t h e  p r o j e c t s  o f  many vo l -  
un ta ry  o r g a n i z a t i o n s .  This dichotomy, so  c h a r a c t e r i s t i c  of  t h e  
way people  t a l k  about t h e  achievements of UMO and o t h e r  volun- 
t a r y  o r g a n i z a t i o n s ,  obscures  an important  a s p e c t  of  what helped 
keep UNO a l i v e .  I f  t h e r e  were oppos i t e s  i n  t h e  UNO s t o r y ,  t h e y  
might b e t t e r  b e  desc r ibed  a s  l o c a l  v s .  central-government 



interests--an opposition that provided UNO with substantial 
protection from its central-government funder. UNO support, 
that is, was forged out of a coming together of the private - and 
public sector at the local level--a union that fed on opposi- 
tion to a common "enemy," the central government. 

The history of regional growth and politics in Brazil made 
the local-national dichotomy in the UNO case even sharper. 
Brazil's Northeast, somewhat like the United States' South, is 
the country's poorest region, and has always looked at the cen- 
tral government as unfairly representing only the more devel- 
oped and powerful south-central region. The Northeasterners 
see themselves as victims of the "internal colonialism" of the 
Center-south, which is said to have exploited the Northeast 
through unequal terms of trade between the Northeast's primary 
products, mainly agricultural, and the Center-south's manufac- 
tured goods. The Northeast has felt that, in compensation for 
this inequity, it should have received more of the central 
government's expenditures than it has. At the same time, 
Northeasterners have often viewed with distrust the expansion 
of central-government programs into their area, since the 
central government and its agencies are seen i3S outsiders. 
Whereas the Northeast was continually demanding more funds, 
then, it was at the same time resisting the increased presence 
of central-government agencies that such expanded funding 
brought. 

The struggle of NAI vs. CEBRAE, in sum, was not just the 
typical battle of local vs. central-government interests, but 
was also infused with Northeast "patriotism.' Carrying out the 
struggle was a worthy deed for any local leader, regardless of 
the matter at hand. Because UNO was rooted in the Recife busi- 
ness community, and because central-government intrusions into 
local territory through CEBRAE happened to be taking place at 
the time of UNO's creation, the cause of UNO was transformed 
into a noble one. 

The blurring of the public-private distinction in the 
history of UNO also arose out of the nature of UNO's (and 
NAI's) work. UNO and NAI were assisting small businesses, an 
activity in which the private sector could claim expertise and 
interest. The influence of business leadership is not uncommon 
in such programs, more so than in areas like public health or 
community organizing. That UNO's business was to assist small 
firms rather than do community organizing, in other words, made 
the combination of private-sector control with public funding 
less unusual than would have been the case with some other 
activities. What UNO evolved into, then, might be better de- 
scribed as a special kind of publicly financed entity with a 
special kind of independence from the public sector--rather 
than as a private entity that happened to obtain some public 
funding. Finally, the UNO (and AITEC) style of assisting 



b u s i n e s s e s  i n d i v i d u a l l y - - r a t h e r  t han  o rgan iz ing  them t o  g a i n  
more market  power ( a s  U N O ' s  c r i t i c s  would prefer)--may a l s o  
have been in f luenced  by t h i s  admixture of  p u b l i c  with p r i v a t e :  
R e c i f e ' s  b u s i n e s s  l e a d e r s h i p  might have been cons ide rab ly  l e s s  
i n t e r e s t e d  i n  an  UNO t h a t  sought t o  o rgan ize  f i rms  f o r  c o l l e c -  
t i v e  a c t i o n  t o  i n c r e a s e  t h e i r  market power. 

Keeping away t h e  compet i t ion  

By t h e  t ime o f  t h e  new World Bank p r o j e c t s ,  UNO and N A I  no 
longer  worked i n  tandem, though t h e y  maintained good r e l a t i o n s  
and cooperaterl on v a r i o u s  m a t t e r s .  N A I ,  moreover, was now t h e  
o f f i c i a l  Pernambuco s t a t e  r e p r e s e n t a t i v e  of  t h e  CEBRAE sys -  
tem. Why would N A I  have no t  wanted t h e  l a r g e  funding i n c r e a s e s  
of  t h e  World Bank p r o j e c t s  t o  go t o  i t s e l f  r a t h e r  t h a n  UNO? 
Why d i d  N A I  no t  u se  i t s  i n f l u e n c e  t o  ga in  t he  upper hand? 

The obvious d i v i s i o n  of  l a b o r  between what N A I  (and 
CEBRAE) and UNO were doing was an impor tan t  reason  f o r  N A I ' s  
a l l owing  UNO t o  s t e p  i n t o  t h e  l i m e l i g h t .  N A I  was engaged i n  
t e c h n i c a l  a s s i s t a n c e  and no t  c r e d i t ,  whi le  UNO was a lmost  
e x c l u s i v e l y  a  c r e d i t  o p e r a t i o n .  ( N A I  l e a d e r s h i p  s a i d  t h a t  it 
had no t  wanted t o  go i n t o  c r e d i t  i n i t i a l l y  because t h e  s t a t e  
would have had t o  supply t h e  c r e d i t  and t h a t  would have i n v i t e d  
t o o  much " i n t e r v e n t i o n . " )  Even though N A I  might have wanted t o  
move i n t o  credi t - -and indeed s t a r t e d  t o  do s o  i n  l a t e  1981 wi th  
about  30 microbusiness  l oans - - i t  was c l e a r  t h a t  UNO was t h e  
on ly  agency with  a  h i s t o r y  of p rov id ing  c r e d i t  t o  microbusi-  
nes se s .  In  a d d i t i o n ,  U N O ' s  c l i e n t  f i rms  were s m a l l e r  t han  
t h o s e  o f  N A I  and CEBRAE, which worked wi th  "smal l "  a s  opposed 
t o  "micro" b u s i n e s s e s .  Even when N A I  opened a  "microbusiness"  
l i n e  i n  1981, i t s  d e f i n i t i o n  of  a  "microfirm" was twice  a s  
ample a s  U N O ' s :  no more than 10 employees f o r  s e r v i c e  and 
r e t a i l  e s t ab l i shmen t s  i n s t e a d  o f  U N O ' s  5, 20 employees f o r  
manufactur ing e s t ab l i shmen t s  i n s t e a d  o f  U N O ' s  10, a  maximum 
annual  s a l e s  va lue  f o r  manufacturing e s t ab l i shmen t s  o f  5,000 
MVR i n  c o n t r a s t  t o  U N O ' s  1 ,465  MVR--and 2 ,000 MVR f o r  r e t a i l  
and s e r v i c e  f i rms  i n  c o n t r a s t  t o  U N O ' s  1 ,047 MVR. 1 

More than  h a l f  o f  U N O ' s  c l i e n t s  were c l a n d e s t i n e  f i rms .  
They d id  n o t  pay t a x e s ,  observe  c i t y  codes ,  r e g i s t e r  wi th  t h e  
c i t y ,  o r  r e s p e c t  t h e  l a b o r  l e g i s l a t i o n .  This  a l s o  de f ined  a  

''The MVR (Maior Valor  de  ~ e f e r b n c i a )  i s  a  s tandard  u n i t  used 
f o r  c a l c u l a t i n g  va r ious  i n d i c a t o r s .  I t  i s  t i e d  t o  t h e  minimum 
wage, r e p r e s e n t i n g  a  l i t t l e  more than  h a l f  i t s  va lue .  I n  1981- 
1982 (May t o  A p r i l )  t h e  MVR was U.S.$46 (CrS5.733). (Exchange 
r a t e  i s  Cr$125.) 



division of labor with NAI (and CEBRAE), which assisted only 
registered firms, even in their microfirm programs. This dis- 
tinction may be important in explaining NAI's disinterest in 
UNO's clients. The state, after all, was looking the other way 
by providing funding through UNO to firms that evaded its taxes 
and codes. To instead fund these "illegal" firms through an 
entity of the public sector, like NAI, might have been politi- 
cally less comfortable than doing so through a "private" agency 
like UNO. 

UNO's clients were not only clandestine but they were also 
"low-class," compared to NAI's clients, and looked at as illit- 
erate, traditional, and hard to work with. Visiting these 
firms could be quite unpleasant, set as they were in places of 
difficult access, amidst open sewers, with unpaved streets that 
were either dusty or muddy, and beset with pesky mosquitoes and 
unfriendly dogs. Even if NAI's clients were only a cut better 
off than UNO's, moreover, NAI had the comfort of dealing with 
them only at its office rather than at their place of busi- 
ness. UNO, in contrast, insisted on dealing with its clients 
at their place of business, which also may have kept the pro- 
gram from being coveted by others. UNO's clients, in other 
words were stigmatized--and this helped to keep other agencies 
away. The small-business field was broadly enough defined, in 
turn, that there were plenty of firms at the upper end of the 
range that were easier and more pleasant to work with. 

UNO's philosophy and operating style, in sum, gave it a 
certain natural protection against intrusion by the public 
sector. It insisted on clients being visited and monitored in 
their place of business, no matter how long the trip might be 
or how difficult the access. It insisted on working with clan- 
destine firms, and even discouraged these firms at times from 
becoming legal (as discussed later). And unlike many credit 
programs for poor producers, UNO stood vigilant against the 
drift toward larger clients and larger loans that characterizes 
many subsidized credit programs for poor producers. All these 
qualities defined a place for UNO in the small-business field 
that did not compete with what the expanding public-sector 
agencies were doing. That UNO was interested in "outcast" 
firms, then, contributed to the autonomy it desired in the 
public-sector world. 

l ~ h e  stigmatization of a client group is one of several possi- 
ble ways of keeping poor beneficiaries of a project and their 
service agency protected from incursions by better-off pretend- 
ers to the project's subsidized services. I have discussed the 
effectiveness of this and other ways of separating the rich 
from the poor in Tendler (1982b). 



UNO From Within 

Un t i l  now, I have emphasized U N O ' s  l i n k s  t o  i t s  environ- 
ment i n  exp la in ing  how t h a t  o rgan iza t ion  evolved.  In  t h i s  sec- 
t i o n ,  I would l i k e  t o  d i s c u s s  c e r t a i n  q u a l i t i e s  o f  UNO t h a t  a r e  
common t o  many p r i v a t e  vo lun ta ry  organiza t ions- -smal lness ,  
i n s u l a r i t y ,  i n s i g n i f i c a n c e ,  and t h e  l imi t ed  n a t u r e  of t h e  
t a s k .  These q u a l i t i e s  were a t  l e a s t  a s  important  i n  U N O ' s  
formation a s  t h e  l i n k s  t o  t h e  p u b l i c  and p r i v a t e  s e c t o r s .  

UNO t h e  plodder  

I n  t h e  eyes  of some of U N O ' s  sympathet ic  c r i t i c s ,  t h e  
r e c e n t  events  l ead ing  it i n t o  a  web of r e l a t i o n s h i p s  wi th  
p u b l i c  agenc ies  augur we l l  f o r  t h e  o r g a n i z a t i o n ,  r a t h e r  than  
poorly. According t o  t h i s  view, UNO has  been a  somewhat plod- 
d ing ,  p a r o c h i a l ,  and i s o l a t e d  en t i t y - -no t  w i l l i n g  t o  l i s t e n  t o  
o t h e r s ,  l o a t h e  t o  sha re  d a t a  on t h e  r e s u l t s  of i t s  lending ,  
s tubborn ly  i n s i s t e n t  on doing t h i n g s  i t s  own way, and un in t e r -  
e s t e d  i n  e s t a b l i s h i n g  c o n t a c t  o r  s h a r i n g  ideas  with p u b l i c  
agenc ies  doing innovat ive  t h i n g s  i n  t h e  informal  s e c t o r .  The 
c h a r a c t e r i z a t i o n  i s  a  f a i r l y  a c c u r a t e  one,  though I would not  
pu t  t h e s e  q u a l i t i e s  i n  a pu re ly  nega t ive  l i g h t :  whi le  t hey  were 
indeed r e spons ib l e  f o r  some o f  U N O ' s  shortcomings,  they  a l s o  
con t r ibu ted  t o  i t s  success .  

The v i s i o n  of UNO a s  a  plodding agency has  something t o  do  
with i t s  cau t ion .  I t  engaged i n  on ly  one " l i m i t e d "  a c t i v i t y - -  
l oans  t o  i n d i v i d u a l  f i rms .  I t  does no t  o rgan ize  producer 
groups,  through which c r e d i t  might be  channeled.  ( I t  s t a r t e d  
t o  do so  i n  i t s  i n t e r i o r  program on ly  under p r e s s u r e  from t h e  
World Bank and t h e  B r a z i l i a n  coord ina t ing  agenc ie s . )  I t  lends  
c o n s e r v a t i v e l y ,  mainly f o r  working c a p i t a l  r a t h e r  than inves t -  
ment (75% vs.  2 5 % ) .  Manufacturing f i rms ,  with t h e i r  g r e a t e r  
r i s k  and p o t e n t i a l  f o r  employment and output  growth, a r e  sub- 
o r d i n a t e  t o  r e t a i l  f i rms  i n  t h e  d i s t r i b u t i o n  of l oans  (24% vs.  
4 2 % ) .  UNO does not  g i v e  t e c h n i c a l  a s s i s t a n c e  t o  i t s  manufac- 
t u r i n g  and s e r v i c e  borrowers,  even with r e s p e c t  t o  equipment 
purchases .  F i n a l l y ,  U N O ' s  s t y l e  of o p e r a t i n g  today is almost 
e x a c t l y  t h e  same a s  it has  always been, a t  l e a s t  i n  Recife .  
Aside from some s t r eaml in ing  of t h e  loan a p p l i c a t i o n  process ,  
it has  not  added new t.hings o r  dropped o ld  ones.  

'with t h e  cavea t  t h a t  I found UNO s t a f f  and management t o  be  
extremely coope ra t ive  i n  sha r ing  t h e i r  d a t a ,  t h e i r  exper iences ,  
and t h e i r  op in ions  wi th  me. 



In defense of UNO's singlemindedness, it should first be 
said that providing "only" subsidized credit to individual 
businesses is not an easy thing to do. Subsidized interest 
rates and easy terms attract credit applicants who are usually 
able to borrow directly from the bank, and many credit programs 
have not done as well as UNO in resisting the pressures to make 
larger loans to larger borrowers. The high repayment rate 
achieved by UNO, moreover, is also not an easy accomplishment. 

Programs that attempt to open up access ~f the poor to 
institutional credit always have difficulty with the banks. 
Though the banks may agree to participate in an UNO-type 
program, they often do not put much effort into resolving the 
major problems of delay and excessive demands for documentation 
and guaranties. Thus only in late 1981, almost 10 years after 
UNO's founding, was credit being released by the state devel- 
opment bank with less than several weeks' or even months' 
delay. That it took this long to get the cooperation of the 
state bank, of course, was a sign of the political weakness of 
UNO and its client group; this is in sharp contrast to the 
relatively short period it took to resolve the problem in the 
interior program (one year), when UNO had a powerful backer 
behind it, the World Bank. Until this kind of very serious 
problem was resolved, it might have been unwise for UNO to 
expand into other activities. UNO could have more easily 
diminished its problems with the bank, as other programs do, 
simply by moving up to a somewhat higher class of borrowers. 
But UNO stood firm in its allegiance to the unattended micro- 
firms. That the problem of delay was ultimately resolved 
represents an achievement--a certain political recognition by 
the state banking system of UNO and its client group. 

Some of UNO's singleminded behavior puts it in good 
standing with the recent evaluation literature on small- 
business programs. With respect to UNO's shying away from 
investment credit, some recent studies have suggested that 
credit programs often overemphasize investment to the neglect 
of working capital (e.g., Anderson and Khambata 1981). The 
shortage of working capital has been seen by these studies as a 
more significant constraint to firm growth than long-term 
capital for investment: bad loans have often been concentrated 
among firms borrowing for investments that they were not able 
to sustain for lack of working capital. UNO's lending to 
retail establishments, which account for about half its loans, 
is also conservative and has no doubt contributed to its high 
repayment rates--despite criticism from those who felt that 
credit to retail firms, as opposed to manufacturing and serv- 
ice, did not maximize employment and output impacts. The 
retail and working-capital emphases of UNO, and the evaluation 
literature referred to above, are discussed later in the 
section on repayment. 



UNO's dogged pursuit of "just one thing" may also have 
contributed to its survival. The task of integrating more than 
one activity in an organization makes its work much more com- 
plex than if it has only one thing to do. UNO of Bahia, for 
example, is said to have failed to resist absorption by the 
state government partly because it was too innovative, too 
interested'in taking on new things, trying too hard to fill 
all the gaps. Soon after the founding of UNO/Bahia, which was 
more successful than UNO/Recife in terms of private-sector 
donations, AITEC/Rio decided to launch an affiliate in Bahia 
that would offer venture capital to expanding microfirms 
(MICROPAR). This was in direct conflict with the preferences 
of UNO/Bahia, which felt that such an operation would deal only 
with the better-off clients of UNO and thus dilute the pro- 
gram's emphasis on working with firms beyond the reach of 
public-sector programs. MICROPAR not only created dissension 
and confusion in the UNO/Bahia program, but it failed. UNO/ 
Bahia embarked on new programs in the suburbs of the Bahian 
capital and the interior--after fewer years in existence than 
UNO/Recife, which still had not ventured out of its metro- 
politan area. These new programs were soon absorbed by the 
state department of labor and social welfare, and were ulti- 
mately doomed by the lack of public-sector credit funds. These 
different histories of UNO in Bahia and Recife are consistent 
with a recent finding in the evaluation literature that proj- 
ects which modestly supply a single "missing" ingredient fare 
better than those "calling for simultaneous actions on several 
fronts' (Kilby and Bangasser 1978:352; also DAI 1979, and 
Tendler 1976) . 

UNO's singlemindedness also helped it to remain inde- 
pendent. Taking on additional activities often requires co- 
ordination with other entities. Since UNO did not have the 
resources to provide technical assistance to its clients, for 
example, it would have had to contract for those services with 
another agency. (This is what UNO is now doing in its interior 
program, where funding is more abundant and a contract has been 
made with the state technical-assistance agency, ITEP.) UNO's 
performance, of course, was already extremely dependent on 
another agency outside its control--the state development 
bank. That single link, as explained above, created severe 
impediments to UNO's successful functioning. Thus if UNO had 
been more dynamic, more related to others, and more experimen- 
tal, this would probably have involved links to other agencies, 
and more opportunities for them to exercise control. 

UNO's parochialism and isolation from other agencies 
contained still another advantage. A study of 11 technical 
assistance projects in Africa, most involving small industries, 
viewed isolation of project organizations from the rest of the 
public sector as desirable, rather than undesirable (Kilby 
1979:319). This study emphasized the isolation provided by 



geography: the most successful projects were geographically 
remote from the rest of the public sector and hence less vul- 
nerable to intervention. UNO's "geography," .in contrast, put 
it right at the hub of the public sector--at the center of a 
city that was a state capital and the home of the Northeast 
regional development authority. UNO's insular style, however, 
may have compensated for this excessive geographical closeness, 
serving as a proxy for physical isolation. 

Though UNO was all the bad things noted above, in sum, 
those same things played an important role in its success-- 
achieving high repayments, retaining considerable independence, 
reaching firms with no previous access to credit, and gaining a 
reputation as serious and honest. 

Virtue and small budgets 

Much of UNO's mode of operation, as described above, has 
been less deliberate policy than it has been financial prudence 
in the face of a budget that hardly increased (in real terms) 
during UNO's first five years. This is partly behind the 
emphasis on retail firms, the feared risk of lending too much 
to manufacturing and service firms, the lack of technical 
assistance, the disinterest in forming producer groups, and the 
lack of selectivity with respect to firms and sectors with 
potential for growth and employment. UNO's budget was not only 
constant during this period, but there was often uncertainty as 
to whether the annual contract with the public sector would be 
renewed and for how much. With respect to CEBRAE funding, 
which accounted for 30% to 50% of the hudget from the start, 
UNO was never sure until well into the fiscal year how much it 
would actually receive of the budgeted funds. The only cer- 
tainty about CEBRAE funds, UNO felt, was that they would always 
be significantly less than programmed for. 

UNO was not unique in suffering the problem of cuts and 
delays in its public funding. Partly because of the high rates 
of inflation in Brazil, most public programs are subject to 
these delays and last-minute reductions: budgeted monies will 
often be released to the program only several months after they 
are due, with the result that agencies frequently cannot meet 
their payrolls. These shortfalls in central government reven- 
ues bring about an extra stage in the political process of 
allocating public resources between programs and agencies. 
Policymakers do not simply make uniform cuts cr delays across 
programs, but use the occasion of shortfalls to impose their 
ideas about which programs are less or more important. Pro- 
grams with less political support than others will therefore be 
cut relatively more--something that has happened various times, 
for example, to the Northeast rural development projects. 



CERRAF funded many other activities in Brazil besides UNO, even 
in the state of Pernambuco: UNO, in turn, did not "belong to" 
CFBRAE and was therefore not as responsive to CEBRAE as many of 
its other affiliated local bodies. There was good reason, 
then, for CEBRAF to s hject UNO to greater relative cuts than Y its other activities. In some ways, then, UNO was plodding 
because it perceived itself as having no choice. Given its 
tight and uncertain budget, more ambitious or innovative 
behavior could have jeopardized its survival. In face of the 
greater dynamism of UNO in Bahia, coupled with its ultimate 
demise, one suspects that UNO may have been wise in proceeding 
as snail-like as it did. 

As with many voluntary organizations, UNO and its sup- 
porters have been proud of their tight budget. They have 
talked about the budget constraint almost like a welcome 
deprivation, which helped form strong organizational charac- 
ter. They have looked at public-sector agencies, in contrast, 
as dens of excess job security, overfunding, slothfulness, 
gigantism, and political meddling. (UNO salaries are as much 
as 50% less than public-sector salaries, and UNO employees do 
not enjoy the job tenure of public-sector employees.) UNO, as 
a member of its board of directors said, was not one of "those 
megalomanic projects." UNO's smallness and inability to grow, 
in sum, were depicted as virtues. 

Extolling the virtues of smallness and rueing the size of 
public-sector bodies are common ways of ta king among private i? voluntary organizations and their workers. UNO is no differ- 
ent. Rut because of this talk, UNO's high cost of lending and 
low productivity came as a surprise to ne, particularly given 
the conspicuous leanness of the organization. Its administra- 
tive overhead costs are only 10% of its total budget, as UNO 
likes to tell, and it is considerably less endowed than many 
public agencies--fewer vehicles, less reproduction and cal- 
culating equipment, fewer telephones, less support staff. It 
does not have the large spaces and barriers that typically 
divide the director from his staff. How could such a lean 
organization have such high costs? Does it make no difference 

'1 was not able to verify, independently of UNO's contentions, 
whether UNO actually suffered greater relative cuts. 

'~hus many PVOs tend to be critical of largeness er se, 
whether in the public or private sector. Lissner % 19 7 )  has an 
interesting discussion of this set of attitudes toward the 
public sector, explaining it in part as a result of feelings of 
inferiority and powerlessness by voluntary organizations with 
respect to the public sector. 



in efficiency to take away the slackness of better endowed 
programs? 

Part of the answer to these questions is that when UNO and 
other PVOs talk about doing things "cheaply," they actually 
mean small total expenditures rather than low unit costs or 
high productivity. Or, they mean low expenditures for certain 
conspicuous items. The "cheapness" of using part-time tempor- 
ary students is an example: because expenditure on them is 
significantly less than for permanent workers, their "low 
cost" is assumed to signify a low-cost service. The assumption 
would be accurate enough, given the high share of personnel 
costs in total costs (85% in UNO's case), if productivity were 
also high--a matter I return to later. "Low overheads" are 
also pointed to by voluntary organizations like UNO as a sign 
of efficiency, partly because high overheads are associated in 
people's minds with extravagance and slackness. Alone, how- 
ever, overhead levels say nothing about the relative cost of 
providing the service. Cheap students, low overheads, and 
small budgets, in sum, get mistakenly identified as indicators 
of unit costs or productivity. Only these latter concepts, 
however, allow one to determine that one way of doing things is 
less costly than another. 

The mistaken identity of low absolute expenditures with 
efficiency is enhanced by a certain moral virtue that is 
attributed to an organization working under a tight budget. 
UNO is proud of its pinched funding and considers its virtues 
to he a result of that privation. The financial constraint, in 
other words, is looked at as a hard taskmaste,: in forming com- 
mitted staffs and inducing careful selection of clients. The 
virtuousness of low expenditures, however, can easily coexist 
with extravagance in the use of time, as will be seen in the 
section on UNO's costs. If the pinched budgets of voluntary 
organizations have favorable effects, then, they may lie more 
in the important area of dedication and commitment, than in 
that of unit costs and productivity. The one set of accom- 
plishments should not be confused with the other. 

It is puzzling, at least to an economist, that severe 
budget constraints would not'lead to greater concern for pro- 
ductivity in an organization--that lean organizations would not 
show low unit costs. The question of impact helps resolve this 
contradiction: because small organizations are often not asked 
to demonstrate impact or significance, they are not forced to 
worry about how to reach the maximum number of persons with a 

 or UNO, a temporary student worker costs half what one would 
have to pay for a permanent employee, including the latter's 
fringe benefits, which add 50% to wage costs. 



given level of funding. Indeed, smallness seems to get used as 
an excuse for - not thinking about these things; one is too 
little to have any delusions of impact. Thus it is that UNO 
considers itself too small to even presume to reach a signifi- 
cant number of microfirms--even as little as 10%. Yet the 
concern for significance, or the necessity to show it to bene- 
factors, may do more than low budgets to force organizations to 
look at their unit costs--because the lowering of these costs 
will be the only way to reach for impact. 

The lack of concern for matters like cost-effectiveness 
and impact can also be explained in terms of the way voluntary 
organizations perceive their work. Helping the poor is seen as 
not only improving the lot of the poor, but as also ennobling 
the helper. Doing a worthy deed is an accomplishment in it- 
self, that is, just so long as total costs are not out of hand; 
if the program remains small, the latter condition is easy to 
meet. From this point of view--a variation on the "good worksn 
theme mentioned earlier--the goal of assisting the largest 
number of people possible within a given budget may not be that 
relevant. Small voluntary organizations like UNO, finally, 
keep very busy just struggling to stay afloat, always scram- 
bling for next year's funding. What helps most in such tenuous 
times, as the UNO story shows, is political connections and 
conspicuous goodness as an organization, rather than effi- 
ciency. Perhaps it is for this reason that almost none of the 
evaluations of UNO to date, cu iously, have noted its low pro- 
ductivity and high unit costs. f 

Worrying about productivity, strangely enough, may be a 
luxury reserved for larger, more secure, and better funded 
organizations. They are under pressure to attend to large 
numbers of people, their high unit costs turn into more con- 
spicuous total amounts when they are larger, and it will take a 
certain amount of slack and money to discover tha$ productivity 
is low and to experiment with ways to improve it. Whereas the 

'partial exceptions are DGAP (1978) and a PACT-sponsored evalu- 
ation, which showed concern over UNO's high unit costs, but did 
not look into the reasons for its low productivity. The DGAP 
evaluators said in 1978 that "costs are falling" (p. 43), which 
Table 1 shows to be inaccurate. They projected costs to de- 
crease to 50% of loan value by 1978 (they were actually 125%, 
as Table 1 shows), and to 30% in 1979 (when they were 131%). 
AITEC felt that the costs could be reduced to as low as 15%-25% 
(costs were 46% in 1981, and projected by UNO to fall to 38% in 
1982). DGAP and AITEC projections from m., pp. 11-12, 20. 
2~ small UNO-like program in Ecuador, run by a private bank, 
decided to dispense with evaluations of results and other in- 
ternal control mechanisms in order to "reduce costsn (PISCES 
1981: 223). 



large public-sector organizations may not experience the disci- 
pline of a small budget, then, they are subjected to another 
discipline that the small organization is not--that of having 
to please a significant enough number of clients to justify 
what they do and receive continued political support. At the 
same time, these larger and more politicized organizations 
operate with more slack, more expenditure on certain items, and 
less commitment. 

I am not saying that either smallness or the impact con- 
straint produces a better or more efficient organization, or 
that the public sector in Brazil has been able to reach UNO- 
type borrowers at all, let alone at a more attractive cost. 
Rather, I am arguing that PVO leanness is not incompatible with 
high costs and low productivity, and that the discovery of 
UNO1s high costs and low productivity should therefore not come 
as a surprise. It is a surprise only in light of the oft-heard 
claims that UNO andyimilar programs do things "more cheaply" 
than the public sector. The superiority of UNO and other PVOs 
to the public sector, then, may hold only if they remain 
small--that is, if they never reach the scale and attempt the 
impact that public-sector undertakings do. An UNO blown-up to 
public-sector size--with its low number of loans per worker and 
its high costs per loan--would be unviable. In this sense, 
the comparison with the public sector may be of limited value, 
giving little guidance about how to go about tasks with public- 
sector breadths. 

With UNO1s rapidly increasing funding over the last and 
next three years, it is now moving into that better funded 
stage where it can afford to, and will be made to, worry about 
productivity and unit costs. That unit costs have already 
decreased over the last three years as the result of a con- 
scious effort in that direction, as discussed below, may be a 
portent of such change. 

UNO at the Crossroads 

The question of whether UNO1s virtues would be relevant to 
a similar program of public-sector breadth is anything but 

l~his finding is not peculiar to UNO or small-business pro- 
grams. A study of special or experimental health, nutrition, 
and family planning projects in India--many of them carried out 
by voluntary organizations--drew similar conclusions: even 
among the successful projects, per capita expenditures were 
four times those of the public sector, and the population 
reached was minuscule (Faruqee and Johnson 1 9 8 2 : ~ ~  ix.). 



academic. With t h e  t h r e e  World Bank p r o j e c t s ,  IJNO i s  now 
undergoing t h e  ac id  t e s t .  Between 1978 and 1985, i t s  number of  
o f f i c e s  w i l l  have expanded from 1 t o  13 ,  t h e  number of l oans  
p e r  year  from 150 t o  3,000, and s i z e  o f  i t s  s t a f f  from 46 t o  
288. J u s t  a s  s i g n i f i c a n t ,  UNO i s  s t a r t i n g  t o  do t h i n g s  it has  
n o t  done before--offer ing t e c h n i c a l  a s s i s t a n c e  t o  c l i e n t s ,  
working with groups of  producers ,  and providing an expanded 
t r a i n i n g  program f o r  f i rm owners. These a c t i v i t i e s  t ake  UNO 
beyond t h e  s i m p l i c i t y  of " t h e  UNO model" and b r i n g  i n  new 
b u r e a u c r a t i c  a c t o r s  wi th  whom it must now, f o r  t h e  f i r s t  t ime ,  
coo rd ina t e  i t s  work--the s t a t e  t e c h n i c a l  a s s i s t a n c e  agency 
(ITEP), t h e  s t a t e  agenc ies  f o r  a p p r e n t i c e s h i p  t r a i n i n g  i n  com- 
merce and i n d u s t r y  (SENAC and SENAI), and t h e  s t a t e  program f o r  
employee t r a i n i n g  ( P I P M O )  . 

Being p a r t  of  t h e  t h r e e  l a r g e  p r o j e c t s  a l s o  in t roduces  UNO 
t o  t h e  new c o n t r o l  of t h e  coord ina t ing  agencies--POLONORDESTE 
i n  SUDERE, FIDEM i n  t h e  Pernambuco s t a t e  government, and two 
c i t y  governments ( ~ e c i f e  and ~ a b o a t x o ) ,  t h e  mayors of  which a r e  
running f o r  governor ,  vice-governor,  o r  f e d e r a l  deputy i n  t h e  
e l e c t i o n s  o f  l a t e  1982. U N O ' S  subord ina t ion  t o  CEBRAE w i l l  
a l s o  cont inue ,  w i t h  70% of UNO c r e d i t  funds being channeled t o  
t h e  s t a t e  development bank through CEBRAF, i n  a d d i t i o n  t o  t h e  
18% CFBRAE c o n t r i b u t i o n  t o  TJNO's  ope ra t ing  budget i n  1982. The 
l o c a l  o f f i c e  of  CEBRAE, moreover, i s  a  p a r t  of  t h e  Pernambuco 
s t a t e  department of i n d u s t r y  and commerce, t h e  d i r e c t o r  of  
which i s  a l s o  running f o r  e l e c t i o n  i n  1982, a s  a cand ida te  f o r  
deputy. Thus UNO has  suddenly been drawn c l o s e r  t o  t he  c e n t e r  
s t a g e  of  p o l i t i c s  and t h e  p u b l i c  s e c t o r  i n  Pernambuco. This 
development i s  a  resu1.t o f  i t s  success  a t  g e t t i n g  no t i ced  by 
t h e  World Bank and incorpora ted  i n t o  t h e  Bank's p r o j e c t s .  

Agencies p a r t i c i p a t i n g  i n  World Bank p r o j e c t s  a r e  no t  
always drawn i n t o  a  web of  new b u r e a u c r a t i c  r e l a t i o n s h i p s  and 
sub jec t ed  t o  new p o l i t i c a l  p r e s s u r e s ,  a s  i n  U N O ' s  c a se .  The 
Bank's presence o f t e n  h a s  t h e  c o n t r a r y  e f f e c t :  t h e  p r o j e c t  
agency f i n d s  a  powerful a l l y  i n  t h e  Bank when it t r i e s  t o  fend 
o f f  p o l i t i c i a n s  and o t h e r  agenc ies .  UNO i s  d i f f e r e n t  because 
it i s  a  minor agency i n  a  l a r g e  p r o j e c t ,  and hence i t s  r e l a t i o n  
with t h e  Bank t ends  t o  be f i l t e r e d  through t h e  B r a z i l i a n  agen- 
c i e s  t h a t  coo rd ina t e  t h e  wider p r o j e c t .  S ince  t h e s e  coord ina t -  
i n g  agenc ies  r e p r e s e n t  some of t h e  f o r c e s  t h a t  UNO wants t o  
s t a y  away from, t h e  l i n e s  a r e  no t  c l e a r l y  drawn between t h e  
"bad" agenc ies  o r  p o l i t i c a l  a c t o r s  i n t e rven ing  from o u t s i d e  t h e  
p r o j e c t ,  and t h e  "good" agenc ies  needing p r o t e c t i o n  i n s i d e  t h e  
p r o j e c t .  For t h e  Bank t o  be a  f a i t h f u l  a l l y  of  UNO, t hen ,  
would be d i f f i c u l t - - i n  t h a t  it might r e q u i r e  p r o t e c t i n g  UNO 
from ano the r ,  m o r e  important  agency i n s i d e  t h e  p r o j e c t .  

The increased  r e l a t e d n e s s  o f  UNO t o  o t h e r  agenc ie s  and t h e  
heightened v u l n e r a b i l i t y  t o  p o l i t i c a l  p r e s s u r e  do not  neces- 
s a r i l y  bode poor ly  f o r  U N O ' s  f u t u r e .  These f a c t o r s  may r e s u l t  



in an UNO that is more responsive to questions of impact, more 
innovative, or more concerned about raising its productivity. 
But to the extent that independence and simplicity accounted 
for some of UNO's good qualities, those qualities are bound to 
undergo some change. 

Politics, magnetism, and protection 

Though UNO has remained relatively independent until now, 
it has always suffered some pressure from politicians or public 
agencies regarding its credit allocation and other operational 
decisions. Most subsidized credit programs like UNO are sit- 
ting ducks for political interference in decisions about who 
gets credit. The interest rates and the repayment terms are so 
subsidized that they act as a magnet to those with the power to 
wrest favors from the government, or those with whom politi- 
cians want to curry favor. Real interest rates are so low that 
it is a worthwhile investment for the b0rrowe.c to take out a 
subsidized loan and reinvest the money elsewhere--a well-known 
activity for borrowers of subsidized agricultural credit in 
Brazil, many of whom invested their loan monies in urban real 
estate. With interest on common savings accounts in Brazil now 
at more than 100% per annum, the UNO borrower would not need 
much sophistication to comprehend that he could earn a substan- 
tial "return" on his 25% UNO loan, simply by investing it in a 
savings account. A little more than half the UNO borrowers I 
talked to had savings accounts, and some freely admitted that 
they "put away a little" of their loan proceeds in the savings 
account; an UNO survey found the same. 1 

Applicants for credit who have enough inEluence to get the 
rules bent are usually better-off than the incended clients of 
subsidized credit for neglected groups. As a result, these 
programs tend to drift upward in the income distribution; loans 
get larger, and clients are less poor than was intended. UNO, 
like all such programs, experienced pressures to divert its 
credit to applicants who did not fit the lending criteria--for 
example, in requests from the state governor to give special 
attention to certain applicants. But UNO succeeded in deflect- 
ing most of these requests, patiently referring the solicitant 
or his political benefactor to UNO's long list of exclusive 
lendina criteria. That UNO was able to resist most of these 

'UNO 1980-1981. I do not suspect that this "reinvestment" of 
UNO loans in savings accounts occurred to a significant de- 
gree. Of course, to the extent that borrowers used UNO money 
instead of savings, the UNO credit simply substituted for their 
own money. 



requests, and still receive public-sector funding, is 
remarkable. 

Until the advent of the World Bank projects, UNO's low 
levels of lending, its lack of growth, and its reluctance to 
take on other activities besides credit, protected it from 
other kinds of political pressures--namely, those associated 
with the provision of physical goods or equipment, or the 
inauguration of new physical structures, like new branch 
offices or equipment-rental centers. The conspicuousness of 
these structures and equipment, especially in concentrated 
urban neighborhoods, makes them highly desirable politically. 
UNO's expansion under the three World Bank projects has sud- 
denly made it vulnerable, for the first time, to the political 
pressures associated with physical structures. Under the 
interior project starting in 1979, for example, UNO had planned 
to open various new branch offices over a three-year period, 
having previously had only one office in Recife. A state 
legislator, up for re-election in one of the interior counties 
scheduled for a new UNO office, put pressure on UNO to open the 
office immediately, so as to coincide with his election cam- 
paign. This would have meant initiating the program in that 
county three years earlier than planned. UNO succeeded in 
freeing itself of the deputy's entreaties only by appealing to 
a higher political authority--the governor of the state. The 
governor, a friend of UNO, insisted that the project's time- 
table be observed: the office would open only in the third 
year, as planned. 

Political pressures were also significant in determining 
the organizational design of UNO's major expansion in metropol- 
itan Recife under the World Bank project, to start in 1982. 
The project provides for the opening of six new UNO offices (to 
be rented) in Recife's metropolitan area. Originally, UNO was 
to be contracted under the project by FIDEM, a Pernambuco state 
urban planning agency for metropolitan Recife. (Until now, UNO 
has worked only under contract to CEBRAE in its Recife pro- 
gram.) FIDEM is considered to be a "technocratic" and fairly 
apolitical agency, or at least willing to defer to UNO's judg- 
ment on technical matters. The elected city governments of two 
of the cities in metropo1itan:Recife (Recife and Jaboatzo), 
however, wanted UNO to relate directly to them, rather than to 
FIDEM. (The mayors of the other cities, not as politically 
strong or aggressive as the other two, were content to allow 
FIDEM to manage the UNO contract.) The final outcome of these 
political concerns was that UNO would work under three con- 
tracts, instead of the one originally envisioned with FIDEM: 
two contracts would be with the urbanization agencies of the 
two cities with the politically vigorous mayors, and a third 
contract for the three remaining cities would be made with 
FIDEM. Under the FIDEM contract, UNO would choose its own new 
office space; under the Recife and Jaboatzo contract, it would 



rent office space in the urbanization agencies of those two 
cities. For obvious reasons, UNO felt more comfortable about 
its independence under the FIDEM contract than under the other 
two. 

A final example of the increased political vulnerability 
brought by UNO's expansion and diversification relates to a 
plan to build neighborhood equipment centers. Under the Recife 
project, the two city governments contracting with UNO will 
build neighborhood equipment centers where microfirms can use 
equipment at a rental fee. After a time, it is expected, 
groups of microfirms organized by UNO will acquire and run the 
centers themselves. Though UNO is skeptical about the viabil- 
ity of such a program, the city governments are enthusiastic. 
The inclusion of the centers in the project against UNO's 
better judgment is probably a manifestation of the greater 
political desirability of neighborhood equipment centers, and 
their inaugu ation opportunities, than of a program dispensing 
only credit. f 

UNO1s inclusion in the World Bank project, as noted above, 
increased the number of contact points between UNO and public- 
sector agencies. This gave the latter, as coordinating agen- 
cies for the complete project, some control over UNO. Under 
the rural development project, for example, UNO became linked 
with one of the major public institutions in the Northeast--the 
regional development agency, SUDENE--and the department in 
charge of all Northeast integrated rural development projects, 
POLONORDESTE. The much greater size and power of this insti- 
tution meant that it was going to take the prerogative in de- 
termining how UNO would do some things, which indeed it has 
done. UNO sees its new place in these project hierarchies as 
making it vulnerable to other more powerful agencies. In con- 
trast to its own caution about taking on too many new things, 
UNO feels that these agencies want to add new prowarns and make 

~UNO'S skepticism about the equipment rental centers is not 
without good reason, since many such projects have been unsuc- 
cessful in Brazil as well as in other countries. See Kilby 
(1979:316) for one report on these projects and the reasons for 
their poor performance. Kilby also comments on the political 
appeal of production centers, as "photogenic" and "highly vis- 
ible," making "a good impression on evaluation missions and 
visiting dignitaries." He also found that one of the four 
characteristics of the projects with low benefit-cost ratios 
was the use of "extensive resources in constructing physical 
facilities" (p. 321). (The other three characteristics were a 
low number of clients assisted, delays in project implementa- 
tion, and excessive administrative overheads.) 



o t h e r  changes o u t  of  a  d e s i r e  t o  b u i l d  t h e i r  own p o l i t i c a l  
s t r e n g t h s  and i n c r e a s e  t h e i r  own s t a f f s .  

Regardless  of whether t h e  new i d e a s  and d i r e c t i v e s  w i l l  
make UNO b e t t e r ,  UNO i s  c l e a r l y  l e s s  independent and more 
p o l i t i c a l l y  exposed than  i t  was be fo re .  Although it i s  p l eased  
about i t s  expanded funding under t h e  new p r o j e c t s ,  i t  a t  t h e  
same t ime yearns  f o r  i t s  e a r l i e r  days of i n s i g n i f i c a n c e ,  when 
independence and i n t e g r i t y  could be  g r e a t e r .  The smal lness  and 
i n s i g n i f i c a n c e  o f  UNO's e a r l y  yea r s ,  i n  sum, were p a r t  y  
r e spons ib l e  f o r  i t s  freedom from o u t s i d e  i n t e r f e r e n c e .  1 

U N O ' s  i n c r e a s i n g  c lo senes s  t o  t h e  p u b l i c  s e c t o r  h a s  a l s o  
had i t s  d e s i r a b l e  s i d e .  I t  h a s  brought  bad ly  needed p o l i t i c a l  
suppor t  and p r o t e c t i o n  - from p o l i t i c a l  meddling, no t  j u s t  from 
i n t e r v e n t i o n .  The same s t a t e  governor who p r o t e c t e d  UNO from 
t h e  campaigning s t a t e  l e g i s l a t o r  a l s o  threw h i s  p o l i t i c a l  
weight behind UNO on ano the r  occas ion .  On t h a t  l a t t e r  occa- 
s i o n ,  UNO was no t  s u f f e r i n g  from p o l i t i c a l  p r e s s u r e ,  b u t  from 
t h e  apathy of t h e  s t a t e  development hank i n  r e s o l v i n g  problems 
of de l ays  i n  c r e d i t  c o n t r a c t i n g  and disbursement i n  t h e  new 
i n t e r i o r  program. After months o f  t r y i n g  t o  work o u t  t h e  prob- 
lem with  t h e  s t a t e  bank, UNO f i n a l l y  made p rog res s  on ly  by go- 
ing  d i r e c t l y  t o  t h e  governor ,  who in te rvened  on U N O ' s  b e h a l f .  
The d e l a y  problem was immediately r e so lved .  

Th i s  h e l p f u l  p o l i t i c a l  i n t e r v e n t i o n  was no doubt t h e  
r e s u l t  o f  U N O ' s  r e p u t a t i o n  f o r  competence, which had helped 
b r i n g  p o l i t i c a l l y  p r e s t i g i o u s  o u t s i d e  funds t o  t h e  s t a t e  f o r  a  
microfirm component i n  t h e  World Bank p r o j e c t .  P o l i t i c a l l y ,  i n  
o t h e r  words, IJNO had proved i t s e l f  worthy o f  p r o t e c t i o n .  The 
c a s e  of t h e  campaigning l e g i s l a t o r  c i t e d  above, and t h e  pro- 
t e c t i o n  from him provided UNO by t h e  governor ,  i s  a  s i m i l a r  
example. Thus U N O ' s  proven s e r i o u s n e s s ,  i t s  backing i n  t h e  
b u s i n e s s  community, and i t s  coex i s t ence  wi th  o t h e r  p u b l i c  e n t i -  
t i e s  helped i n c r e a s e  t h e  inc idence  of " d e s i r a b l e  meddlingsu-- 
t h o s e  t h a t  p ro t ec t ed  UMO from t h e  p u b l i c  s e c t o r ,  r a t h e r  than  
e n g u l f i n s  it. 

' ~ i l b ~  (1979) and Kilhy and Bangasser (1978:352) come t o  
s i m i l a r  conc lus ions  about t h e  d e s i r a b l e  f e a t u r e s  of  small-  
ne s s .  With l a r g e - s c a l e ,  "mul t i -exper t "  p r o j e c t s ,  t h e y  say ,  
t h e i r  "prominence a lone  a t t r a c t s  a  g r e a t  d e a l  of  o u t s i d e  i n t e r -  
f e r ence . "  They l i s t  ano the r  undes i r ab l e  f e a t u r e  o f  such p r o j -  
e c t s  t h a t  i s  c o n s i s t e n t  wi th  t h e  d i s c u s s i o n  of t h e  equipment 
c e n t e r s  above--namely, t h a t  l a r g e  p r o j e c t s  tend t o  b u i l d  new 
c a p a c i t y  r a t h e r  than  i n c r e a s e  t h e  u t i l i z a t i o n  of e x i s t i n g  
c a p a c i t y .  



UNO as a model 

Perhaps the lesson to be learned from UNO's history is 
that in order for an organization to be successful at what UNO 
will do under the World Bank projects, it will, like UNO it- 
self, first have to become strong. To do this it will first 
have to become fit through independence, a simple task, con- 
strained funding, and a highly committed staff. If UNO suc- 
ceeds in its expanded form, according to this interpretation, 
this will be a result of its having first had several years to 
become strong, and not because it was using a good model for 
providing credit. The high unit costs and low productivity of 
the model made it unsuitable for providing credit, but its 
simplicity helped the organization to become strong. UNO may 
have needed a long, plodding, and insular period in order to 
consolidate and build its sense of self, and then open up to 
the outside world. It may now have the strength and the knowl- 
edge to withstand the dangers inherent in its new, expanded 
role--qualities it would not have had if it had started doing 
things that way from the beginning. UNO's success, if it turns 
out that way, will therefore have been partly the result of its 
"failure" to receive additional funding and to grow during its 
first six years--a success based on enforced smallness. Small- 
ness will have turned out to be good for character formation, 
then, though not necessarily for creating efficient and econom- 
ically significant ways of providing credit to microfirms. 

If UNO emerges successful from its transition, then, what 
will have been demonstrated will not be the effectiveness of 

7 "the UNO model," but of the organization itself. A much larger 
UNO, that is, will not be able to operate with such low pro- 
ductivity, high unit costs, and inattention to socio-economic 
significance--as reflected in changes in UNO's operating style 
that are already being brought about under the Bank projects. 
Thus the value of the UNO model will not be that of showing how 
to provide credit to the microfirm sector but, rather, of sug- 
gesting how one creates a "good" organization--or, at least, an 
organization with the good qualities described here. 

If my representation of the UNO story and transition is 
accurate, then our concept of the pilot project also needs mod- 
ification. A pilot project may not really be a test of how to 
carry out an activity--which is how we usually conceive oE it-- 
but rather of how an organization gets built. This view would 
certainly help explain why the evaluation literature has some- 
times shown that the successful projects among a set of pilot 
projects share no common characteristics. An evaluation of 
small projects in Latin America--many involving small business 
credit or assistance--found that the only thing shared by the 
successful projects was that they were carried out by the 



"stronger organizations."' The successes of a very different 
set of pilot projects--in the field of health, nutrition, and 
family planning in India--were also found to have no character- 
istics in common (Faruqee and Johnson, 1982:44). 

Building and testing an organization, then, may sometimes 
be done better with techniques of operating that are not neces- 
sarily the best suited to the task at hand. If the pilot proj- 
ect works, according to this interpretation, the result will be 
an organization that will know how to feel its way toward tech- 
niques that are appropriate to a full-scale stage. The most 
desirable technique may be too complex for a new organization, 
too exposed to the influence of others, too dependent on inti- 
mate experience with the beneficiary group. Thus if one tests 
the desired technique from the start, the organization may not 
be able to handle it. The resulting failure of the pilot 
project will then be mistakenly identified as a failure of the 
technique--when it may actually signify a failure of the organ- 
ization resulting from premature adoption of the technique. 

Building an effective organization, in sum, may be more 
difficult in some instances than finding the best way for it to 
carry out a certain task. Succeeding in a first task--any 
task--can set the wheels in motion for success at the second. 
In these cases, the "genuine" pilot project would therefore 
assign an organization some simple tasks suitable to the devel- 
opment of the organization, but not necessarily the best way to 
conduct that particular activity. Once the good organization 
was built, one might not need a pilot project just to test the 
technique. The competence, wisdom, and strength acquired by 
the organization in its pilot stage would assure its intelli- 
gent choice of workable techniques for its full-blown stage. 
In this view, it would be only natural that the operating style 
of the "pilot project" would be undesirable, as in the case of 
UNO, for expansion. This is one way to reconcile the seeming 
contradiction of UNO's success as an organization and failure 
as a model. 

'inter-~mer ican Development Bank files. 



I11 - The Program 

I have o r g a n i z e d  t h e  f i n d i n g s  on U N O ' s  o p e r a t i o n s  i n t o  f i v e  
s u b j e c t s :  (1)  t h e  h igh  c o s t s ,  t h e  low p r o d u c t i v i t y ,  and t h e i r  
c a u s e s ;  ( 2 )  t h e  h i g h  repayment  r a t e  and its e x p l a n a t i o n ;  ( 3 )  t h e  
" g r a d u a t i o n "  of UNO bor rowers  t o  d i r e c t  bank c r e d i t ;  ( 4 )  U N O ' s  
s u c c e s s  a t  keeping  o u t  l a r g e  b o r r o w e r s ;  and ( 5 )  t h e  t r a i n i n g  pro-  
gram f o r  m i c r o f i r m s .  Though t h e  f a c t s  and i n t e r p r e t a t i o n s  c o u l d  
e a s i l y  be p r e s e n t e d  i n  o t h e r  ways, I chose  t o  o r g a n i z e  t h e  mater -  
i a l  a round t h e s e  s u b j e c t s  b e c a u s e  of t h e i r  impor t ance  t o  g e n e r a l  
d i s c u s s i o n s  a b o u t  s m a l l - e n t e r p r i s e  p r o j e c t s  and a b o u t  p r i v a t e  
v o l u n t a r y  o r g a n i z a t i o n s  a s  development  a g e n c i e s .  

Why Does I t  Cos t  So Much? 

From 1974 th rough  1979, t h e  a v e r a g e  v a l u e  of an UNO l o a n  was 
U.S.$2,000 (C i$190 ,700)  and its a v e r a g e  c o s t  was U.S.$1,700 
(Cr$155 ,500) .  T h i s  amounted t o  an a v e r a g e  c o s t  o f  85% of l o a n  

'see Table  1. Data  on processing c o s t s  of t h e  bank f o r  UNO l o a n s  
were n o t  a v a i l a b l e  and t h e r e f o r e  a r e  n o t  i n c l u d e d  i n  t h i s  f i g u r e .  
I have used U N O ' s  t o t a l  budge t  e x p e n d i t u r e s  t o  e s t i m a t e  c o s t  per  
l o a n  f o r  t h e  f o l l o w i n g  r e a s o n s .  UNO engages  i n  l i t t l e  o t h e r  ac-  
t i v i t y  than  t h e  making of l o a n s .  The o n l y  e x c e p t i o n  is t h e  
c o u r s e s  p rov ided  i n t e r m i t t e n t l y  t o  m i c r o f i r m s  by its permanent  
s t a f f .  Though UNO e s t i m a t e s  t h a t  t h e s e  c o u r s e s  r e p r e s e n t  30% of 
its e x p e n d i t u r e s ,  i t  has  made no d i r e c t  c a l c u l a t i o n  of t h a t  c o s t .  
( U N O  does  n o t  have a  s e p a r a t e  t e a c h i n g  s t a f f ,  b u t  draws on  t h e  
same permanent  s t a f f  t h a t  s u p e r v i s e s  borrower s e l e c t i o n  and ap- 
p r o v a l .  ) Because p a r t  of U N O ' s  p u b l i c - s e c t o r  r e v e n u e s  a r e  e a r -  
marked f o r  t h e s e  courses, and based  on my own o b s e y v a t i o n s ,  I 
s u s p e c t  t h a t  t h e  s h a r e  of t h e  budge t  s p e n t  on t r a i n i n g  is c o n s i d -  
e r a b l y  l e s s  t h a n  30%. I a l s o  chose  n o t  t o  e x c l u d e  t h e  c o s t  o f  
t h e  c o u r s e s  s o  a s  to r o u g h l y  compensa te  f o r  t h e  l a c k  of informa- 
t i o n  on t h e  bank c o s t s  i nvo lved  i n  making UNO l o a n s .  Though 
t h e s e  c o s t s  would be s m a l l  compared t o  UNO's--since UNO does  a l l  
t h e  f i e l d  work and much of t h e  paperwork--I was n o t  a b l e  t o  de- 
t e r m i n e  what t h e y  were.  Even i f  one were t o  s u b t r a c t  t h e  f u l l  
30% f o r  t r a i n i n g  from t h e  c o s t  f i g u r e s ,  t h e  r e s u l t s  ($513 pe r  
l o a n  and 32% of l o a n  v a l u e )  a r e  s t i l l  s u b s t a n t i a l l y  h i g h e r  t h a n  
t h e  examples  from o t h e r  programs c i t e d  i n  t h e  f o l l o w i n g  pa ra -  
g r a p h s .  F i n a l l y ,  and most i m p o r t a n t ,  I p r e f e r r e d  t o  u s e  UNO's 
t o t a l  e x p e n d i t u r e s  b e c a u s e  t h i s  was more c o n s i s t e n t  w i t h  t h e  d a t a  
a v a i l a b l e  t o  m e  f o r  compar ison  t o  o t h e r  programs (see f o l l o w i n g  
p a r a g r a p h  i n  t e x t ) .  These d a t a  a l s o  d i d  n o t  a l l o w  f o r  i d e n t i f i -  
c a t i o n  and e x c l u s i o n  of costs n o t  d i r e c t l y  r e l a t e d  t o  l e n d i n g .  
Other  i n f o r m a t i o n  of  u se  to t h o s e  who may want t o  r e c a l c u l a t e  t h e  
c o s t s  is t h e  f o l l o w i n g :  (1)  p e r s o n n e l  c o s t s  ( i n c l u d i n g  50% 
c h a r g e s  i n  s a l a r i e s  f o r  f r i n g e  b e n e f i t s ,  and per  diem f o r  f i e l d -  
work)  amount t o  85% of t o t a l  e x p e n d i t u r e s ,  and ( 2 )  ove rhead  is 
e s t i m a t e d  a t  10%. 



value, having risen above 100% for three of the six years (not 
the first three). Throughout the period, moreover, these costs 
showed no tendency to decrease, and fluctuated around the aver- 
age. To UNO's credit, costs seemed to begin a downward trend 
in 1980, with 1981 unit costs at half their 1974-1979 levels. 
Though still high, average cost per loan had fallen to U.S.$733 
(Cr$66,900) by the end of 1981, amounting to 46% of average 
loan value. Costs were projected to fall further in 1982 to 
U.S.$587 per loan, 38% of loan value. 

Costs of this magnitude are high. Though cost data on 
other small-business credit programs are fragmentary and not 
consistently calculated, they suggest that costs tend to range 
up to 20% of loan value--with some significantly higher excep- 
tions. Administrative costs for eight banks involved in lend- 
ing to small businesses in Colombia, India, and Korea averaged 
2% of average total assets and varied from 0.4% to 6.3% (WB 
1978:41, T-2). (The banks were state banks except for a few 
private banks in the Colombian case.) In the Philippines, 
administrative costs for the small-scale loans of two lending 
institutions were 3% of loan value (Chuta and Liedholm 
1979:70). (For large loans, the corresponding percentage was 
0.5%.) A World-Bank study of programs to assist small enter- 
prises reported that, though costs vary widely, 5% of loan 
value is not atypical (Anderson 1981:75). Research on lending 
costs of a private development foundation in the Dominican 
Republic, which specializes in small loans, showed adminis- 
trative and capital costs to be 10% of loan value (Adams and 
Romero 1981:221). The administrative costs of a small enter- 
prise program in Mauritius were 13% of loan value (Timberg and 
Raghavan 1982:169). Finally, the costs of a program in Ecuador 
that was modeled after UNO are a fraction of UNO1s--13% of loan 
value and U.S.$138 per firm receiving credit, in contrast to 
UNO's costs of 46% of loan value and U.S.$855 per firm in 
1981.' A similar program in Colombia (DESAP), set up with the 
assistance of AITEC, also shows lower costs. In 1981, DESAP'S 
costs were projected for the next few years to be U.S.$400 per 

l ~ h e  Ecuador program is of the private Banco del ~acifico. 
Cost figures are based on loans of U.S.$l million over a three- 
year period to 900 firms at an operating cost of U.S.$125,000, 
as reported in PISCES (1981, p. 22). The U.S.$733 UNO cost 
figure of the previous paragraph is cost per loan, whereas this 
figure is cost per firm. UNO made 1,004 loans in 1981 to 860 
firms. The lower costs of this UNO replica were said to be 
achieved by (1) eliminating the training program, (2) stream- 
lining the selection procedure to a reduced number of visits, 
(3) dispensing with evaluation and other internal control 
mechanisms, and (4) collecting repayments only twice yearly, 
rather than once monthly (PISCES 1981:216-223). 



f i rm r e c e i v i n g  credi t - - lower  not  on ly  t han  U N O ' s  U.S.$855 p e r  
f i rm i n  1981, b u t  a l s o  t han  i t s  U.S.$676 p e r  f i rm p r o j e c t e d  f o r  
1982. 

UNO i s  n o t  completely a lone  i n  showing h igh  c o s t s .  
Smal l -en te rpr i se  lending i n  Ind ia  ( f o r  loans  l e s s  t han  
U.S.$1,250) is done a t  a d m i n i s t r a t i v e  c o s t s  of  30% t o  40% o f  
loan  value--not a s  h igh  a s  U N O ' s ,  b u t  beyond t h e  20% l e v e l  
(Timberg and Raghavan 1982:169). A smal l  e n t e r p r i s e  develop- 
ment co rpo ra t ion  i n  Jamaica (SEDCO) l e n t  a t  c o s t s  t h a t  were 
160% of loan  va lue ,  averaging U.S.$1,300 f o r  a  U.S.$500 loan 
(Ki lby,  Liedholm and Meyer 1981:19). A small  e n t e r p r i s e  lend-  
i n g  program i n  Honduras, sponsored by ano the r  U.S. p r i v a t e  
vo lun ta ry  o rgan iza t ion  ( I I D I ) ,  was lend ing  a t  c o s t s  o f  
U.S.$1,800 p e r  l o a  exc lus ive  of  t h e  suppor t  c o s t s  of  t h e  
U.S. o r g a n i z a t i o n .  5-- 

Costs  a s  h i g h  a s  U N O ' s  a r e  n o t  t o t a l l y  u n j u s t i f i a b l e ,  i f  
t h e  r e s u l t i n g  b e n e f i t s  of such lending  a r e  high--which w i l l  
r e q u i r e  b e n e f i t s  t h a t  extend beyond t h e  d u r a t i o n  of  t h e  loan  
per iod.  Though d a t a  on borrowers were not  s u f f i c i e n t  t o  c a l -  
c u l a t e  h e n e f i t - c o s t  r a t i o s ,  it i s  p o s s i b l e  t o  i d e n t i f y  t h e  
types  of  b e n e f i t s  t h a t  would have given a  s a t i s f a c t o r y  b e n e f i t -  
c o s t  r a t i o :  (1) expanding s a l e s  of a s s i s t e d  f i rms ,  ( 2 )  a  l a r g e  
number of  f i rms  a s s i s t e d ,  ( 3 )  i n c r e a s e s  i n  managerial  o r  t ech-  
n i c a l  p r o d u c t i v i t y  r e s u l t i n g  from t e c h n i c a l  a s s i s t a n c e ,  and ( 4 )  
t h e  eventua l  es tab l i shment  of permanent and d i r e c t  gorrowing 
r e l a t i o n s h i p s  between a s s i s t e d  f i rms  and t h e  banks. UNO 
showed q u i t e  l imi t ed  r e s u l t s  i n  a l l  f ou r  of  t h e s e  a r e a s ,  a s  
w i l l  be seen i n  t h e  fol lowing d i s c u s s i o n .  

[ J N O ' s  h igh  c o s t s  can be r e l a t e d  t o  four  a s p e c t s  of  i t s  
o p e r a t i n g  s t y l e :  (1) low p r o d u c t i v i t y  i n  terms of  numbers of  
loan proposa ls  approved per  worker p e r  yea r :  ( 2 )  t h e  l a r g e  
investment of choosing cand ida t e s  f o r  loans :  ( 3 )  t h e  r e l i a n c e  
on o u t s i d e  i n s t i t u t i o n s ,  t h e  banks, t o  manage t h e  c r e d i t :  and 
( 4 )  t h e  diseconomies of making small loans .  I will t a k e  up 
each of  t h e s e  a s p e c t s  i n  o r d e r .  

'DESAP f i g u r e s  (PISCES 1981:222) a r e  based on p r o j e c t i o n s  of 
U.S.$80,000 i n  ope ra t ing  c o s t s  and 200 f i rms  l e n t  t o  per  year .  

2 ~ r a s e r  (1982: 1 4 ) .  Data provided were n o t  s u f f i c i e n t  t o  
c a l c u l a t e  average loan s i z e ,  o r  c o s t s  a s  a  s h a r e  of loan  va lue .  

3This l i s t  i s  based on unpublished World Bank documents on how 
t o  c a l c u l a t e  b e n e f i t - c o s t  r a t i o s  f o r  small-business c r e d i t  
proqrams. 



The s t u d e n t  a s  cheap worker 

U N O ' s  co rps  of  ha l f - t ime  s t u d e n t  workers h a s  always been 
l a r g e r  t han  i t s  p r o f e s s i o n a l  s t a f f .  In  1981, UNO worked i n  
Rec i fe  w i th  32 ha l f - t ime  s t u d e n t s  and 18  p r o f e s s i o n a l s ,  exclud- 
i n g  t h e  d i r e c t o r  and a d m i n i s t r a t i v e  suppor t  s t a f f .  The s t u -  
d e n t s  d i d  most of  t h e  loan  p r e p a r a t i o n  work i n  t h e  f i e l d ,  
t r a i n e d  and superv ised  by t h e  permanent s t a f f .  The average 
number o f  l oans  made p e r  ha l f - t ime  s t u d e n t  i n  1981 was 12 ( o r  
2 4  f o r  a  f u l l - t i m e  e q u i v a l e n t ) ,  up from 9  ( o r  18 f u l l - t i m e )  i n  
t h e  p rev ious  y e a r  (Tab le  7 ) .  Th is  l e v e l  of  p r o d u c t i v i t y  seems 
remarkably low, e s p e c i a l l y  when one c o n s i d e r s  t h a t  t h e  number 
o f  l o a n s  h a s  been d iv ided  on ly  by t h e  number of  s t u d e n t s ,  and 
exc ludes  t h e  i n p u t  of  t h e  supe rv i so ry  s t a f f . '  That t h e  employ- 
ment o f  par t - t ime  and temporary s t u d e n t  workers would be  asso-  
c i a t e d  wi th  low p r o d u c t i v i t y  and h igh  u n i t  c o s t s  i s  a  s u r p r i s -  
i n g  f indinq--given t h a t  ITNO, AITEC, and o t h e 5  commentators 
cons ide r  t h e  u se  of  s t u d e n t s  t o  be  a  v i r t u e .  Recause s t u d e n t  
workers c o s t  s o  much l e s s  t han  permanent workers, t hey  a r e  
considered t h e  s i n e  aua non of keepinq such programs inexpen- --- 
s i v e ,  p a r t i c u l a r l y  i n  r e l a t i o n  t o  t h e  p u b l i c  s e c t o r ,  which must 
pay f r i n g e  b e n e f i t s  ( 5 0 %  over  wages) and provide  t e n u r e  t o  i t s  
employees. S ince  personne l  c o s t s  a r e  t h e  major s h a r e  o f  t h e  
c o s t s  of  an UWO-type program (85% o f  UNO's o p e r a t i n g  b u d g e t ) ,  
t h e  s av ings  involved i n  us ing s t u d e n t s  would seem t o  b e  
s i g n i f i c a n t .  

I f  one watches t h e  way U N O ' s  s t u d e n t s  go about t h e i r  work, 
t h e  low p r o d u c t i v i t y  f i g u r e s  do no t  come a s  a s u r p r i s e .  During 
t h e  four-hour h a l f  s h i f t ,  it i s  unusual f o r  a  s t u d e n t  t o  con- 
t a c t  and i n t e r v i e w  more than  one p rospec t ive  c l i e n t .  UNO has  
no v e h i c l e s  f o r  i t s  f i e l d  work: one v e h i c l e ,  a s s igned  t o  t h e  
d i r e c t o r ,  i s  a t  t h e  s t u d e n t s '  d i s p o s a l  f o r  v i s i t s  t o  i n a c c e s s i -  
b l e  p l a c e s ,  b u t  most s t u d e n t s  do n o t  have d r i v e r ' s  l i c e n s e s .  
The s t u d e n t  spends roughly one hour each way going t o  and from 

'1 have n o t  used t h i s  l a t t e r  f i g u r e  because t h e  p r o f e s s i o n a l s  
spend p a r t  of  t h e i r  t ime i n  non-loan-related work--mainly i n  
conduct ing cou r se s  f o r  microf i rms and t r a i n i n g  o f  s t u d e n t  work- 
e r s .  P a r t  of  t h e  t ime of t h e  s t u d e n t s  and t h e i r  s u p e r v i s o r s ,  
moreover, is s p e n t  on supe rv i s ing  loans .  Of t h e  32 s t u d e n t s  
working f o r  UNO i n  1981, however, on ly  5 o r  15% worked on 
s u p e r v i s i o n  on ly .  Given t h e s e  c o n s i d e r a t i o n s ,  and t h e  l ack  o f  
adequate  d a t a  t o  make a more a c c u r a t e  c o s t  account ing ,  I assume 
t h a t  t h e  c a l c u l a t i o n  of  loans  p e r  worker based on on ly  s t u -  
d e n t s '  t i m e  i s  b i a s e d ,  i f  a t  a l l ,  i n  t h e  d i r e c t i o n  o f  over-  
e s t i m a t i n g  p r o d u c t i v i t y .  

2 ~ e e ,  f o r  example, PISCES (1981:171). 



the microfirm's place of business. This leaves only two hours 
for seeking out and interviewing the prospective client. Since 
the interviews require from 45 minutes to an hour and a half, 
there is no time left for a further interview during that half 
shift, if one includes the time necessary to take the bus back 
to UNO or home. Most prospective UNO clients do not have tele- 
phones, so it is not uncommon for the student to arrive and 
find the firm owner absent. Even for students who work a full 
shift, the possibility of doing more than one interview per 
half day is not increased, given that the work day is always 
broken with a two-hour lunch period not taken in the field. 
(Working otherwise is not without precedent; some offices work 
straight through the day, taking a small break for lunch on the 
job and leaving work two hours earlier than the normal working 
day. UNO itself sometimes keeps its students in the field for 
a full day when neighborhood censuses are being carried out, 
but this requires the payment of a per diem.) 

The necessity of getting to and from the field by bus 
within a four-hour work period is only half the story of the 
low number of loans per worker. Students spend another half- 
day, after interviewing a prospective borrower, writing up the 
results of the interview--i.e., completing the work necessary 
to present a set of accounts for a loan application. The stu- 
dents do this work sitting at one of two long tables in a large 
room; much time seems to be spent socializing rather than work- 
ing. The student workers also seem to be casual about spending 
time away from work to do other things, often j-nvolving other 
income-earning activities. In the public sector in Braz' 1, 
this is not unusual, particularly when salaries are low. 1 
Finally, low productivity is surely contributed to by the fact 
that UNO's students work only temporarily (about one or two 
years) and only part-time. This decreases the returns to the 
investment that UNO makes in formal and on-the-job training of 
its student workers. 

Because the students earn low wages and work in a somewhat 
casual environment, it does not necessarily follow that pro- 
ductivity would be significantly higher if they were replaced 
with full-time permanent workers. A large part of the problem, 
as noted above, seems to lie in the organization of the work 
day. Furthermore, a comparison of productivity in Recife to 
that of the interior program, where permanent workers rather 

'students earn about U.S. $5 (CrS625) per half day, and do not 
receive any fringe benefits (because they are contracted rather 
than employed). This is roughly equivalent to 2 1/2 times the 
minimum wage (Cr$10,200 as of November 19811, or 70% of the 
salary of a permanent employee of normal-school level. 
(Exchange rate is CrS125 to the dollar.) 



than students are used, does not seem to show much difference. 
Loans per field worker in the interior program were 27 in 1981, 
in comparison to the full-time equivalent of 24 for the student 
workers in Recife. 

Cheapness is not the only reason that student workers are 
valued for microfirm-credit programs. UNO also likes to use 
students because of the learned bias it encounters in better- 
trained professionals against the rustic production and manage- 
ment techniques of its client firms. Business-administration 
graduates, UNO feels, are particularly "handicapped" by their 
training, having only inappropriate advice or contempt for 
UNO's client firms; or, according to the PISCES evaluators, 
"they become easily bored with the day-to-day problems of the 
informal sector" (PISCES 1981:171). "The last thing we need," 
UNO says, "is a Master's in Business Administration!" Stu- 
dents, in contrast, are felt to be still young enough to be 
socialized to another norm. And UNO screens its students care- 
fully for commitment and ability to feel at ease in poor urban 
neighborhoods, as well as for skill and intelligence. A se- 
lected group of applicants is given three weeks of training, 
and only after the first week is the final screening made. 
Self-selection, in UNO's eyes, also makes the student workers 
more suitable. University students who work are said to be 
among the poorer of the student body; it is not unusual for 
some of the student workers to have grown up in the neighbor- 
hoods where UNO lends, which makes them comfortable and more 
knowledgeable about working there. 

According to UNO, investment in training the student 
workers is not completely lost when the student leaves after 
one or two years of work. UNO's current professional staff is 
almost completely made up of ex-student workers, meaning that 
the work-study program has served as an excellent means for UNO 
to recruit and train permanent staff. A strong recruitment 
mechanism like this is important for UNO, given that it is at a 
disadvantage with the public sector in competing for profes- 
sionals. Its salaries range from 50% to 75% of those paid in 
the public sector, and it cannot offer the job security that 
public-sector jobs do, since it is a private organization 
funded by annual contracts. 

UNO believes that its work-study program, finally, leads 
to a better understanding of the informal sector and the needs 
of microfirms by Recife's future public servants. Many of the 
student workers who do not join UNO permanently, that is, are 
likely to hold positions in Recife's large public sector. 
Public-sector professionals with more understanding of UNO's 
way of operating and more sympathy for its client group, it is 
felt, can only be of benefit to UNO. For UNO, then, the work- 
study program represents the socialization of a new generation 



t h e  repeated investment i n  t r a in ing  fo r  temporary workers, and 
t h e  time during which t h e i r  productivi ty,  through lack of time 
on t h e  job, i s  low. A t  t h e  same time, s tudent  workers may not 
be t h e  cause of high cos t s  a t  a l l ,  s i nce  they occur not only i n  
t h e  high-cost UNO program, but  a l s o  i n  i t s  low-cost r ep l i ca  by 
t h e  Banco de l  pac i f i c0  i n  Ecuador. F ina l ly ,  t h e  comparative 
cos t  advantage of using student  workers l i e s  i n  t h e  a b i l i t y  of 
t h e  h i r i ng  organizat ion t o  l ega l l y  avoid the  labor l eg i s l a -  
t ion .  The use of unprotected labor i s  perhaps not t h e  bes t  
model f o r  bui ld ing a  rep l icab le  program t o  se rv ice  the  poor. 

A s  UNO moves i n t o  better-funded times, t h e  quest ions of 
low product iv i ty  and high un i t  cos t s  w i l l  become more impor- 
t a n t .  Since a  case can perhaps be made fo r  using s tudents  on 
t h e  grounds of commitment and soc i a l i za t i on  alone, any proposal 
t o  s u b s t i t u t e  permanent s t a f f  fo r  s tudents  would have t o  dea l  
with these  same i s sues .  U N O ' s  i n t e r i o r  program, which uses 
permanent s t a f f  instead of s tudents ,  would be a  good place t o  
s t a r t  f inding out what d i f ference  the  absence of s tudents  
makes. 

The banking bott leneck 

U N O ' s  dependence on the  s t a t e  development bank t o  complete 
the  loan procedure has contr ihuted t o  i t s  high cos t s  i n  two 
ways. F i r s t  i s  t h e  addi t ional  work t h a t  UNO must do so t h a t  
t h e  loan appl ica t ion w i l l  s a t i s f y  the  bank 's  requirements, some 
of which UNO would dispense with i f  the  c r e d i t  process were 
completely i n  i t s  hands. Second i s  the  cos t  t o  UNO caused by 
bank delays i n  processing loan appl ica t ions .  

Unt i l  1980, the  number of loans made t o  UNO borrowers 
averaged only 65% of the  number of loan appl ica t ions  prepared 
by UNO (Table 5 ) .  Most of t h i s  d i f ference  was not due, as one 
would expect,  t o  re jec t ion  of loan appl icants  by the  bank, 
which has almost always accepted UNO's recommendations. The 
d i f fe rence  was caused mainly by delays of severa l  weeks i n  the  
bank's processing of appl ica t ions ,  which resul ted  i n  a l o s s  of 
i n t e r e s t  by many appl icants  and t h e i r  withdrawal from the  f i n a l  
s tages  of t h e  loan-contracting process. This occurred part icu-  
l a r l y  among appl icants  who wanted the  loan fo r  an immediate 
purpose, such a s  the  purchase of a  pa r t i cu l a r  piece of second- 
hand equipment. Applicants a l s o  l o s t  i n t e r e s t  because delays 
of severa l  weeks, a t  annual i n f l a t i o n  r a t e s  of L O O % ,  r e su l ted  
i n  reduced value of the  funds when they were f i n a l l y  
released.  In these  cases of applicant  withdrawal, UNO was 
losing the  amount of time invested i n  the  preparation of an 
otherwise acceptable loan appl ica t ion.  The time invested by 
UNO i n  the  withdrawn appl ica t ions ,  of course, en t e r s  i n t o  the  
average cos t  per loan ac tua l l y  made. 



of p r o f e s s i o n a l s  f o r  a pub l i c - sec tp r  environment i n  which UNO 
w i l l  have t o  o p e r a t e  i n c r e a s i n g l y .  

For anyone f a m i l i a r  wi th  programs t h a t  a t t empt  t o  extend 
c r e d i t  and t e c h n i c a l  a s s i s t a n c e  t o  poor producers ,  U N O ' s  c l a ims  
about t h e  r e s u l t s  of us ing  s t u d e n t s  cannot be taken l i g h t l y .  
Most of  t h e s e  programs have s i g n i f i c a n t  problems i n  ex tending  
t h e i r  s e r v i c e s  t o  poorer  c l i e n t s .  Low i n t e r e s t  r a t e s  and o t h e r  
s u b s i d i e s  a t t r a c t  l a r g e r  and more powerful  c l a iman t s ,  and 
ex tens ion  workers o f t e n  f e e l  more comfortable  working with  t h e  
l a r g e r  c l i e n t s ,  from whom they a l s o  may r e c e i v e  income i n  
kind.  UNO is unusual f o r  t h e  absence of t h e s e  problems, and 
f o r  t h e  commitment o f  i t s  s t a f f .  I f  t h e  work-study program 
indeed c o n t r i b u t e s  t o  t h i s  p a r t i c u l a r  achievement, t hen  t h i s  i s  
a s e r i o u s  argument i n  i t s  f avo r .  

The exp lana t ion  o f  UNO and o t h e r s  f o r  t h e i r  p r e f e r e n c e  f o r  
s t u d e n t  workers has  i n t e r e s t i n g  imp l i ca t ions .  UNO is say ing ,  
i n  essence ,  t h a t  less-educated workers a r e  b e t t e r  than  more- 
educated ones-- that  educa t ion ,  and i t s  corresponding e l i t e  
p r o f e s s i o n a l  s t a t u s ,  s o c i a l i z e s  people  t o  t h e  "wrong" norm. A s  
a  r e s u l t ,  UNO h a s  t o  provide i t s  own " a l t e r n a t i v e "  educa t ion ,  
ca t ch ing  t h e  s t u d e n t s  h e f o r e  they p a s s  throuqh t h e  e s t a b l i s h e d  
system. That less-educated workers would be viewed a s  more 
d e s i r a b l e  t h a n  be t te r -educa ted  ones  i s  sad tes t imony t o  t h e  
f a c t  t h a t  t h e  world of in formal -sec tor  bus ines s  i s  excluded no t  
o n l y  from subs id i zed  c r e d i t  programs, h u t  from what educa t iona l  
i n s t i t u t i o n s  teach  about t h e  world.  For UNO,  p rov id ing  an  
a l t e r n a t i v e  educa t ion  i s  one way o u t  o f  t h i s  dilemma--though a t  
t h e  c o s t  of ga in ing  permanent workers from among on ly  a few o f  
t h o s e  i t  t r a i n s .  

S tudent  workers, i n  sum, a r e  seen a s  endowing UNO-type 
programs with  both  h igh  commitment and low c o a t - - p a r t i c u l a r l y  
i n  comparison t o  pub l i c - sec to r  programs. The s t u d e n t  workers 
can be  cons idered  low-cost,  however, on ly  i n  terms of t h e  r e l a -  
t i v e  c o s t  o f  a s t u d e n t  worker t o  a permanent worker. The u n i t  
c o s t s  f o r  d e l i v e r i n g  l o a n s ,  a s  seen above, a r e  anyth ing  b u t  
low. The "cheapness" of h i r i n g  s t u d e n t s  insteacl of  permanent 
workers, i n  o t h e r  words, says  nothing about t h e  cheapness of 
d e l i v e r i n g  c r e d i t  i n  t h i s  way. The use  of s t u d e n t s  may ac tu -  
a l l y  c o n t r i b u t e  t o  t h e  program's h igh  costs--mainly because of 

' ~ n o t h e r  advantage t o  such programs o f  c o n t r a c t i n g  temporary 
s t u d e n t  workers r a t h e r  t han  h i r i n g  permanent s t a f f  is t h a t  t h e  
number of s t u d e n t  workers budgeted f o r  i n  any p a r t i c u l a r  y e a r  
can be  f i n e l y  tuned t o  expected demand f o r  c r e d i t .  Permanent 
employees cannot b e  brought on a s  qu ick ly  a s  s t u d e n t s  t o  meet 
an i n c r e a s e  i n  c r e d i t  o p e r a t i o n s ,  nor can they  be reduced i n  
t imes  of reduced demand. 



In 1980 and 1981, loan applications increased markedly as 
a percentage of approvals, from a previous average of 65% to 
almost 100%. This probably reflects the sudden breaking of the 
bank-delay bottleneck in the interior program in 1980, and in 
the Recife program in August 1981. This increase in the 
approval rate must also have contributed, along with other 
facts discussed elsewhere, to the marked decrease in UNO's unit 
costs in 1980 and 1981--from an average of U.S.$1,700 
(Cr$155,500) in the 1974-1979 period to U.S.$733 (Cr$66,900) in 
1981. 

UNO's problems with the bank are typi a1 of programs that 
attempt to extend bank credit to the poor.' Yet the evaluation 
literature tends to emphasize the costs to the borrower of bank 
delays and red tape--that is, the various trips to the bank, 
the payments for food and lodging when problems are not settled 
immediately, fees for documentation and notaries, and the cost 
of not having the funds in time for the projected expenditure, 
a cost that is particularly high for farmers. We have seen, 
however, that the costs to the executing agency can also be 
significant. Part of the problem results from the credit- 
disbursing function being placed in a separat.e entity (the 
bank), a matter that is discussed further in a later section. 

Balance sheets as ritual 

UNO's costs are also high because of a t.ime-consuming loan 
application exercise, the intrinsic value of which is not 
clear. What takes the UNO student interviewers so long for 
each case (one full working day) is the tortuous construction 
of a set of complete accounts for a firm whic:h, in most cases, 
keeps no records. The result is a presentation torthe bank of 
a set of balance sheets that a larger firm would maintain on 
its own and be required to present to the bank if it wanted a 
business loan. The student workers become quite adept at 
asking the questions and doing the calculations to construct 
these accounts, using various proxies for getting at difficult 
data, and becoming wise at discovering inc nsistencies result- 
ing from exaggeration and underestimation. S 

~AITEC reports that it even has these same problems with U.S. 
banks, in a small-business credit program in the state of 
Maine. 

2 ~ h e  students know, for example, that loan applicants usually 
exaggerate the estimated value of their real property, thinking 
erroneously that it will serve as a guarantee for the loan; 
food-store owners are said to consistently understate the value 
of their credit to customers, because they think that banks 
disapprove of their selling on credit. 



U N O ' s  account-bui lding e x e r c i s e  i s  not s o l e l y  a  r e s u l t  o f  
bank requirements .  The accounts  a r e  used by UNO t o  c a l c u l a t e  
c e r t a i n  i n d i c e s - - l i q u i d i t y ,  debt-equi ty  r a t i o ,  e t c . - - t h a t  h e l p  
determine whether t h e  borrower can s e r v i c e  t h e  loan  and whether 
t h e  requested loan  amount should be a d j u s t e d .  ( A s  a  r e s u l t  o f  
t h e s e  c a l c u l a t i o n s ,  IJNO has  o f t e n  ad jus t ed  t h e  loan amount 
downwards.) Thus t h e  accounting informat ion on each f i rm h a s  
helped UNO t o  lend conse rva t ive ly .  A t  t h e  same t ime,  t h e  
e x e r c i s e  does not  seem t o  have helped weed o u t  undes i r ab le  
a p p l i c a n t s  o r  i d e n t i f y  t h e  good ones. I f  a p p l i c a n t s  d i d  not  
r e c e i v e  loans ,  it was u s u a l l y  f o r  reasons  beyond U N O ' s  
control--borrower l o s s  of i n t e r e s t ,  f a i l u r e  t o  q u a l i f y  a s  a  
small  f i rm,  i n a b i l i t y  t o  f i n d  a  co-s igner ,  f a i l u r e  t o  provide 
documentation--rather than  UNO d e c i s i o n s  based on t h e  a n a l y s i s  
of t h e  f i rm.  I t  i s  d i f f i c u l t  t o  know whether t hose  who d i d  no t  
r e c e i v e  loans  f o r  t h e  folmer reasons would have been b e t t e r  o r  
worse repayers ,  and thus  t h e  s e l e c t i o n  process  has  had a  h i g h l y  
random conten t - -a t  l e a s t  u n t i l  r e c e n t l y .  

Most o f  U N O ' s  weeding o u t  o f  a p p l i c a n t s  t a k e s  p l a c e  a t  an  
e a r l y  s t a g e  i n  i t s  c o n t a c t s  wi th  p rospec t ive  borrowers,  b e f o r e  
t h e  complicated account-bui lding in t e rv i ews  t a k e  p lace .  These 
c r i t e r i a - - f i n a n c i n g  mostly working c a p i t a l ,  n o t  funding new 
f i rms  o r  new a c t i v i t i e s ,  and f inanc ing  r e p e a t  loans  on ly  a f t e r  
p rev ious  loans  a r e  repaid--are probably much more important  
t han  t h e  f i n a n c i a l  a n a l y s i s  of t h e  f i rm i n  determining U N O ' s  
h igh  repayment r a t e s .  Though t h e  accounts  b u i l t  by UNO a r e  
r equ i r ed  by t h e  s t a t e  bank f o r  t h e  loan a p p l i c a t i o n ,  moreover, 
t h e  bank does n o t  use those  accounts  t o  make i t s  dec i s ions :  
with r a r e  except ions ,  it accep t s  U N O ' s  judgments on who can 
borrow and what t h e  loan  amount should be.  This  i s  c o n s i s t e n t  
with r e p o r t s  on how bank managers make d e c i s i o n s  i n  o t h e r  coun- 
t r i e s  wi th  r e s p e c t  t o  smal l  and medium loans ,  where i n d i c a t o r s  
of repayment capacity--and hence t h e  f i r m ' s  f i n a n c i a l  s t a t e -  
ments--are much l e s s  important  than  " t h e  q u a n t i t y  and q u a l i t y  
of c o l l a t e r a l .  I t  i s  doub t fu l ,  f i n a l l y ,  t h a t  t h e  accounts  
cons t ruc t ed  by UNO always g i v e  an accu ra t e  p i c t u r e  of t h e  f i rm,  
given t h e  in te rmix ing  of t h e  f i r m ' s  a c t i v i t i e s  with those  of 
t h e  owner 's  household,  t h e  d i f f i c u l t y  of v e r i f y i n g  whether t h e  
loan a p p l i c a n t  i s  t e l l i n g  t h e  t r u t h ,  and t h e  extreme season- 
a l i t y  of p roduct ion  and s a l e s .  

Though U N O ' s  approach t o  account b u i l d i n g  may b e  t h e  b e s t  
way t o  ga in  acceptance f o r  i t s  c l i e n t s  a t  t h e  s t a t e  bank, t h e r e  
may b e  l e s s  c o s t l y  ways t o  d e a l  w i th  t h e  f a c t  t h a t  smal l  f i rms  

' ~ n d e r s o n  and Khambata (1982: 1 3 ) .  I n  U N O ' s  c a se ,  t h e  
" c o l l a t e r a l "  i n  t h e  bank manager's eyes would be not  so  much 
t h e  a s s e t s  of t h e  co-s igner ,  b u t  t h e  guaran tee  fund t h a t  backs 
a l l  UNO loans .  



do not  w r i t e  t h i n g s  down. A g r i c u l t u r a l  c r e d i t  f o r  smal l  
farmers i s  one example, where s imple  formulas a r e  used f o r  
c a l c u l a t i n g  c r e d i t  needs--for example, es t imated  c o s t  p e r  
h e c t a r e ,  p e r  crop,  m u l t i p l i e d  by t h e  number of  h e c t a r e s  cu l -  
t i v a t e d .  Though t h e  a c t i v i t i e s  of  most non -ag r i cu l tu ra l  
e n t e r p r i s e s  do not  always lend  themselves t o  t h i s  formulaic  
approach, some of  t h e  a c t i v i t i e s  f inanced by UNO do. The 
r e t a i l  f i rms  s o  prominent among U N O ' s  c l i e n t s  a r e  an example, 
given t h e  e a s e  of e s t ima t ing  t h e i r  i nven to ry  and monthly s a l e s  
l e v e l s .  For my sample of  90 working-capi ta l  l oans  t o  48 r e t a i l  
food s t o r e s ,  loans  averaged 66% of  monthly s a l e s ,  wi th  70% o f  
t h e  loans  be ing  l e s s  t han  75% of  t h e s e  s a l e s  va lues .  This  
r e g u l a r i t y ,  and t h e  exper ience  UNO now has  wi th  such f i rms ,  
might be  used t o  d e v i s e  a  formula f o r  t h e  food-s tore  l oans ,  
which r e p r e s e n t  21% of t h e  t o t a l .  

Some o r g a n i z a t i o n s  prov id ing  c r e d i t  t o  microf i rms have 
s t a r t e d  t o  f i n d  t h a t  account-bui lding i s  not necessary  t o  make 
wise d e c i s i o n s  on worthwhile c l i e n t s  and loan amounts (PISCES 
1981). They have been a b l e  t o  ach ieve  h igh  repayment r a t e s  
us ing formulaic  c a l c u l a t i o n s  f o r  loan amounts and r e l y i n g  
mainly on such f a c t o r s  a s  peer  p re s su re  and group borrowing t o  
a s s u r e  repayment. Actua l ly ,  UNO a l r e a d y  r e s c , r t s  t o  formulas  
f o r  c a l c u l a t i n g  debt  repayment c a p a c i t y  i n  i t s  p r o j e c t i o n s  of  
i n c r e a s e s  i n  s a l e s  (15% t o  25%, b u t  u s u a l l y  2061, i n c r e a s e s  i n  
expendi tures  f o r  i nven to ry  ( 1 5 % ) ,  and i n c r e a s e s  i n  t h e  imputed 
wage (10-20%).  I f  t h e  i n d i v i d u a l i z e d  c a l c u l a t i o n  h a s  been 
dispensed with f o r  t h e s e  c r u c i a l  parameters of t h e  loan  a p p l i -  
c a t i o n ,  t hen  it would a l s o  seem d i spensab le  f o r  some o f  t h e  
o t h e r s .  The p r o j e c t i o n s ,  moreover, a r e  probably i n a c c u r a t e  (on 
t h e  o v e r o p t i m i s t i c  s i d e ) ,  i f  t h e  evidence p re sen ted  i n  t h e  l a s t  
s e c t i o n  of  t h e  paper i s  v a l i d .  Yet t h e i r  use does no t  seem t o  
have jeopardized repayment, aga in  sugges t ing  t h a t  f a c t o r s  unre- 
l a t e d  t o  t h e  f i n a n c i a l  a n a l y s i s  a r e  more important .  

Perhaps t h e  most important  a s p e c t  of the c o s t l i n e s s  of 
U N O ' s  approach t o  t h e  l oan -app l i ca t ion  procedure is  t h a t  t h e  
account-bui lding e x e r c i s e  has  no e f f e c t  o n  t h e  borrower and 
t h e r e f o r e  no economic b e n e f i t .  It  i s  not  p a r t  of  a  p rocess  
whereby t h e  f i rm i s  l e a r n i n g  how t o  keep accounts .  Though 
U N O ' s  courses  f o r  f i rm owners cover t h i s  sub:iect, and though 
UNO was r o u t i n e l y  a d v i s e s  i t s  borrowers t o  keep accounts ,  t h e  
m a j o r i t y  j u s t  a s  r o u t i n e l y  r e j e c t  t h a t  adv ice  and do not  a t t e n d  
t h e  courses :  t hey  do not  have t h e  t ime t o  keep accounts  o r  
a t t e n d  a  cou r se ,  and they  do p e r f e c t l y  wel l  keeping every th ing  
i n  t h e i r  heads .  (Th i s  m a t t e r  i s  d i scussed  i n  t h e  s e c t i o n  on 
t r a i n i n g ,  below.) 

F i n a l l y ,  UNO does no t  need a  d e t a i l e d  set of  accounts  f o r  
monitoring i t s  loans .  Though each borrower i s  meamt t o  r e c e i v e  
fou r  monitoring v i s i t s  p e r  yea r ,  each i s  u s u a l l y  v i s i t e d  no 
more than one or  two t imes a  yea r ;  i n  1981, on ly  5  of  t h e  32 



s t u d e n t  workers worked on monitoring.  The number of supe rv i -  
s i o n  v i s i t s  and t h e  b read th  o f  t h e  in format ion  ga thered  had 
been g r e a t e r  u n t i l  a  few yea r s  ago, when U N O ' s  growth i n  c r e d i t  
funds p u t  more p r e s s u r e  on i t s  s t a f f .  Since t h e  s t a t e  bank 
does not r e q u i r e  supe rv i s ion  r e p o r t s ,  it posed no problem f o r  
UNO t o  c u t  back on t h e  in format ion  ga thered  dur ing  t h e s e  
v i s i t s .  Curren t ly ,  t h e  s t u d e n t  worker o f t e n  does not  even 
c a r r y  t h e  loan  f i l e  on t h e  supe rv i s ion  v i s i t ,  and i n s t e a d  
w r i t e s  down a  few key i n d i c a t o r s  from t h e  loan  a p p l i c a t i o n  o r  
t h e  r e p o r t  o f  t h e  prev ious  v i s i t - - s a l e s ,  i nven to ry ,  number of 
employees, imputed wages t o  t h e  owner, and t h e  owner's e s t i m a t e  
o f  p r o f i t s .  The c u r r e n t  supe rv i s ion  form, moreover, does n o t  
even inc lude  a  p l ace  t o  record  t h e s e  va lues  success ive ly ,  s o  
t h e  s u p e r v i s o r  does no t  have a  ready p i c t u r e  of t h e  changes i n  
t h e s e  v a r i a b l e s .  Though p a s t  supe rv i s ion  forms allowed f o r  
t h i s  comparative j u x t a p o s i t i o n  of moni tor ing informat ion ,  t h i s  
p a r t  of t h e  form was dropped i n  t h e  name of reducing excess ive  
paperwork. A l l  t h i s  sugges ts  t h a t  t h e  account-bui lding p rocess  
i s  no t  e s s e n t i a l  f o r  l oan  monitoring.  

Though t h e  account-bui lding process  c o n t r i b u t e s  t o  UNO's 
h igh  c o s t s ,  i n  sum, i t  seems t o  have l i t t l e  i n t r i n s i c  va lue .  
I t  does  n o t  b e n e f i t  t h e  borrower;  on ly  simple f e a t u r e s  of it 
a r e  used f o r  moni tor ing;  it does not  p l ay  a major r o l e  i n  U N O ' s  
s e l e c t i o n  o r  r e j e c t i o n  of c l i e n t s ;  and it i s  no t  used by t h e  
bank t o  make d e c i s i o n s .  The b u i l d i n g  of accounts  does p l a y  a  
r o l e  i n  determining t h e  s i z e  o f  loan  recommended by UNO, and 
t h e  d e c i s i o n  a s  to  whether o r  not  t o  g ive  investment c r e d i t .  
B u t  t h e  in format ion  t h a t  account-bui lding provides  f o r  t h e s e  
d e c i s i o n s  may no t  be  worth i ts  h igh  c o s t s .  The exper ience of 
o t h e r  programs sugges ts  t h a t  t h e r e  may b e  l e s s  c o s t l y  ap- 
proaches t o  dec id ing  how much t o  lend and t o  whom. The main 
va lue  of t h e  account-bui lding,  t hen ,  seems t o  b e  r i t u a l i s t i c :  
because it looks l i k e  something t h a t  a  r e s p e c t a b l e  bus ines s  
would p r e s e n t  i.n suppor t  of  a  c r e d i t  a p p l i c a t i o n ,  it l e g i t i -  
mates t h e  a p p l i c a n t  i n  t h e  eyes o f  t h e  bank. 

To conclude t h a t  t h e  value o f  an a c t i v i t y  i s  l a r g e l y  
r i t u a l i s t i c  i s  not  t o  b e l i t t l e  it o r  t o  sugges t  t h a t  r i t u a l -  
i s t i c  behavior  i s  unusual i n  development o r g a n i z a t i o n s .  Much 
of the planning and p r o j e c t - f e a s i b i l i t y  s t u d i e s  undertaken by 
Third World governments i n  o rde r  t o  o b t a i n  development f inanc-  
i n g  can a l s o  b e  descr ibed  a s  r i t u a l .  These e x e r c i s e s ,  a l s o  
q u i t e  c o s t l y ,  s e rve  t o  h e l p  o b t a i n  t h e  f inanc ing  by showing t h e  
donor t h a t  t h e  a p p l i c a n t  i s  s e r i o u s  and competent enough t o  
p repa re  a  r e s p e c t a b l e  p l a n  o r  p r o j e c t  document. A s  i n  t h e  c a s e  
o f  U N O ' s  account-bui lding,  however, t h e  e x e r c i s e s  do no t  neces- 
s a r i l y  s e rve  t h e i r  s t a t e d  goal  of producing b e t t e r  choices  and 
b e t t e r  p r o j e c t s .  Never theless ,  t h e  p ro j ec t -p repa ra t ion  exer-  
c i s e  h a s  "produced" t h e  f inanc ing ,  and t h i s  i s  very va luab le ,  
given t h a t  f i nanc ing  i s  scarce .  Likewise, U N O ' s  account-  
b u i l d i n g  "produces" a  loan  f o r  i t s  c l i e n t  by  making t h a t  c l i e n t  
look l e g i t i m a t e .  



Though the account-building ritual makes good sense in 
terms of gaining access to credit for microfirms, its costli- 
ness is self-limiting: one can reach only a small number of 
borrowers if one has to spend so much time with each one. What 
may be needed, therefore, is not an abandonment of the ritual 
because it is too costly--but a search for a zheaper ritual. 
Now that UNO is 10 years old, for example, it might be able to 
replace the borrower's financial statements with its own legit- 
imacy as a judge of good borrowers. Trading on its excellent 
reputation and its high repayment rate, it might propose to the 
bank a less costly form of borrower legitimation. UNO actually 
has evidence from the bank that it can move in this direc- 
tion. Based on its good record, UNO has been able to convince 
the bank in recent years to reduce the amount of documentation 
required of borrowers. The bank's concession on these partic- 
ular documents shows that its requirements need not necessarily 
be taken as non-negotiable: indeed, they become more subject to 
negotiation the more reputable UNO becomes for selecting good 
borrowers. 

With a little research on the characteristics of its 
delinquent borrowers, finally, UNO might be able to show the 
bank that bad borrowers were already being avoided, as a result 
of selection criteria and lendlng procedures that are independ- 
ent of the account-building process--a point I return to in the 
section on repayment. But because the account-building process 
has played a ritualistic role for so long, it has probably come 
to be identified in people's minds, mistakenly, as having 
contributed to UNO's excellence at choosing well-paying bor- 
rowers. This mistaken perception is likely to exist at UNO as 
well, so that resistance to abandoning the process may be con- 
siderable. It is for this kind of situation that investment in 
research is worthwhile, since its results can play an important 
role in making clear a mistaken identification and in changing 
people's minds. Here again, in conclusion, we have seen that 
it was not the UNO "model" of providing credit that worked well 
but, rather, something about the organization itself. 

Spending on selection 

Until 1981, UNO's way of finding and choosing clients was 
quite time-consuming, and resulted in a low number of loans as 
a share of f inns initially contacted (17%) . The process con- 
sisted of four stages: (1) a "census" of microfirms in a par- 
ticular neighborhood; (2) a "selection" visit to the firm to 
see if it fit UNO's criteria and was interested in credit; 

- -  - 

'see Table 8. 



(3) a "diagnosis" of the firm, which constructed a complete 
picture of its costs and outlays, assets and debits; and (4) 
the account-building process for the credit application. Each 
step was more comprehensive than the previous one, but the 
field worker had to start from scratch each time, since infla- 
tion and seasonal factors would make the data collected on 
previous visits inconsistent with that of subsequent visits. 
Each of the four visits, finally, required the large investment 
in travel time discussed above. A round trip to the appli- 
cant's place of business could take twice as much time as the 
interview itself; the four-hour half shift, in turn, made it 
necessary for workers to return from the field location usually 
after only one interview. (The census is an exception, where 
interviews are shorter, and workers often stay out in the field 
for a whole work day, so that one worker can complete 10 to 15 
interviews per day. ) 

From 1974 through 1980, UNO completed loan proposals for 
an average of 28% of the firms it had censused, for 50% of the 
firms to which it had made a "selection" visit, and for 80% of 
the firms for which it had completed a "diagnosis." Given the 
rate of attrition of applicants between loan proposal and the 
release of funds by the bank--during which 35% of the candi- 
dates dropped out--this meant that only 17% of the firms 
censused by UNO actually received loans. (This amounted to 
about 0.003% of the microfirms in metropolitan Recife.) 

In 1981, UNO decided to collapse the last three stages of 
its field visits into one, so that the selection, diagnosis, 
and credit proposal would all be done in one visit. This rep- 
resents a significant decrease in time spent per loan applica- 
tion, which is reflected in the data for 1981. Loan proposals 
as a percentage of firms surveyed jumped about 50% in 1981, 
from their 27% average of the 1974-1980 period to 45% in 1981 
(Table 8). This change must also have contributed to the 33% 
jump in productivity of the field workers in 1981--from 
18 loans per full-time-equivalent worker per year to 24 
(Table 6). (Productivity is projected by UNO to increase by 
another 80% in 1982, to 40 loans per full-time worker.) The 
change also must have contributed to the 30% decrease in aver- 
age cost per loan--from U.S.$1,160 (Cr$105,900) in 1980 to 
U.S.$733 (Cr$66,900) in 1981--as well as to the decrease in 
cost per loan as a percentage of loan value, from 78% in 1980 
to 46% in 1981 (Table 2). Because average cost per loan had 
already decreased substantially from 1979 to 1980--from 
U.S.Sl.930 (CrS176,lOO) to U.S.$1,160 (Cr$105,900), other 
important factors may have also been contributing to the 1980- 
1981 decrease. 

In the last few years, UNO's first contact with prospec- 
tive clients has been more a result of word-of-mouth knowledge 
of the program than through its neighborhood censuses and 



meetings.  (UNO ho lds  a  l a r g e  promotional meeting i n  a  neigh- 
borhood t o  announce i t s  presence and exp la in  i t s  program.) 
This  means t h a t  many p rospec t ive  c l i e n t s  now seek o u t  U N O ' s  
o f f i c e  i n  t h e  c e n t e r  of Recife ,  a f t e r  f i r s t  having heard about  
t h e  program from a  f r i e n d  who has  a l r e a d y  p a r t i c i p a t e d .  Thus 
though UNO surveyed 50% more f i rms  i n  1981 than  i n  1980, t h e  
number of loan proposa ls  prepared increased  by twice  a s  much, 
caus ing  t h e  i n c r e a s e  t o  45% c i t e d  above i n  t h e  number of  pro- 
posa l s  a s  a  percentage of  f i rms surveyed. 

I t  i s  d i f f i c u l t  t o  understand why UNO wai ted s o  many y e a r s  
be fo re  c o l l a p s i n g  t h e  l a s t  t h r e e  f i e l d  v i s i t s  i n t o  one. The 
o r i g i n s  of  t h e  f o u r - v i s i t  approach, a c t u a l l y ,  were almost 
c o i n c i d e n t a l .  When UNO was c r e a t e d ,  AITEC had s p e c i a l i z e d  i n  
promoting community a c t i o n  o r g a n i z a t i o n s ,  r a t h e r  t han  i n  small-  
e n t e r p r i s e  programs. UNO represen ted  A I T E C ' s  f i r s t  ven ture  in -  
t o  t h e  smal l  bus ines s  s e c t o r ,  and it did so  without  any of  t h e  
s p e c i a l i z e d  e x p e r t i s e  i n  t h e  s u b j e c t  o r  cumulative wisdom t h a t  
it has  more of  today.  The f o u r - v i s i t  "model," i n  t u r n ,  was 
simply t h e  r e s u l t  of t h e  AITEC promoters '  reading of  t h e  man- 
u a l s  on smal l -business  c r e d i t  programs i n  t h e  United S t a t e s .  
Even though t h e  f o u r - v i s i t  "model" had no t r ied-and- t rue  h i s -  
t o r y  f o r  A I T E C ,  B r a z i l ,  o r  La t in  America, it n e v e r t h e l e s s  took 
on t h e  hallowed look of  a  model a s  t h e  yea r s  went by--par t ly  
o u t  of  s h e e r  h a b i t .  U N O ' s  r e t e n t i o n  of t h e  four  v i s i t s ,  i n  
sum, may be  no more a  mystery than  t h e  simple p e r s i s t e n c e  of  
h a b i t s ,  whether good o r  bad, c h a r a c t e r i s t i c  of ways t h a t  many 
o rgan iza t ions  do th ings .  In add i t i on ,  t h e  f o c r - v i s i t  h a b i t  was 
compatible wi th  t h e  l ack  of concern f o r  u n i t  c o s t s  and t h e  bank 
b o t t l e n e c k ,  which meant t h a t  even i f  c l i e n t  s e l e c t i o n  c o s t s  
were minimized, it would have been d i f f i c u l t  t o  i n c r e a s e  t h e  
number of proposals  f inanced anyway. 

U N O ' s  four  v i s i t s  t o  i t s  p rospec t ive  c l i e n t s  were no t  on ly  
c o s t l y ,  bu t  t hey  a l s o  i r r i t a t e d  t h e  c l i e n t s ,  w h o  complained of  
having t o  "answer t h e  same o l d  ques t ions  over  and over ."  Some 
p rospec t ive  c l i e n t s  became exasperated a t  t h e  r e p e t i t i v e  ques- 
t i o n i n g  and dropped out :  t h e  i n d i v i d u a l  a p p l i c a n t  f i l e s  show, 
moreover, t h a t  s e v e r a l  firms started to show problems, and even 
t o  d i sappea r ,  between t h e  f i r s t  v i s i t  and t h e  l a s t  one. In  
t h i s  sense ,  t h e  t i m e  t h a t  passed between t h e  f i r s t  and f i n a l  
v i s i t  gave r i s e  t o  a  n a t u r a l  a t t r i t i o n  of  a p p l i c a n t  f i rms  t h a t ,  
because of  their problems o r  f a i l u r e s ,  were l i k e l y  t o  have been 
u n r e l i a b l e  repayers .  I n a d v e r t e n t l y ,  t h e n ,  t h e  de lays  of t h e  
f o u r - v i s i t  system may have r e s u l t e d  i n  a  b e t t e r  s e l e c t i o n  of  
f i rms  f o r  UNO. With r e s p e c t  to those  who dropped ou t  because 
of i r r i t a t i o n  with  " too  many q u e s t i o n s , "  however, it i s  n o t  
c l e a r  whether t hey  would have proved t o  be good o r  bad c r e d i t  
r i s k s .  



The value of the census. Because UNO's first contact with the 
microf irm has produced such a low yield in loan pro~osals 
(28%) ,  one might consider this census to be dispensable. Also, 
the census becomes rapidly outdated, because of the frequent 
failures and changes of location in the microfirm sector, a 
point made by 0s6rio (1981:36). But the census is also 
important to UNO's success at reaching smaller firms, and has 
had considerable social value as well, a point I turn to 
momentarily. 

Until recently, little was known about the microfirm 
sector in Recife--the number of firms, their type of activity, 
where they operated, and what they were like. If UNO had sat 
back and waited for firms to approach it, after some advertis- 
ing, it would have ended up with a self-selected group of more 
sophisticated, larger firms, adept at taking advantage of 
programs providing subsidized inputs. Clandestine firms, in 
particular, would not come forward without some assurance by 
UNO that they would be served and, more important, that the 
information supplied to UNO would not be reported to the 
authorities. 

UNO1s censuses were one of the first forays of any public 
entity in Recife into the informal sector. The census opera- 
tion is almost like a military search operation, though with a 
happier outcome. The worker-students saturate a neighborhood, 
walking up and down the streets asking who makes what, listen- 
ing for the sound of hammers on anvils or powersaws, and trying 
to convince people that they are trying to help them rather 
than find them out and report them. Thus the census exercise 
helped UNO to become familiar with its work environment, as 
well as make UNO familiar to microfirm owners, so that it could 
be trusted. By mapping the microfirm sector in various neigh- 
borhoods of metropolitan Recife, moreover, the UNO census also 
opened up that world for Recife's public sector to see. It 
showed that microfirms were a major phenomenon amounting to 
between 100,000 to 140,000 firms in metropolitan Recife, an 
area of 3 million inhabitants. When the Recife urban planning 
agency (FIDEM) wanted a more complete picture of the sector, 
therefore, it could call on an UNO to carry out part of the 
survey work on contract. 

UNO's census work, in sum, had four important results: 
(1) it paved the way for UNO to reach firms with the least 
access to credit; (2) working as it was in virgin territory, 
UNO was helped by the census experience to better understand 
the sector it was trying to assist; (3) by generating data that 
mapped Recife's informal sector, the census made that sector 
known to public authorities; and (4) it provided an "event" by 
which UNO could make itself known and gain confidence in the 
neighborhoods where it wanted to work. The census, finally, 
was a one-time expenditure. Once it was made, several succes- 
sive stages of lending could be made in the same neighborhood. 



The diseconomies of lending to microfirms - 

Contributing to UNO's high costs is another factor that 
also underlies its achievements: UNO prides itself on being 
the only program to lend to very small firms. Yet economies of 
scale are the rule in the lending business, since the same 
amount of work is usually required to process a small loan as a 
large one. One of the easiest ways of reducing the unit costs 
of lending, therefore, is to make larger loans, which cause 
costs as a percentage of loan value to fall. Many institutions 
do not want to serve small borrowers for precisely this rea- 
son. Even if small borrowers repay well, as many bank managers 
recognize, the net return on a larger loan is still greater 
because costs as a percentage of loan value are lower. Even 
more important, banks typically earn an extra "return' from 
large borrowers that they cannot from the small: they require 
that the borrower maintain a large average balance in his 
checking account, often 30% of the value of the loan, or they 
require that the bor ower buy other services of the bank that 
are more profitable. f: 

Because of the economies of scale in lending, as well as 
political pressures from larger borrowers, many credit programs 
for small producers typically show an upward drift in average 
loan size, and in the size of the borrower. Subsidized credit 
for small and medium firms in Brazil, as reported by the presi- 
dent of a state development bank, is therefore "always lent to 
the firms which are the largest and/or the best clients, and 
as such are capable of offering reciprocity to the banksem2 
Bank policies also encourage this upward drift, in that the 
performance of branch-bank managers is usually judged by the 
volume of their lending and its profits. For these two indi- 
cators, larger loans and larger borrowers will clearly give 
better results. Even if a bank is not concerned about its 
costs, it is still under pressure to meet performance targets 
regarding the volume of lending; in development projects, the 
latter indicator is often taken more seriously--in determining 
whether a project is performing satisfactorily--than the size 
of the loan and the client. 

'An earlier study of small and medium firms in Brazil also 
noted the lack of interest by development and other government- 
sponsored banks in lending to small firms because of the high 
costs and low returns (Robalinho 1973:114). 

2 ~ s  quoted in Tyler n.d.:165 . The best clients can meet the 
lending criteria since the ceiling definition for medium firms 
is quite high, equivalent to annual sales of U.S.$5.5 million 
(in 1978 dollars). 



Given a l l  t h e s e  p re s su res ,  it i s  remarkable t h a t  t h e  r e a l  
average value of UNO loans  h a s  not  d r i f t e d  upward over  t h e  
almost 10 years  o f  i t s  lending.  Average loan va lue ,  i n  f a c t ,  
showed a  marked dec rease  over  t h e  f i r s t  four  y e a r s ,  and a  fu r -  
t h e r  s l i g h t  decreas ing  t rend t h e r e a f t e r  (Table 2 ) .  When aver -  
age loan value showee a  r e a l  8% inc rease  i n  1981, moreover, UNO 
s t a f f  immediately took note .  They were worried t h a t  t h i s  might 
r ep resen t  t h e  s t a r t  of a  t r e n d ,  and t a l k e d  about whether t o  
t a k e  measures t o  a r r e s t  i t .  

UNO i s  f u l l y  aware t h a t  it could reduce i t s  c o s t s ,  o r  lend 
more r a p i d l y ,  by i n c r e a s i n g  averaqe loan s i z e  and lending t o  a  
l a r g e r  c l a s s  of f i rm .  Indeed, AITEC had proposed t h a t  UNO lend 
t o  a t  l e a s t  a  few l a r g e r  f i rms  a s  one way of reducing i t s  
average c o s t s  (DGAP 1970:51-53). B u t  UNO s e e s  t h i s  s o l u t i o n  a s  
an easy and r ep rehens ib l e  way o u t .  " I f  we worried on ly  about  
our  u n i t  c o s t s , "  UNO s a y s ,  " then we would simply g ive  our  
c r e d i t  t o  l a r g e  c l i e n t s ,  j u s t  l i k e  t h e  o t h e r  so-ca l led  small-  
bus ines s  c r e d i t  programs." By de f in ing  i t s  c l i e n t s  a s  it has ,  
then ,  UNO has  c losed  o f f  one major pa th  toward decreas ing  i t s  
c o s t s .  Given t h e  problem t h a t  upward d r i f t  i n  loan  s i z e  h a s  
meant f o r  o t h e r  c r e d i t  programs, one cannot h e l p  bu t  admire UNO 
f o r  being committed enough t o  i t s  g o a l s  t o  no t  f a l l  back on 
l a r g e r  loans .  The absence of p r e s s u r e  t o  lower i t s  u n i t  c o s t s ,  
o f  course ,  h a s  helped t o  make t h i s  commitment e a s i e r .  A pro- 
gram such a s  UNO is i n  a  d i f f i c u l t  p o s i t i o n ,  i n  sum, because 
i t s  goa l  of reachinq t h e  poor f i rm c o n f l i c t s  wi th  t h e  most s i g -  
n i f i c a n t  i n d i c a t o r s  oE performance f o r  crediL programs: t h e  
volume of lendinq ,  t h e  c o s t  per  l oan ,  and t h e  r a p i d i t y  with  
which a v a i l a b l e  c r e d i t  funds a r e  d i sbursed .  

U N O ' s  c o n s i s t e n t l y  smal l  loans  a r e  commendable f o r  o t h e r  
reasons.  To a  c e r t a i n  e x t e n t ,  t h e  small loans  r e s u l t  from 
U N O ' s  s c a l i n g  down of loan r e q u e s t s  t o  a  s i z e  considered appro- 
p r i a t e  t o  t h e  s i z e  of t h e  f i rm,  and from t h e  emphasis on l o a n s  
f o r  working c a p i t a l  (75% of t h e  t o t a l )  a s  opposed t o  investment  
c a p i t a l .  The small  l oans ,  i n  o t h e r  words, a r e  j u s t  a s  much t h e  
r e s u l t  of  f i n a n c i a l  conservatism a s  they  a r e  of commitment t o  
t h e  smal l  borrower. The conservatism, i n  t u r n ,  has  paid  o f f  i n  
low del inquency r a t e s .  (Del inquent  borrowers i n  smal l -business  
c r e d i t  programs i n  t h e  Ph i l i pp ines  were concent ra ted  among 
f i rms  wi th  loans  t h a t  were h igh  i n  r e l a t i o n  t o  f i rm s i z e . )  1 

With r e s p e c t  t o  repayment performance, t hen ,  f i n a n c i a l  conserv- 
a t i sm and good repayment r a t e s  have turned ou t  t o  be  q u i t e  com- 
p a t i b l e  with t h e  goal  of lending t o  small  f i rms.  A t  t h e  same 
t ime,  f i n a n c i a l  conservat ism - has  c o n f l i c t e d  with performance 
i n d i c a t o r s  regard ing  volumes of lending.  

' ~ n d e r s o n  and Khambata (1981 ) . 



It will be interesting to watch UNO1s average loan size as 
credit resources become more abundant in this and the next few 
years, and as bank delays cease to be a problem. Not only are 
available credit funds much greater than ever before, but UNO 
is now subject to volume-of-lending targets because of its 
incorporation into three World Bank-funded projects. Before 
this, UNO operated at its snail's pace, with credit resources 
sparse enough that they were always spent, and with no waiting 
lines forming. Now, UNO's good reputation will be more closely 
tied to the volume of lending, which means that something will 
have to give. It will be interesting to see whether this new 
performance indicator will compromise UNO's commitment to small 
loan sizes, or whether UNO will succeed in finding other ways 
of reducing its costs and increasing its volume of lending. 

Discovering high costs - 
In its programs in other countries, AITEC has started to 

show some concern for lowering costs and reaching more firms. 
It has begun to lend to much poorer firms than UNO1s clients, 
in smaller amounts (averaging U.S.$200 compared to UNO1s 
U.S.$1,500), and dispensing with UNO-type selection and 
application procedures. Through the formation of "solidarity 
groups," for example, a few producers who trust each other 
share collective responsibility for each individual's debt. 1 
These self-selected participants are often without a fixed 
place of business--hawkers, vendors, bicycle-transporters. 
Technical assistance and UNO-type managerial training are not 
considered relevant or essential for these types of pro- 
ducers. Without this particular training and selection 
process, costs are a fraction of UNO's. A successful program 
of this nature in El Salvador, for example, shows costs of 
U.S.$30 for the first loan, and U.S.$10 for subsequent loans. 
(PISCES 1981: 181) . 

For several reasons, it is interesting that AITEC's con- 
cern for reducing costs has attracted it to group lending, and 
to assisting poorer beneficiaries. Usually, going lower in the 
income distribution and making smaller loans are associated 
with higher costs, at least in the area of credit. The new 
interest 1% group lending, moreover, makes AITEC1s approach 
less objectionable to its critics who, as noted above, dis- 
approve of working with individuals as opposed to groups. 
Finally, although AITEC recognizes certain cost advantages in 
lending through groups, it was drawn to this approach not only 

'see, for example, PISCES (1981:175-176) on an El Salvador 
program, and Sawyer (1981) on a Dominican Republic program. 



out of its search for ways to reduce costs. In addition, ac- 
cording to AITEC, AID'S interest in exploring various approaches 
to small-business lending--under the PISCES research project 
and its contracting of AITEC to look for successful examples-- 
led AITEC to witness outside examples of this new way of lend- 
ing and to consider experimenting with the new approach 
itself. 1 

This tale of evolution and change in AITEC thinking is 
somewhat different than our image of voluntary organizations as 
being innovative and "low-cost" in comparison to the public 
sector. Borrower selection and training in the UNO style, that 
is, have been articles of faith in the design of AITEC and 
other small-business programs. They were considered indispen- 
sable for sound operation, until somebody from outside came 
along and showed that, for a different client group and with a 
different organization of lending, these "basic" ingredients 
could be dispensed with almost completely, and a good credit 
program at more reasonable cost could still be achieved. The 
incentive to innovate and reduce cost, in sum, came partly from 
outside the vo untary organization, and in part from the public 
sector itself. 1 

AITEC, of course, has not given up individual-loan pro- 
grams for group lending--it believes group lending is appropri- 
ate only for the smallest borrowers--nor is group lending being 
suggested here as the only alternative to the high costs of the 
UNO model. (The less costly Ecuadorian variant on the UNO 
model, mentioned above, illustrates another alternative.) The 
group lending example, rather, has shown us that lending to 
poor firms does not have to be as costly as it was for UNO, and 
that less costly ways may represent radical changes in the way 
organizations like UNO are now doing things. Mainly for this 

~PISCES is the Program for Investment in the Small Capital 
Enterprise Sector, which is a research project sponsored by the 
Office of Urban Development of AID (PISCES 1981). 

 hat this tale of innovation is not unusual is suggested by a 
recent study of voluntary organizations in four developed coun- 
tries (Kramer 1981). In contrast to our image of voluntary 
organizations as innovative, the study found that such organ- 
izations were not "dynamic innovators, lighting the way." 
Indeed, many significant program innovations were found to have 
been "inspired by government." Also contrary to our image, the 
study found that the voluntary organizations that were innova- 
tive were among the largest, most bureaucratized, and most 
professionalized" (Kramer 1981:xix). 



latter reason, perhaps, one could not have expected the 
discovery of the innovation to have come from within. 

Double dependency and the interest rate 

UNO's high costs and low productivity are, in a sense, not 
surprising. AITEC set up UNO in a way that productivity and 
unit-costs, whether low or high, would not have much influence 
on the new organization's ability to survive. Both AITEC and 
UNO looked to successive donations from abroad and from within 
Brazil--rather than charges for credit and training services-- 
as the only way to finance the operating budget. The 2% fee 
charged by UNO for processing loans (now 3%) would never amount 
to much; 3% of UNO's lending if 1981 represented 7% of the 
operating budget of that year. Any significantly larger fee 
tended to be looked upon as "greedy1'--as the act of an organi- 
zation out to build its own empire rather than help the poor. 

Recent actors in the question of UNO1s charges have been 
the World Bank and the Brazilian regional development authority 
SUDENE, which has coordinating control over the rural develop- 
ment projects of which UNO is a part. The Bank has been in 
favor of UNO's charging a higher fee, while the development 
authority thought the fee should stay the same, since UNO was 
supplying credit financed and subsidized by the government. 
This view is politically understandable, at least, in the sense 
that the government might not have a political interest in 
allowing a private organization to become strong by taking for 
itself in fees a significant part of the return on credit 
monies provided by the government. 

Just as significant in determining the cost constraints 
(or lack thereof) under which UNO operates is the price at 
which the credit is offered to clients, and the institutional 
arrangement for disbursing the credit. Funds are lent at 
highly negative real interest rates--now about negative 80% in 
real terms--though they were much less negative at UNO's start 
(negative 10% in 1974). At these rates, UNO1s credit funds 
have had no chance of becoming self-maintaining through repay- 
ments; they have to be constantly replenished by outside bene- 
factors, just as UNO's operating budget is also dependent on 
the beneficence of donors. UNO was set up, in sum, to be 
doubly dependent. Its ability to survive and expand would be 
dependent not on its ability to operate efficiently, but on 
whether it could obtain donations for its credit and operating 

l~oans were U.S.Sl.6 million (CrS147 million) and the operating 
budget was U.S.S735,500 (CrS67.l million). 



budget.  I n e f f i c i e n t  ope ra t ion ,  i n  t u r n ,  d id  no t  seem t o  i n f l u -  
ence t h e  d e c i s i o n s  of donors.  UNO, i n  t h i s  sense ,  was no d i f -  
f e r e n t  from many o t h e r  o r g a n i z a t i o n s  used t o  r e c e i v i n g  funding 
from donors.  

The i n s t i t u t i o n a l  arrangement by which c r e d i t  was provided 
t o  UNO c l i e n t s  was a  p a r t i c u l a r l y  unhappy one. A s  i n  many such 
programs, t h e  c r e d i t  was dispensed through the  formal banking 
system, and a t  an i n t e r e s t  r a t e  t h a t  made t h e  program not  very 
d e s i r a b l e  t o  t h e  banks.  In  1981, UNO i n t e r e s t  r a t e s  were 25%. 
i n  comparison t o  130-230% f o r  commercial c r e d i t ,  and r a t e s  of  
between 40% and 80% on o t h e r  subs id ized  l i n e s  o f  c r e d i t .  Lend- 
ing  t o  UNO c l i e n t s  was a l s o  undes i r ab l e  because t h e  bank could 
n o t  r e q u i r e  i t s  u  ua l  i n t e r e s t - f r e e  d e p o s i t s  i n  t h e  form of  B minimum ba lances .  Since bank managers were judged on per -  
formance measures t h a t  made UNO c r e d i t  a  s a c r i f i c e  t o  them, it 
i s  no t  s u r p r i s i n g  t h a t  t h e  banks had l i t t l e  i n t e r e s t  i n  f a c i l i -  
t a t i n g  c r e d i t  t o  UNO borrowers ,  o r  i n  committing more o f  t h e i r  
own funds toward t h e  UNO program. The i n s t i t u t i o n  wi th  c o n t r o l  
over  t h e  c r e d i t ,  i n  sum, d i d  not  have t h e  commitment: and t h e  
i n s t i t u t i o n  wi th  t h e  commitment, UNO, d i d  not  have t h e  
c r e d i t .  A s  t h e  program was s e t  up, it was dependent on t h e  
good w i l l  and funding of  an i n s t i t u t i o n  t h a t  could on ly  l o s e  
from it. No wonder t h a t  t h e  banks were no t  very  h e l p f u l .  

Could UNO have been s e t  up any d i f f e r e n t l y ?  Could t h o s e  
w i th  t h e  commitment have taken  on more o f  t h e  f i nanc ing  respon- 
s i b i l i t y ,  so  t h a t  t hose  wi thout  t h e  commitment were l o s i n g  
l e s s ,  o r  no t  involved a t  a l l ?  There a r e  some examples of  
i n s t i t u t i o n a l  arrangements and c r e d i t  charges  i n  o t h e r  coun- 
t r i e s  t h a t  look more promising. In  t h e  Dominican Republic,  
AITEC's group lending  i s  d i sbursed  by t h e  same p r i v a t e  develop- 
ment founda t ion  t h a t  o p e r a t e s  t h e  program. In Ecuador, an  UNO- 
type  program complete with s t u d e n t  f i e l d  workers i s  run o u t  of  
t h e  very  bank t h a t  s u p p l i e s  t h e  c r e d i t  (Banco d e l  ~ a c < f i c o ) .  
The bank charges  an i n t e r e s t  r a t e  t h a t ,  a l though  subs id i zed  
( 9%) ,  i s  h i g h e r  t han  what t h e  bank could o therwise  ea rn  wi th  
t h e s e  funds ,  given t h a t  t h e  law r e q u i r e s  t h a t  banks i n v e s t  a  
c e r t a i n  s h a r e  of  t h e i r  d e p o s i t s  i n  l oans  t o  sma l l  f i rms  o r  i n  
government bonds, which y i e l d  an even lower r a t e  o f  r e t u r n  ( 6 % :  
PISCES 1981:219). Likewise, t h e  l oans  of  a  s u c c e s s f u l  small-  
bus ines s  c r e d i t  program i n  E l  Salvador a r e  provided by t h e  same 

''The s t a t e  development bank d id  t r y  t o  g e t  more p r o f i t  o u t  of  
UNO c r e d i t  r e sou rces  by de l ay ing  disbursement .  I t  was t o  t h e  
branch b a n k ' s  advantage t o  d e l a y  disbursement o f  funds a s  long 
a s  p o s s i b l e  a f t e r  loans  were approved,  because t h e s e  undis-  
bursed funds appeared on t h e  bank ' s  monthly f i n a n c i a l  s t a t e -  
ments a s  d e p o s i t s ,  t h u s  making t h e  p o s i t i o n  of  t h e  bank look 
b e t t e r .  



c r e d i t  f e d e r a t i o n  t h a t  runs  t h e  program (FEDECCREDITO); t h e  
i n t e r e s t  r a t e  (15-16%) i s  t h e  same a s  t h a t  f o r  a l l  commercial 
borrowers (PISCES 1981:177). In  Honduras, a  smal l -business  
c r e d i t  program founded by a  U.S. vo lun ta ry  o r q a n i z a t i o n  ( IIDI/  
IHF) charges  t h e  same r a t e s  a s  t h e  development bank (13-17%: 
F r a s e r  1982) .  Unlike UNO, t h e  program r e c e i v e s  a l l  t h e  i n t e r -  
e s t  income and expects  t o  become f i n a n c i a l l y  s e l f - s u f f i c i e n t ,  
based on t h i s  income. In  smal l -business  c r e d i t  programs 
f inanced by t h e  World Bank i n  Bangladesh, Jamaica, Mexico, and 
Por tuga l ,  an agreement was made a t  t h e  t ime of  loan  n e g o t i a t i o n  
t h a t  i n t e r e s t  r a t e s  would be a d j u s t e d  i n  accordance wi th  
changes i n  commercial bank c r e d i t  r a t e s .  I n  sum, more f e l i c i -  
t ous  i n s t i t u t i o n a l  arrangements and h i g h e r  r e a l  i n t e r e s t  r a t e s  
can be  found i n  some o t h e r  programs of  t h i s  na tu re .  Whether 
t hey  could have been repea ted  i n  Recife  is  another  ques t ion  a s  
d i scussed  below. 

The i n t e r e s t  r a t e  ques t ion .  U M O ' s  i n t e r e s t - r a t e  h i s t o r y  i s  
t i e d  t o  t h a t  of  t h e  B r a z i l i a n  p u b l i c  s e c t o r  dur ing  t h e  pe r iods  
o f  r a p i d l y  i n c r e a s i n q  i n f l a t i o n  i n  t h e  1970s. U n t i l  1976, UNO 
had a  reasonable  i n t e r e s t  r a t e ,  a t  l e a s t  compared t o  t h e  r e s t  
o f  t h e  banking system: it was charging 24% i n t e r e s t  f o r  i nd i -  
v idua l s  and 16% f o r  r e g i s t e r e d  f i rms ,  which, though nega t ive  a t  
t h e  then  i n f l a t i o n  r a t e  o f  408, was a t  l e a s t  the  same a s  t h e  
c e i l i n g  r a t e  allowed f o r  commercial c r e d i t .  4s  p a r t  o f  a  
p o l i c y  o f  t i g h t e n i n g  c r e d i t  supply,  t h e  B r a z i l i a n  monetary 
a u t h o r i t i e s  removed t h e  c e i l i n g  on t h e s e  i n t e r e s t  r a t e s  i n  
1976: t h e  24% r a t e  immediately r o s e  t o  35%, then  40%, and so  on 
t o  t h e i r  130% and h i g h e r  l e v e l s  today.  With t he  t e rmina t ion  of  
t h e  pegged commercial i n t e r e s t  r a t e s ,  UNO withdrew i t s  program 
from t h e  two p r i v a t e  banks,  a s  recounted above. 

A s  i n f l a t i o n  increased  dur ing  t h e  1970s, U N O ' s  r a t e  became 
lower and lower i n  r e a l  terms,  being reduced by f o r c e s  o u t s i d e  
i t s  c o n t r o l .  A s  UNO became more a p a r t  o f  t h e  CEBRAE system, 
moveover, it was s u b j e c t  t o  n a t i o n a l  d i c t a t e s  on i n t e r e s t  r a t e s  
f o r  a  new l i n e  of  "microbusiness" c red i t - - so  t h a t  de te rmina t ion  
of t h e  i n t e r e s t  r a t e  was now p a r t l y  o u t  o f  U N O ' s  c o n t r o l .  (UNO 
could have g o t t e n  around t h e  24% c e i l i n g  on microfirm c r e d i t  i n  
o t h e r  ways, o r  p u t  up a  f i g h t  a g a i n s t  i t s  a p p l i c a t i o n  t o  
UNO.)  Though UNO could have increased  i t s  r a t e  t o  accompany 
t h e  i n f l a t i o n ,  f i n a l l y ,  t h i s  would have been much more 



p o l i t i c a l l y  d i f f i c u l t  t han  maintaining t h e  r e a l  i n t  r e s t  r a t e  
dur ing  a pe r iod  of d e c l i n i n g  o r  cons t an t  i n f l a t i o n .  f 

U N O ' s  t o l e r a n c e  f o r  a  r a p i d  d e c l i n e  i n  i t s  r e a l  i n t e r e s t  
r a t e ,  l e t  a l o n e  i t s  unwi l l ingness  t o  charge a  p o s i t i v e  r e a l  
i n t e r e s t  r a t e  i n  t h e  f irst  p l ace ,  i s  very  much l i k e  t h e  
behavior  of  t h e  B r a z i l i a n  p u b l i c  s e c t o r .  Most o f  t h e  c r e d i t  
l e n t  o u t  of  t h e  B r a z i l i a n  government 's  subs id ized  l i n e s  h a s  
been a t  nega t ive  r e a l  r a t e s  of  i n t e r e s t  f o r  much of the 1960s 
and 1970s: a g r i c u l t u r a l  c r e d i t  accounts  f o r  60% o f  the va lue  o f  
t h e s e  s u b s i d i e s .  The magnitude of  t h i s  subs idy  h a s  been 
enormous: t h e  d i f f e r e n c e  between t h e  nominal i n t e r e s t  r a t e s  and 
a  2% o r  3% r e a l  i n t e r e s t  a t e  amounted t o  5 .5% o f  B r a z i l i a n  GNP 
i n  1978, and 10% i n  1979.' In 1978, t h e  i n t e r e s t - r a t e  subs idy  
was es t imated  t o  be  54% o f  Treasury revenues.  A s  noted above, 
f i n a l l y ,  t h e  p u b l i c  s e c t o r  i t s e l f  mandated t h e  24% c e i l i n g  on 
microbusiness  c r e d i t  i n  U N O ' s  l a t e r  yea r s .  UNO cannot  b e  
c r i t i c i z e d ,  t hen ,  f o r  going a g a i n s t  p r e v a i l i n g  pub l i c - sec to r  
p r a c t i c e  i n  i t s  charg ing  of  nega t ive  r e a l  i n t e r e s t  r a t e s .  Yet 
it w a s  behaving no b e t t e r  than  t h e  pub l i c  s ec to r - -desp i t e  t h e  
r h e t o r i c  to t h e  contrary--and was worse o f f  t han  t h e  p u b l i c  
s e c t o r  for behaving t h i s  way, because it d i d  no t  have t h e  power 
tha t  t h e  B r a z i l i a n  monetary a u t h o r i t i e s  had t o  r e p l a c e  t h e  
c r e d i t  funds d e c a p i t a l i z e d  by i n f l a t i o n  whenever t hey  wished. 

Though U N O ' s  i n t e r e s t  r a t e s  were undes i rab ly  low, t h i s  d id  
no t  p revent  it from o b t a i n i n g  major funding i n c r e a s e s  i n  1978 
and 1982 under t h e  two World Bank p r o j e c t s .  I n  o r d e r  t o  p a r t i -  
c i p a t e  i n  t h e  p r o j e c t s ,  UNO was no t  r equ i r ed  t o  charge a  pos i -  
t i v e  r a t e ,  o r  even one t h a t  w a s  commensurate wi th  p r e v a i l i n g  

'When i n f l a t i o n  i s  i n c r e a s i n g ,  one has  t o  i n c r e a s e  t h e  nominal 
r a t e  i n  o r d e r  t o  simply main ta in  t h e  r e a l  r a t e ,  whereas when 
i n f l a t i o n  i s  dec reas ing  o r  c o n s t a n t ,  one can simply do  nothing;  
t h e  d e c l i n e  i n  i n f l a t i o n  w i l l  by i t s e l f  b r i n g  about an i n c r e a s e  
i n  t h e  r e a l  r a t e ,  o r  a cons t an t  i n f l a t i o n  r a t e  w i l l  by i t s e l f  
main ta in  t h e  r e a l  r a t e ,  wi thout  anyone having t o  r a i s e  t h e  nom- 
i n a l  r a t e .  The problem i s  caused by what economists c a l l  t h e  
"money i l l u s i o n , "  whereby people r e a c t  t o  changes i n  nominal 
p r i c e s  more than  they  do t o  r e a l  p r i c e s :  a  h igh  nominal i n t e r -  
e s t  r a t e  is perceived a s  "bad,"  even though it may be more than  
cance l l ed  o u t  by  a  h igh  r a t e  of  i n f l a t i o n ,  whereas a  low nomi- 
n a l  i n t e r e s t  r a t e  i n  a  count ry  with  l i t t l e  i n f l a t i o n  w i l l  be  
perceived a s  more reasonable ,  even though i t  may be  h i g h e r  i n  
r e a l  terms.  For t h i s  reason,  t h e  adminis tered i n t e r e s t  r a t e s  
o f  c r e d i t  programs i n  c o u n t r i e s  wi th  h igh  i n f l a t i o n  tend t o  
show a c o n s i s t e n t l y  lower r e a l  l e v e l  than  those  r a t e s  i n  coun- 
t r ies  with  l e s s  i n f l a t i o n .  

'world Bank f i l e s .  



subs id ized  r a t e s .  The nega t ive  i n t e r e s t  r a t e s ,  i n  o t h e r  words, 
were i n  no way dys func t iona l  t o  U N O ' s  o b t a i n i n g  a l a r g e  
inc rease  i n  donor funding.  

The case  a g a i n s t  U N O ' s  r a t e s .  What was wrong with U N O ' s  subs i -  
d ized and nega t ive  i n t e r e s t  r a t e s ,  i f  everyone e l s e  i n  t h e  pub- 
l i c  s e c t o r  was doing t h e  same th ing?  The answer i s  simple:  
UNO was meant t o  be an independent o r g a n i z a t i o n ,  and a s e l f -  
s u s t a i n i n g  c r e d i t  fund could have made a s u b s t a n t i a l  con t r ibu -  
t i o n  to  such independence. The nega t ive  r e a l  i n t e r e s t  r a t e  
depr ived t h e  program o f  any chance o f  becoming l e s s  dependent 
on o t h e r s  i n  t h e  f u t u r e .  There i s  cons ide rab le  l i t e r a t u r e  on 
what e l s e  i s  wrong w i t h  subs id ized  r a t e s ,  s t a r t i n g  wi th  A I D ' S  
Spr ing Review of A g r i c u l t u r a l  Cred i t  i n  1973; much of the lit- 
e r a t u r e  i s  a r e s u l t  o f  A I D -  and World Bank-financed r e sea rch  
c a r r i e d  o u t  a t  Ohio S t a t e  un ive r s i ty . '  There is no need t o  
r e c a p i t u l a t e  t h e  arguments of t h i s  l i t e r a t u r e  h e r e ,  b u t  I sum- 
marize t h e  main p o i n t s  b r i e f l y  because o f  t h e i r  re levance  t o  
what UNO and A I T E C  have t r i e d  t o  do. 

The c a s e  a g a i n s t  subs id ized  i n t e r e s t  r a t e s  on c r e d i t  
programs f o r  t h e  poor makes t h e  fol lowing p o i n t s :  

1. Because of t h e  f u n g i b i l i t y  o f  money, subs id ized  c r e d i t  
o f t e n  s u b s t i t u t e s  f o r  h i g h e r  c o s t  sources  o f  c a p i t a l  
t h a t  borrowers would have used anyway: it t h u s  h a s  
l i t t l e  impact on product ion  d e c i s i o n s  and r e p r e s e n t s  a 
w indfa l l  income t r a n s f e r  t o  t h e  borrower. 

2 .  I f  t h e  investment  being f inanced does no t  y i e l d  a 
r e t u r n  a s  h i g h  a s  p r e v a i l i n g  i n t e r e s t .  r a t e s  and o t h e r  
a l t e r n a t i v e  investments ,  borrowers w i l l  use t h e  sub- 
s i d i z e d  c r e d i t ,  o r  s h i f t  t h e  t o t a l  resources  a v a i l a b l e  
to t h e m ,  90 a s  t o  i n v e s t  i n  t h e  h i g h e s t  y i e l d i n g  
a c t i v i t y .  

'The re sea rch  f i n d i n g s  and arguments o f  much o f  t h i s  l i t e r a t u r e  
were p u t  t o g e t h e r  a s  d i scuss ion  papers  f o r  a Colloquium on 
Rural Finance (1-3 September 1981),  sponsored by t h e  Economic 
Development I n s t i t u t e  of t h e  World Bank, t h e  Agency f o r  I n t e r -  
n a t i o n a l  Development, and Ohio S t a t e  Univers i ty .  

20ne s t r i k i n g  example of t h i s  argument i s  t h e  f a c t  t h a t  t h e  
value o f  B r a z i l i a n  a g r i c u l t u r a l  c r e d i t  a s  a percentage  of t h e  
va lue  of a g r i c u l t u r a l  product ion turned  o u t  t o  be more than  100 
p e r c e n t  i n  some years .  This  t e s t i f i e d  t o  what many had a l r e a d y  
observed--that  borrowers o f  the subs id i zed  c r e d i t  were p u t t i n g  
it i n t o  h i g h e r  y i e l d i n g  investments  o u t s i d e  a g r i c u l t u r e ,  such 
a s  urban r e a l  e s t a t e .  



3. If the subsidized activity does show a lower rate of 
return, then it does not make economic sense to sub- 
sidize it--particularly when one is speaking of 
private-sector activities such as small businesses. 

4. The interest rates that the poor pay on the informal 
credit market are extremely high, and indicate their 
willingness to pay high rates to borrow for productive 
activities. 

5. Subsidized interest rates are usually so much lower 
than prevailing market rates that they attract 
"unqualified" borrowers to credit programs for the 
poor, thus causing the trickle-up problems of these 
programs. 

6. The latter problem contributes to the high costs of 
subsidized credit programs, resulting from the work 
involved in administering the criteria for borrowing; 
if interest rates were the same as market rates, the 
argument says, these larger borrowers would stay away 
of their own accord. 

7. Finally, as discussed above, subsidized interest rates 
are said to create credit institutions that have no 
possibility of becoming self-sustaining. 

Highly subsidized interest rates, in sum, are felt to be 
unnecessary in order to lend to the poor. They undermine 
attempts to make institutional credit available to the poor, 
and they encourage investment in low-yield activities. It is 
beyond the task of this evaluation to discuss the validity of 
these arguments, or to trace their implications for the UNO 
case. Suffice it to say that there is a strong case to be made 
against the kind of highly subsidized interest rates used by 
UNO, and that the issue should be of interest to decision- 
making about future projects of this nature. 

A few comments are in order relating the UNO experience to 
the argument against subsidized rates. First, my interviews 
with UNO borrowers showed that they were paying very high in- 
terest rates in the informal market--directly to money-lenders, 
or in the form of higher prices for inputs bought on credit, or 
in the form of discounts they had to take when negotiating 
postdated checks. Also consistent with the case against subsi- 
dized interest rates is the fact that UNO clients seemed more 
appreciative of the terms of UNO credit than of the low inter- 
est rate. When asked what was particularly desirable about 
UNO's credit, firm owners laid more stress on the repayment 
period than on the interest rate--that is, the 12- to 15-month 
period allowed for repayment of working-capital loans and the 



3-month period of grace on principal. When asked why they 
preferred to continue with UNO rather than negotiate loans di- 
rectly with the bank, these firm owners said that although they 
could probably get working-capital credit directly from the 
bank, they would have to repay within three months. They felt 
this was impossible. Other reasons for not working directly 
with the bank were also mentioned more frequently, or more 
vehemently, than the interest rate: requirements for documen- 
tation, real property guarantees, average balances and, in some 
cases, clandestine legal status. Some firm owners did not even 
know what interest rate the bank would have charged them if 
they borrowed directly.l The uniformity of these reactions of 
UNO clients supports some of the arguments against subsidized 
interest rates presented above. 

UNO, in sum, was giving away more than it needed to by 
charging such highly negative interest rates. The resources 
put into subsidizing the interest rate could have better spent 
at providing what UNO clients valued more: access, decreased 
borrower costs, and desirable repayment periods for more bor- 
rowers. It would be self-defeating, of course, for UNO to 
charge its borrowers the same as what they were paying on the 
informal credit market. But a happier medium might be found 
between the 25% charged by UNO and the 200-400% annual equiva- 
lent paid by UN08s client population on the informal credit 
market--a medium that would give UN08s credit funds a better 
chance to become self-sustaining. 

Notwithstanding the impressive array of arguments against 
subsidized interest rates, there are a few powerful arguments 
in favor of them. First, if subsidized interest rates are so 
obviously undesirable, why is it that the very institutions 
that have financed the research and argued the case against 
subsidized interest rates--the World Bank and AID--have agreed 
to finance so many programs in which highly subsidized rates 
are a key feature? Why did the World Bank approve various 
small-industry projects with subsidized rates, for example, 
even though the interest rate was always a hotly contested 
issue, with the Bank pressing for positive real rates and the 

'similar findings were reported in a World Bank study of small- 
business credit in various countries, in which commercial banks 
noted that quick availability of funds, liberal repayment and 
grace periods, and less stringent demands for collateral were 
at least as important for small borrowers as the interest rate 
(World Bank files). 



borrower for subsidized rates? The answer is disappointingly 
obvious: subsidized rates are so common a tool of credit and 
development policy--not only in today's third world, but in the 
histories of the industrialized countries--that one would have 
had to abstain from development assistance if one refused to 
finance programs using them. In this kind of policy context, 
it seems politically unreasonable to pick on a small program 
like UNO--and to expect an UNO to charge more for credit to the 
small borrower, in the name of economic wisdom, than is cur- 
rently being charged for credit to the large. (The latter 
argument is the favorite of proponents of subsidized rates for 
the poor. ) 

A second and compelling new argument in favor of subsi- 
dized interest rates for small firms (and farmers) is based on 
the same neoclassical economic reasoning that gave rise to the 
critique of high rates. Anderson and Khambata (1982) argue 
that a "market-clearingn interest rate for small firms would be 
so high as to extinguish the market--because of the initial 
difficulties of managers in distinguishing between good bor- 
rowers and "lemons.' Because of the difficulty of figuring out 
beforehand which borrowers are good, the risk-reflecting inter- 
est rate tends toward that which would be charged if most 
borrpwers were lemons, rather than an average mix of good and 
bad. The market-clearing high rates will not only be higher 
than if more information on borrowers were available, but they 
ward off the potentially low-risk borrowers with sound proj- 
ects, leaving only the risk-courting borrowers, whose higher 
failure rates will confirm the judgment that interest rates can 
only be very high if they are to reflect risks. It is for 
these reasons that the risk-reflecting rate not only clears the 
market, then, but also extinguishes it. In this kind of situa- 
tion where lack of information about borrower repayment poten- 
tial causes excessively high interest rates, the subsidized 
rate allows lending at a reasonable rate for sound borrowers 
while at the same time permitting the accumulation of informa- 
tion and experience on how to distinguish a good borrower from 
a "lemon. 

l~his argument is a very interesting application of an idea 
developed by Akerlof, who uses the used-car market as the 
example of the difficulty of distinguishing between good buys 
and lemons, with the resulting price one receives for selling 
one's good used car being disappointingly low--i.e., because of 
the generalized perception of the buyer that he is getting a 
lemon and has no way of determining otherwise (Akerlof 1975). 



UNOts subsidized rates might be justified, according to 
this argument, if one could show that the program was contrib- 
uting to a lowering of the high risk perceived by bank managers 
in lending to small firms--and that the program was accumulat- 
ing and disseminating information on how to distinguish the 
good borrowers from the bad. Of course, UNO is contributing 
precisely to this end by being the first entity to lend to 
microbusinesses and to achieve a high repayment rate. But the 
fruits of this experience are not being discovered or passed on 
to the banking system as subsequent sections will show. Thus 
the substantial "external" benefits to be had from UNOVs sub- 
sidized experience are not being realized. 

Given the context of UNOvs subsidized interest rates, is 
there anything left to criticize about UNOVs interest-rate 
policy? The critique is fourfold: (1) the rates are unneces- 
sarily low, given that they are even lower than the subsidized 
rates allowed to the "richn; (2) UNO has overestimated the 
value of the interest-rate subsidy to its clients in relation 
to its other services; (3) the rates have an undesirable effect 
on the ability of UNO-type organizations to achieve and main- 
tain their highly prized goals of independence and difference 
from the public sector; and (4) the program does not yield the 
benefits for which its subsidized rates could be justified-- 
namely, the high benefits to be had from showing bank managers 
how to distinguish between good borrowers and lemons. 

Why Do They Pay Back? 

Everyone admires UNOvs high repayment rate. UNO puts the 
rate at about 97% of its loan portfolio, while a recent esti- 
mate at ATI, using more rigorous criteria, finds repayment to 



be about  92%.l  This i s  a  remarkable record f o r  a  proqram of 
t h i s  n a t u r e ,  where delinquency i s  o f t e n  h igh .  HOW-did UNO do 
i t ?  

'UNO d a t a  on repayment were no t  s u f f i c i e n t  f o r  m e  t o  make my 
own e s t i m a t e  of repayment, s o  I r e l i e d  on t h e  r e s u l t s  o f  t h e  
eva lua t ion  be ing  c a r r i e d  o u t  concur ren t ly  by AT1 (1982) .  Given 
t h e  more s t r i n g e n t  c r i t e r i a  f o r  delinquency used by A T I ,  t h e  
r a t e  was s t i l l  very good. (Mainly, A T 1  considered t h e  t o t a l  
va lue  of a  loan  a s  de l inquen t  a f t e r  on ly  some payments f e l l  
overdue,  r a t h e r  than  t h e  value o f  t h e  overdue payments on ly ;  
t h i s  c r i t e r i o n  i s  based on t h e  assumption t h a t  once a  c e r t a i n  
number of payments f a l l  overdue, t h e r e  i s  a  good p r o b a b i l i t y  
t h a t  t h e  r e s t  w i l l  a l s o . )  

The d i f f i c u l t y  of v e r i f y i n g  U N O ' s  delinquency c a l c u l a t i o n  is 
t h a t  i t s  d a t a  a r e  broken down by t h e  t h r e e  of fou r  d i f f e r e n t  
sources  of i t s  c r e d i t  funds,  so t h a t  one cannot g e t  a  p i c t u r e  
of t h e  whole p o r t f o l i o .  Also, t h e  delinquency read ing  i s  not  
t aken  a t  a moment i n  t ime ,  b u t  i s  a  cumulative read ing  on a  
p a r t i c u l a r  l i n e  of c r e d i t  s i n c e  i t s  s t a r t .  Bad d e b t s ,  more- 
ove r ,  do  no t  seem t o  be w r i t t e n  o f f  and dropped from t h e  
da t a .  One of t h e  main l i n e s  o f  c r e d i t  s t a r t e d  i n  1976 and 
terminated i n  June 1980, whi le  t h e  o t h e r  major l i n e  s t a r t e d  i n  
J u l y  1980; given t h e  cumulative r e p r e s e n t a t i o n  o f  del inquency,  
t h e  former l i n e  n a t u r a l l y  shows a  lower r a t e  than  t h e  l a t t e r  
l i n e ,  because it has  a l r e a d y  te rmina ted  and some de l inquen t  
borrowers continued t o  pay. For t h e  o l d e r  c r e d i t  l i n e ,  end- 
October 1981 d a t a  showed t h a t  5% of t h e  number of l oans  i n  t h e  
Recife  program were de l inquen t  (more than  3 months overdue) ,  a s  
were 8% of t h e  loans  i n  t h e  i n t e r i o r  program. For t h e  l a t e r  
c r e d i t  l i n e ,  UNO showed 8% of t h e  number of l oans  de l inquen t  i n  
Recife ,  and 18% i n  t h e  i n t e r i o r .  

Another c l u e  t o  t h e  s t a t e  o f  U N O ' s  del inquency i s  provided by 
t h e  guaran ty  fund. A l l  UNO loans  a r e  guaranteed by a  fund s e t  
a s i d e  f o r  t h e  purpose.  The fund was o r i g i n a l l y  c r e a t e d  from 
donat ions  by l a r g e  f i rms ,  and inves ted  by UNO i n  t h e  open 
market;  today,  t h e  fund i s  adminis tered by CEBRAE and f inanced 
from a  2% charge t o  t h e  c l i e n t s  of a l l  programs o f  subs id i zed  
c r e d i t  t o  smal l  and medium f i rms .  From t h e  beginning,  289 UNO 
loans  had t o  be repa id  by t h e  guaranty fund: o u t  o f  t h e s e ,  92 
were u l t i m a t e l y  r epa id  by t h e  borrower, l e a v i n g  197 loans  pa id  
o u t  of t h e  fund.  This r e p r e s e n t s  about 13% of t h e  t o t a l  number 
o f  l oans  from t h e  beginning through t h e  end of 1980. 



High repayment and low discipline 

To someone who observes UNO operate, the low delinquency 
rate almost comes as a surprise. Various features of the his- 
tory and operation of the program would seem to be associated 
with low, rather than high, repayment. This makes the high 
repayment more remarkable, and challenges one to look harder 
for its explanation. 

In theory, delinquent UNO borrowers are supposed to be 
dealt with in the following way. After 30 days of delay on a 
payment due--payments are due monthly on working-capital 
credit--the bank mails an advice of delinquency to the bor- 
rower, whose name then appears on a monthly printout sent to 
UNO. UNO investigates the cause for delay in the payment, and 
if it judges the cause to the justified (a sickness in the 
family, a bad turn in the business), it recommends that the 
bank accept late payment. The bank routinely accepts UNO's 
recommendation and a late payment charge is levied, equivalent 
to 1% of the value of the loan per year: interest must still be 
paid on the overdue amounts approved for late payment. If UNO 
does not recommend delayed payment, the bank sends additional 
notices after the second and third month of delinquency, and 
then initiates measures to collect on the loan, notifying UNO 
of this step. 

In practice, lateness is treated less rigorously, par- 
ticularly in the past. During some periods, the bank did not 
advise UNO of the delinquency, nor did it send a notice to the 
borrower: the bank, UNO said, found it less bothersome to sim- 
ply collect on the loan after 90 days of delinquency. (This 
problem was particularly acute when the state development bank 
centralized its collection operations in 1980, and stopped 
sending out delinquency notices. UNO says that delinquency 
doubled during this period, and returned to normal in July 
1981, when decentralized charging was reinstituted.) During 
some periods, moreover, the bank did not give or mail the bor- 
rower his loan "coupon" book, which indicated the due dates and 
amounts of each monthly payment: thus borrowers did not know 
what they were to pay unless they inquired. Until recently, 
hank delays in disbursing credit funds ran up to three or four 
months after the loan contract was signed (these delays have 
now been reduced to from eight to ten days). Since the repay- 
ment schedule was dated from the signing of the loan contract, 
this meant that the delayed loans were "officially" delinquent 
even before the funds were disbursed, because of the interest 
payments due during the three-month grace period. This created 
confusion among borrowers and a slow response at UNO to the 
first signs of delinquency. 



Long bank delays in releasing loan funds also contributed 
indirectly to the risk of delinquency. When funds were de- 
layed, loan applicants desiring to make a particular purchase 
of equipment or inputs would often go ahead and make the pur- 
chase anyway, out of funds borrowed on the informal market at 
high interest rates. When they finally received the credit, 
they would use it to pay off the informal money-lender, leading 
to difficulties later in paying off the UNO loan. (This is a 
common problem in such programs.) Another problem for repay- 
ment performance was caused by one particular bank-branch 
officer who told UNO borrowers that they need not worry too 
much about repaying on time because "this is government 
money." This portrayal of subsidized credit programs by bank 
officers or politicians, together with the ensuing problem of 
delinquency, is also common. 

The bank's computerized accounting procedures are such 
that UNO cannot really be sure that a borrower is delinquent 
until his name appears on the printout two months in succes- 
sion. (Each name appearing on the monthly printout as delin- 
quent must therefore first be verified by UNO as also delin- 
quent on the previous month's printout, before the borrower can 
be determined to actually be delinquent.) UNO visits the bor- 
rower about his delinquency only after three successive months 
of late payments. Finally, the fine charged on delayed pay- 
ments--1% per year of the value of the loan, which is standard 
for various lines of credit--is perce'ved by borrowers as low 
and thus does not act as a deterrent. t 

In trying to explain delinquency problems in small- 
producer proqrams, most commentators look into behavior of the 
borrowers or their businesses. Yet the problems presented 
above are bank-related, and are not unusual in programs involv- 
ing subsidized credit for the poor. Recounting these problems 
not only gives more reason to stand in awe of UNO's high repay- 
ment rate, but also illustrates the role of participating banks 
themselves in contributing to delinquency. According to UNO, 
variations in bank behavior regarding delays and charging were 
correlated with marked variations in repayment rates. When 
coupon books were not issued, for example, delinquency 
increased: the greater the delays in the release of funds, as 
another example, the greater the ensuing delinquency. One of 
the two private banks that dropped out of the UNO program in 
1977, UNO says, had none of the delay or charging problems 

'1n a study of Brazilian assistance to small and medium indus- 
try, the same low penalty for late payment--along with politi- 
cal favoritism and loose control by the bank--was pointed to as 
contributing to low repayment rates in a credit program admin- 
istered by the Bank of the Northeast (Robalinho 1973:112). 



mentioned above, and there was not a single case of delinquency 
in the whole portfolio (244 loans). 

UNO's problems with bank delays and lax charging represent 
major struggles in its history, and occupied considerable time 
on the part of its managers. Whenever any such problem was 
resolved, it represented an important victory for UNO, often of 
a political nature. As told previously, the problem of bank 
delay in disbursing credit funds in the interior program was 
resolved only with the intervention of the state governor on 
UNO's side. Likewise, the recent resolution of the problem of 
bank laxness about charging was very much influenced by the 
arrival of a new bank director who, having worked in public- 
sector programs for small-scale industry, was sympathetic to 
UNO's goals. Seemingly trivial problems in bank procedures, 
then, can be just as significant a cause of delinquency as the 
behavior of the borrower. Perhaps because lending to the poor 
is new and the banking business is old, people tend to look to 
the borrowers rather than the banks for the cause of the 
problem. 

UNO's high repayment rate comes as a surprise for other 
reasons. UNO staff do not feel completely comfortable about 
their role as intermediaries between the borrower and the 
bank. They see themselves as facilitators and do not want 
their clients to look at them as "loan collectors." Monitoring 
visits to clients are euphemistically termed "accompaniment." 
The students who do the field work empathize with the clients 
and their problems: it is that kind of empathy, after all, that 
has enabled UNO to be good at reaching this otherwise inacces- 
sible group. The borrowers, surely, must sense the discomfort 
of the students in their monitoring roles. As one client 
reported in an UNO survey, "UNO is really nice, and not mean 
like the banks, who'll just go and start collection procedures 
as soons as you're a tiny bit late." All this, it would seem, 
would not add up to an environment of repayment rigor. Actu- 
ally, the problem of excessively supportive promoters is not 
uncommon, causing some evaluators of credit programs to stress 
the need for "a healthy separation" between the persons provid- 
ing supportive technical assistance and those entrusted with 
monitoring of loan payments (Kilby 1981:90). 

That UNO does nothing until three successive months of 
overdue payments seems somewhat relaxed, given :hat the major- 
ity of UNO loans fall due in monthly installments and must be 
completely paid within 9 to 12 months after the grace period. 
My interviews with some delinquent borrowers reinforced my 
impression of casualness about short-term delays among bor- 
rowers. Some who were delinquent for more than three months, 
for example, had not received a notice from the bank or a visit 
from UNO. For some of the borrowers who told me they were 
delinquent, the delinquency was not on record in their loan 



file at ~ ~ 0 . l  This strange combination of a certain laxness 
about collection with high repayment rates was also found in a 
similar credit program in El Salvador (PISCES 1981:175, 180). 

Though default was low, in sum, short-term delays in pay- 
ment were probably higher. Perhaps a certain flexibility about 
short-term delays does not necessarily jeopardize longer-term 
repayment discipline. This is particularly likely in highly 
inflationary countries like Brazil, where a few months' delay 
in repayment causes the real value of the payment to be lower, 
so that good and bad borrowers alike postpone repayment for as 
long as they are allowed to. Even without inflation, people 
will repay obligations only when they are forced to, especially 
when their capital is scarce and other creditors are more 
demanding. 

If the reaction of UNO and the banks to borrower delin- 
quency has been somewhat sluggish, then perhaps one should look 
elsewhere for an explanation of UNO1s high repayment rates. 
One logical assumption would be that the selection process is 
so rigorous that it excludes the bad repayers from the start. 
Once the process of analyzing a firm is started, however, few 
applicants are rejected by UNO. In fact, I ran into five or 
six cases in the 25 individual files I read in which the stu- 
dent worker had recommended against the loan on the grounds of 
the shakiness of the firm or its owner, but the loan was 
granted anyway. Most of the applicants who do not receive 
loans drop out of their own accord, as noted above, an attri- 
tion rate that UNO attributes to "bureaucratic difficulties" 
involved in applying for credit (UNO 1979:Z-3). 

Repayment discipline and where it comes from 

If there is nothing stringent about UNO's repayment envi- 
ronment, and nothing highly deliberate about selection with 
respect to repayment propensities, what explains the unusually 
high repayment rate? The answer is still a mystery to me, but 
I can suggest some possible explanations. First and foremost 
is that Brazil has a highly developed check system for consumer 
credit--the SPC (Servico de ProtegZo do Credito), set up by 
citywide retail store associations in most large Brazilian 
cities. All delinquencies in payment of installments on 

'~lso, that UNO itself does not have measures of delinquency 
that reflect the current state of the portfolio also seems to 
suggest a somewhat less than rigorous approach to delin- 
quency. Perhaps the monthly identification of delinquency 
cases is more than sufficient for being vigilant. 



consumer c r e d i t  a r e  repor ted  to  t h i s  system, a s  we l l  a s  bounced 
checks.  Consumer c r e d i t  o f f e r e d  by r e t a i l  s t o r e s  i nc reased  
markedly i n  Braz i l  i n  t h e  1970s, and most B r a z i l i a n s  i n  l a r g e  
urban a r e a s  l i k e  Recife  have engaged i n  s u b s t a n t i a l  i n s t a l l m e n t  
buying. Of t h e  a p p l i c a n t s  f o r  UNO c r e d i t ,  on ly  a  few do no t  
have a  record i n  t h e  SPC. 

I f  t h e  SPC record shows an i n c i d e n t  of  de l inquen t  payment, 
a  person w i l l  f i n d  it almost  impossible  t o  o b t a i n  bank c r e d i t ,  
l e t  a lone  f u r t h e r  consumer c r e d i t .  People of  l i t t l e  means l i v e  
i n  f e a r  of  g e t t i n g  a  bad record i n  t h e  SPC: t h e  f e a r  is s i m i l a r  
t o  t h a t  of  smal l  farmers who worry t h a t  i f  t hey  de l ay  payment 
on t h e i r  c r e d i t ,  t h e i r  land w i l l  be  t aken  away. The h igh  r e -  
payment r a t e  o f  UNO borrowers,  then ,  may be  an e f f e c t  o f  t h e  
f i n a n c i a l  environment i n  which UNO ope a t e s ,  r a t h e r  than  a  
r e s u l t  of  something t h a t  UNO i s  doing.  f 

A second p o s s i b l e  c o n t r i b u t a n t  t o  repayment d i s c i p l i n e  i s  
U N O ' s  p o l i c y  o f  no t  r e f inanc ing  de l inquen t  loans-- i .e . ,  no t  
g ran t iqg  loans  t h a t  i nc lude  amounts f o r  repayments of p rev ious  
loans .  Borrowers u s u a l l y  cqnnot c o n t r a c t  f o r  a  second loan ,  
moreover, u n t i l  they  have f i n i s h e d  repaying t h e  f i r s t .  This  i s  
i n  d i s t i n c t  c o n t r a s t  t o  t h e  widespread r e f inanc ing  c h a r a c t e r -  
i s t i c s  of  gubsidized a g r i c u l t u r a l  c r e d i t  programs f o r  l a r g e  
borrowers.  Refinancing i s  r a r e l y  a v a i l a b l e  t o  t h e  poorer  

'1 am g r a t e f u l  t o  Henry Jacke len  f o r  po in t ing  o u t  t o  me t h e  
s o p h i s t i c a t i o n  of  B r a z i l ' s  credi t -check system, and t o  Andrea 
Calabi  f o r  exp la in ing  t h e  sys tem's  i n t r i c a c i e s .  

2 ~ h e  yea r  1975 was an except ion,  when t h e r e  was severe  f l ood ing  
i n  Rec i fe ,  which i s  b i s e c t e d  by t w o  major r i v e r s .  Floods 
destroyed t h e  premises of  many bus ines ses ,  i nc lud ing  UNO 
borrowers,  and t h e  f e d e r a l  government au thor ized  t h e  p rov i s ion  
of  emergency loans  through UNO and o t h e r  e n t i t i e s .  Of t h e  212 
loans  made by UNO i n  t h a t  year ,  54 o r  25% were r e f i n a n c i n g s  of  
previous  l oans  t o  t h e  a f f e c t e d  bus inesses .  

3 ~ n  an i n f l a t i o n a r y  count ry  l i k e  B r a z i l ,  wi th  c e r t a i n  i n t e r e s t  
r a t e s  kep t  below market l e v e l s ,  t h e  r e f i n a n c i n g  mechanism 
obscures  t h e  l o s s  t o  t h e  bank a s  we l l  a s  t h e  e x t e n t  o f  d e l i n -  
quency: t h e  longer  t h e  per iod  of  repayment i s  s t r e t c h e d  o u t ,  
t h e  g r e a t e r  t h e  l o s s  t o  t h e  bank because of  t h e  e r o s i o n  of  loan 
p r i n c i p a l  by t h e  i n t e rven ing  i n f l a t i o n ,  t o g e t h e r  wi th  t h e  
absence of a  c o r r e c t i o n  of  t h e  i n t e r e s t  r a t e s .  Obviously, 
r e f inanc ing  i s  h i g h l y  d e s i r a b l e  t o  t h e  borrower under t h e s e  
c i rcumstances ,  s i n c e  t h e  more he  r e f i n a n c e s ,  t h e  l e s s  h e  ends 
up paying,  a s  long a s  i n f l a t i o n  moves more r a p i d l y  than  t h e  
i n t e r e s t  r a t e ,  and t h e r e  is no c o r r e c t i o n  of  t h e  value o f  t h e  
p r i n c i p a l .  



clients of subsidized credit lines: they have nothing to offer 
the bank in exchange for the refinancing, cannot maintain mini- 
mum balances or buy a bank's unsubsidized services, and do not 
have the political power to obtain the favorable bank deci- 
sion. In this sense, the absence of refinancing in the UNO 
program may not be that remarkable, reflecting simply the poor- 
ness of its clientele. But it does show that, unlike many 
credit programs, UNO's repayment levels are not masking less 
impressive lower repayment rates that are hidden from view 
through refinancing. Since most UNO clients hope to obtain 
subsequent loans, the knowledge that a second loan cannot be 
obtained without repaying the f'rst must contribute substan- 
tially to repayment discipline. i 

UNO's success at excluding larger borrowers must also have 
contributed to repayment performance. Bankers, business 
leaders, government technocrats, and UNO workers are unanimous 
in their opinion that poor borrowers pay better than rich 
ones. The literat re on credit programs for small farmers 
suggests the same.' The explanation usually given for this 
phenomenon is that the poor are afraid of the consequences of 
paying late, while the rich know they can get out of them. The 
postponement of debt payment by larger borrowers is a particu- 
lar problem in public-sector programs of subsidized credit, 
where borrower pressures to grant loans or refinance against 
the better judgment of the credit officer can take political 
forms. As noted above, UNO has done better than many other 
such programs at resisting political pressures to let in un- 
qualified larger borrowers, having been dogmatic about keeping 
out applicants whose business did not fit their concept of a 
microfirm. To some extent, then, UNO's high repayment rate 
must be a function of its ability to exclude applicants with 
questionable projects and good political connections, and to 

%he prospect of obtaining subsequent loans is considered so 
important for repayment performance that it has been cited as 
an advantage of lending for working capital rather than 
investment--the latter loans requiring much more time to repay 
and being associated with only one-time needs for financing 
(Anderson and Khambata 1982:19). Strangely enough, highly 
subsidized interest rates like UNO's, together with the hopes 
of obtaining subsequent loans, have also been thought to con- 
tribute to repayment--since borrowers know the credit is 
unusually cheap and do not want to jeopardize their access to 
it (Bottomley 1975, as cited in Anderson and Khambata 1982:19). 

2~huta and Liedholm report that "there is evidence in some 
countries" that default is lower among smaller farmers and 
businessmen than among larger borrowers (1979:71). 



keep out firms that are large enough to have no fear of 
delinquency. 

Though it has no explicit policy, UNO tends to shy away 
from longer-term investment financing--at least for its first 
experience with a borrower. It feels that owners of microfirms 
tend to immobilize their capital in land and fixed installa- 
tions, and to therefore be short of working capital (Fuenzalida 
1980:15). UNO's first loan to a borrower will usually be for 
working capital only (up to 15 months with 3 month's grace); if 
investment is financed (up to 36 months with 6 months grace), 
this will usually take place only in a second loan. Thus 75% 
of the value of UNO's new loans in past years has been for 
working capital--and is scheduled to remain at this level in 
the World Rank project for the Recife metropolitan area. As 
would be expected, investment credit has been more significant 
for manufacturing firms, representing 53% of the value of that 
credit. 

Programs such as UNO's, with their subsidized interest 
rates causing an artificial reduction of the cost of capital 
relative to labor, usually encourage the undue substitution of 
equipment for labor--as well as installation of equipment whose 
capacity is frequently greater than the firm can profitably 
utilize. UNO seems to have been attentive to this danger. 
Less than half the value of investment loans has been for 
equipment, most of the rest being invested in modifications of 
physical plant (UNO 1978:T.VI). Thus even when UNO has lent 
money for investment purposes, equipment purchase has not been 
the dominant expenditure. 

UNO's emphasis on working-capital as opposed to investment 
credit, and its caution about equipment, stands it in good 
stead with recent findings about small-business credit pro- 
grams. These programs have tended to overemphasize investment 
credit as opposed to working capital--even though 50% to 7 0 %  of 
the asset structure of small firms is made up of working capi- 
tal, and even though such firms are often overcapitaliz d ,  with 
an excessive investment in equipment and raw materials.' The 
overemphasis on investment in small-enterprise programs has 
been attributed to the orientation of aid donors toward 
imported equipment, and the focus of the small-enterprise 
literature by economists on fixed assets to the neglect of 
working capital, which has also resulted in a paucity of data 

'~nderson (1981:55, 61). Working capital also tends to be a 
larger share of total capital for smaller enterprises than for 
larger ones. In the.United States the ratio of working to 
fixed capital is 2.0 for small manufacturing enterprises and 
1.23 for large ones (Kilby, Liedholm, and Meyer 1981:Z). 



in this area (Kilby, Liedholm, and Meyer 1981:7). In addition, 
Marris and Somerset found a preference among credit institu- 
tions for equipment loans over working-capital loans, because 
the equipment can be more easily described and evaluated in 
terms of the enterprise's prospects, and can be recovered in 
case of default (1971:183). Anderson and Khambata cite various 
works that note the tendency of governments to understate the 
importance of working capital. The impact of this cumulative 
neglect of working capital in credit programs has been repay- 
ment problems due to investment credits that were excessive, or 
not complemented with credit for working capital.' Thus UNO's 
working-capital emphasis, whether deliberate or not, has 
avoided the pitfalls of many other programs and perhaps con- 
tributed to its high repayment rates. 

UNO's lending criteria are also directed toward selecting 
viable enterprises and projects. A fir3 must have been in 
existence at least three to six months, and new activities are 
rarely financed, even for old firms. New activities and new 
firms have been found to be more than proportionately repre- 
sented among delinquent borrowers in other programs (Anderson 
and Khambata 1981). UNO1s loan applicants also do not auto- 
matically receive the amount they ask for; the decision as to 

UNO is also conservative in setting loan amounts, re- 
flected in the large number of complaints I heard about this 
from borrowers. Aside f om the ceiling on loan size, now at 
U.S.$3,000 (Cr$400,000),5 "NO usually reduces the amounts 
requested by borrowers. Many applicants, UNO says, automati- 
cally request the ceiling amount, without relating the request 
to their needs or repayment capacities. The delay in bank con- 
tracting and release of funds has further reduced loan amounts 
arbitrarily; a three-month delay, for example, would have re- 
sulted in an automatic 25% decrease in the value of the loan, 
given inflation rates of 100% during the last three years. 

'A recent example of the latter problem is cited in another 
AID-sponsored evaluation of a small-business credit program in 
Honduras (Fraser 1982: 21) . 

I 

'Exchange rate is Cr$135 to the dollar. 

3~hough data on the age of UNO firms were not available, my 
sample of 42 retail food stores receiving UNO credit (see 
Table 7) showed only 10% of the firms were less than three 
years old. This compares to 63% less than three years old in a 
survey of retail microfirms in Recife (FIDEM 1981:67, ~.3.5). 
A study of mortality among small firms in Brazil found that 
more than half the failing firms were less than three years old 
(Rattner 1978, as cited in Tyler n.d.:157). 



whether the firm can repay and what the loan amount should be 
is guided by two criteria--the index of current liquidity, and 
the index of financial independence. 1 

UNO's much criticized lending to retail firmsr2 especially 
small food stores (21% of total loans), may also contribute to 
high repayment rates. Loans to retail firms are inherently 
less risky than those to service and manufacturing establish- 
ments; assets and sales levels are much easier to verify, 
retail inventory is more easily observed and a more easily 
appropriated asset if the borrower defaults, sales activity is 
not subject to extreme seasonal swings, and long delays in 
credit processing are less detrimental to repayment prospects 
because retail firms are regularly and frequently buying inven- 
tory. Though UNO's lending to retail firms may not have been 
the best choice in terms of growth and employment objectives, 
then, the financial conservatism of this emphasis may have 
contributed to UNO's higher repayment rates. 

A t  the other end of the borrower size distribution, UNO's 
practices clearly exclude the poorest firms. As discussed 
later, UNO-assisted firms are better off than the average 
microfirm in Recife, and UNO does not work in the poorest areas 
of the city, the "mocambos" or "favelas." UNO has excluded 
this lowest stratum, it says, because these firms do not have 
the "conditions" to repay. This contention finds some support 
in a study of IDB-supported small-business projects that found 
that the more successf 1 projects were those attending the 
better-off microfirms. 9 

 he index of current liquidity is the ratio of cash to 
debts. UNO considers a ratio of 2:l to be good, and will not 
accept a ratio lower than 1:l. The index of financial inde- 
pendence is the share of the firm's own resources as a per- 
centage of total liabilities; UNO tries to keep that share 
greater than 50% except in some cases of equipment purchase, 
where it feels that the owner will finance the costs not 
covered by the UNO loan in the informal credit market at very 
high rates, thus jeopardizing his repayment possibilities for 
the UNO loan. 

'criticism of small business programs for lending too much to 
retail establishments, as opposed to service and manufacturing 
firms, is common. Some evaluators of small-business programs 
in the United States have made the same complaint. See, for 
example, Johnson (1979:ii-iii, 26). 

31nter-~mer ican Development Bank files. 



Another practice that excludes the poorest firms, as well 
as contributing to high repayment, is UNO's requirement of a 
co-signer. In contrast to typical bank practice with respect 
to co-signers, the UNO co-signer does not have to show assets 
of greater value than the proposed loan--which would eliminate 
many of the potential co-signers. The co-signer is usually a 
friend or relative of the borrower, from the same neighbor- 
hood. The value of the co-signature, UNO says, is more sym- 
bolic than real: borrowers have close ties to their co-signers 
and do not want to cause them problems by failing to pay. 

The co-signer requirement also results in the exclusion of 
poorer firms from UNO's clientele. Many firms reported, to me 
and in UNO surveys, the greater difficulty they are having in 
finding willing co-signers. Some of those who had already 
obtained one loan reported their reluctance to seek another 
loan through UNO, because of the unpleasantness of having to 
ask a friend to be a co-signer. Thus the co-signer requirement 
may contribute to the high repayment rate by excluding unreli- 
able candidates, though it also discriminates against poorer 
candidates who may be good risks. 

Several things that UNO is doing, in sum, seem to be turn- 
ing out "right" in terms of repayment performance--even though 
the loan collection environment has not been particularly 
rigorous. The right things can be summarized as: (1) the 
exclusion of large borrowers and other applicants considered 
undesirable, even though they have good political recommenda- 
tions: (2) the exclusion of the poorest firms: (3) the require- 
ment of a co-signer: (4) the scaling down of loan amounts 
requested by the applicant: ( 5 )  the emphasis on working-capital 
rather than investment financing, and the caution about lending 
for labor-saving or over-dimensioned equipment: (6) the policy 
of not financing repeat loans until previous ones are paid, and 
the absence of refinancing: and, overlapping with some of the 
previous points, ( 7 )  involvement with a type of client for whom 
the fear of a bad credit record is high. Only an analysis of 
the characteristics of UNO's delinquent borrowers would show 
whether these suggested explanations are true. 

Graduation 

A small firm's credit experience with UNO should give it 
the chance to be introduced to a commercial bank and establish 
a record there, after which it is hoped the bank will take on 

'peer pressure to repay is often cited as very helpful for re- 
payment in lending to small producers or farmers. In the case 
of UNO, however, peer pressure was not an element of this 
success. 



the client directly. Herein lies one of the greatest potential 
indirect benefits of programs like UNO--a benefit that can con- 
tribute toward justifying the high costs of lending as "initia- 
tion" costs. If UNO steadily passes on its clients to direct 
bank borrowing, this also makes it possible to reach more new 
clients, rather than limiting itself to successive financing6 
of old clients. If the UNO borrower is not able to gain direct 
access to the bank, then investment in that borrower has less 
justification: either the client continues to borrow repeat- 
edly from UNO, thus limiting the number of new clients UNO can 
reach, or the client borrows from UNO once or twice and never 
uses institutional credit again. In the latter case, the 
impact of UNO credit will be limited to the temporary income- 
increasing effects of one or two loans--at least with respect 
to UNO's loans for working capital. 

For all these reasons, the issue of graduation--i.e., 
whether clients are able to "graduate" to normal institutional 
credit--is an important one in programs attempting to provide 
poor producers with access to bank credit. The issue is par- 
ticularly important in very small programs with highly subsi- 
dized interest rates, such as UNO, which by themselves can 
never aspire to meet the needs of a significant portion of the 
client population, and need a social justification for lending 
at subsidized rates. 

In a previous section, I described the problems inherent 
in UNO's dependence on an outside and not always sympathetic 
organization to channel its credit--the state development 
bank. With respect to the issue of graduation, in contrast, 
the location of the credit outside UNO in a formal credit 
institution holds a certain advantage. It places UNO, as an 
advocate of microfirm credit, into an ongoing relationship with 
the bank, and allows the bank to become familiar and comfort- 
able with a new kind of client. Just the opposite has occurred 
in the seemingly more desirable arrangement of an AITEC- 
supported program of microfirm credit in the Dominican Repub- 
lic. There, credit is "in-house," administered by the same 
organization that chooses the clients, the Dominican Develop- 
ment Foundation. The Foundation and its clients, in turn, are 
seen as "a social program" by the Dominican banking community, 
which therefore has no interest in providing credit to its 
graduates. In contrast to this situation, one would think that 
the potential for graduation in the UNO program would be 
greater, given the formal involvement, from the start, of the 
bank with the client. 

UNO does not keep regular track of its "graduated" 
clients, so that only fragmentary evidence is available on 
their numbers. UNO reported in 1978 that of the 631 firms to 
which it had made loans during the 1973-1978 period, 49% had 
graduated to the banking system--an impressive number (UNO 



1978:16) .l For the 1977-1979 period, UNO reported the share of 
"graduates" in the total to be lower, at 37% (UNO 1979:4). 
After 1979, data on graduates are not available. 

Indirect evidence on graduation can be found by looking at 
the share of loans that are repeat loans. ~f UNO clients do 
not graduate, one would expect to find a large percentage of 
them taking successive loans through UNO--including those who 
could graduate, given the attractiveness of the low interest 
rate. UNO says that approximately 40% of its borrowers take 
second loans. If borrowers were repeating instead of "graduat- 
ing," there would be a distinct upward creep in the share of 
repeaters, through the years, given that the number of one-time 
borrowers, and hence potential repeaters, would be increasing 
each year. From 1974 to the present, however, repeat loans in 
the Recife program did not seem excessively high--averaging 32% 
of total loans, with a high of 40% in 1978 (Table 2). Repeat 
loans since then have shown a declining trend, if anything; in 
1980 and 1981, they were 31% and 26%, respectively, of the 
total. Thus the repeater data also seem to suggest that a 
larger number of potential graduates are not staying with UNO. 

For various reasons, I suspect that the share of UNO 
borrowers who graduate may be lower than the numbers above 
suggest--at least at the present time. Of the 25 UNO clients 
(present and past) that I interviewed, only one had graduated 
to formal bank credit. These borrowers seemed to fall into two 
categories: those who were repeating or planning to repeat 
their UNO loans and, less common, those who had not repeated 
and were not planning to do so. Among the non-repeaters, I 
found none who had graduated to bank credit or who were plan- 
ning to do so. The non-repeaters, moreover, were mainly prob- 
lem cases, rather than successes. They were not repeating 
because they had paid late, because they became intolerant of 
delays in the processing of credit, because they could not find 
a co-signer, or because they were not doing well in their busi- 
ness and were afraid to take more credit. (In addition, there 
were the non-repeaters whose files I found but whose establish- 
ments had disappeared.) All the firms that were doing well, in 
short, were obtaining subsequent UNO loans or intending to 
do soS2 All this made me suspect that UNO1s success stories 
were to be found mainly among the repeaters--and that the 

l1n addition, 28% were still amortizing their UNO loans, 
another 10% had submitted proposals for subsequent loans, and 
13% had closed. 

2 ~ n  UNO student worker also reported in an incomplete evalu- 
ation of UNO clients that "the large majority intended to seek 
a new loan through UNO" (UNO 1980-1981:25). 



non-repeaters, far from being mainly "graduates," were the 
failures. Though my sample of borrowers was not necessarily 
representative, a few other pieces of evidence reinforced these 
impressions. 

An UNO survey of 500 borrowers receiving or amortizing 
credit in the period 1978-1979 showed that 28% had previously 
obtained credit directly from a bank before taking UNO loans 
(UNO 1980). These borrowers might be among the 37% of bor- 
rowers who were reported as graduating during the 1977-1979 
period. The graduates may have been "falsen ones, in the sense 
that they had already had access to bank credit previous to 
UNO, and were attracted to UNO simply by the subsidized inter- 
est rate. In these cases, UNO credit would have provided noth- 
ing that the borrower did not already have, except the income 
windfall through the subsidized interest rate. 

Also contributing to my impression of a low graduation 
rate is the attitude toward graduation on the part of UNO 
itself. Aside from the fact that UNO has no interest in 
finding out how many of its borrowers graduate, UNO managers 
and staff stress the "impossibility" of graduation: the addi- 
tional documents, the real guaranties, the average balances, 
and the fact that other lines of credit for "small firms" are 
offered as prizes only to the bank's best clients, not the 
humble ones. They portray graduation as a utile expectation, 
at least for the majority of their clients.f Indeed, as UNO 
has started to grow and become better known, branch bank mana- 
gers have been sending UNO some of the small firms that apply 
directly to the bank. Given that the subsidized loans for 
small firms are considered by banks to be prizes, it makes 
sense that managers would use every opportunity they could to 
turn away the qualified, but less prized firms--when a program 
such as UNO gives them the opportunity to do so. 

The redirecting by banks of qualified applicants to UNO 
represents a kind of "reverse graduation," whereby firms who 
might normally have access to direct bank credit now cannot 
receive it because of the new opportunity to send them 

l ~ h e  evaluators of a similar program in Upper Volta also found 
"a gulfw between the successful credit experience of the 
assisted firm and what the firm would need to obtain credit 
from the banking system (Goldmark et a1.1982:36). 



elsewhere. '  Though I heard of t h e s e  r e d i r e c t i o n  a t t empt s  from 
persons a t  UNO and t h e  bank, t h e  number of such r e v e r s e  gradu- 
a t e s  is s a i d  by UNO t o  be i n s i g n i f i c a n t .  With t h e  l a r g e  
planned i n c r e a s e  i n  UNO o p e r a t i o n s  i n  Rec i fe  i n  t h e  next  t h r e e  
yea r s ,  it i s  p o s s i b l e  t h a t  U N O ' s  v u l n e r a b i l i t y  t o  r e d i r e c t i o n  
w i l l  i n c r e a s e ,  g iven t h e  f a c t  t h a t  it w i l l  have t o  move much 
more mone 3 per  y e a r ,  and pe r  s t a f f  worker, than  it eve r  has  i n  
t h e  p a s t .  

The "good works" v i s i o n  o f  UNO shared by i t s  founding 
f a t h e r s  may a l s o  exp la in  t h e  l a c k  of i n t e r e s t  by UNO i n  pursu- 
i n g  v igo rous ly  t h e  i s s u e  of g radua t ion .  UNO c l i e n t s ,  i n  t h i s  
v i s i o n ,  w i l l  never  be  a b l e  t o  make themselves accep tab le  t o  t h e  
formal banking system, which w i l l  never be  w i l l i n g  t o  pay t h e  
h igh  c o s t  o f  s e r v i c i n g  them. That i s  why UNO is considered "a  
good deed,"  i n  t h i s  view, r a t h e r  t han  a  program t h a t  could be 
r e p l i c a t e d  by t h e  p u b l i c  s e c t o r .  This  kind of v i s i o n  on t h e  
p a r t  of  R e c i f e ' s  i n f l u e n t i a l  bus ines s ,  banking,  and p o l i t i c a l  
a c t o r s  meant t h a t  nobody wi th  concern o r  wi th  power was going 
t o  b e  p r e s s i n g  t h e  i s s u e  of g radua t ion  wi th  t h e  banks. I t  
should be noted,  of  course ,  t h a t  UNO a l r e a d y  had i t s  hands f u l l  
s imply t r y i n g  t o  a r t i c u l a t e  a r e l a t i o n s h i p  wi th  t h e  bank t h a t  
would r e s u l t  i n  t h e  t ime ly  c o n t r a c t i n g  and disbursement o f  
c r e d i t ,  l e t  a l o n e  t h e  smooth func t ion ing  of c o l l e c t i o n  proce- 
dures .  It  could no t  reasonably be expected t o  expend cons ider -  
a b l e  e f f o r t  i n  another  b a t t l e  t h a t  was n o t  s o  c r u c i a l  t o  t h e  
immediate func t ion ing  of i t s  program. 

Whereas UNO s t r e s s e d  documentation, g u a r a n t i e s ,  and aver-  
age ba lances  t o  exp la in  why gradua t ion  was d i f f i c u l t ,  t h e  UNO 
borrowers I in te rv iewed,  though a l s o  mentioning t h e s e  problems, 
l a i d  primary importance on t h e  s h o r t  per iod over  which bank 
c r e d i t  had t o  b e  amortized ( a s  po in ted  ou t  i n  t h e  s e c t i o n  on 

'A similar r e d i r e c t i o n  h a s  occurred a s  a  r e s u l t  of  new a g r i -  
c u l t u r a l  c r e d i t  programs f o r  smal l  farmers  i n  Northeast  B r a z i l ,  
where branch managers o f  t h e  Bank of B r a z i l  have s e n t  r e g u l a r  
small-farmer customers t o  t h e s e  new l i n e s .  A s  i n  t h e  case  of 
UNO, t h i s  r e d i r e c t i o n  l e a v e s  more d i r e c t  c r e d i t  a v a i l a b l e  f o r  
r a t i o n i n g  among t h e  b e s t  c l i e n t s ,  and a l s o  reduces  t h e  bank ' s  
l ending  c o s t s  because,  a s  i n  t h e  c a s e  o f  t h e  UNO program, most 
of t h e  loan  process ing  work i s  done o u t s i d e  t h e  bank--in t h i s  
c a s e ,  by  t h e  ex tens ion  s e r v i c e .  

'1t would s e e m  t h a t  UNO could cope with  t h i s  problem by adopt-  
i n g  a r u l e  used by i t s  " d i s c i p l e "  i n  Ecuador--the Banco d e l  
p a c i f i c o .  There,  any i n d i v i d u a l  who a l r e a d y  has  a  checking 
account a t  a  bank cannot apply f o r  t h i s  p a r t i c u l a r  program's 
c r e d i t  (PISCES 1981:220). 



repayment): whereas UNO allowed 12 to 15 months for working- 
capital credit, borrowers said, banks were lending out short- 
term credit for no more than 60 days.' Firms that are not 
registered, moreover, must borrow as individuals at higher 
rates than those available to firms. Though borrowers also 
mentioned the higher interest rates at banks as reasons for 
their not planning to "graduate," the amortization period 
seemed more significant to them. Clearly, the high differen- 
tial between the UNO interest rate and the other subsidized 
lines of credit (40-B0%)--let alone credit at market rates 
(130-230%)--is a real disincentive to UNO borrowers to even try 
to graduate. 

UNO and its borrowers are right when they say that it is 
difficult to graduate. The subsidized lines of credit to which 
they might normally move are blocked by the perverse effects of 
their subsidized interest rates, which results in tight c edit 
being rationed to the borrowers most prized by the banks. 5 
UNO's way of defining its purpose and its client group, in 
turn, reduces the significance of graduation: clients are seen 
as simply struggling to survive, rather than as having a poten- 
tial for growth. They are seen as not being able to withstand 
the costs of becoming registered, tax-paying firms, nor does 
UNO advise them to do so. Graduation to direct bank credit, of 
course, is part of such a transition. Hence it is not surpris- 
ing that graduation, like becoming legal, is looked at by UNO 
as beyond the realm of possibility for a large part of its 
clients. 

Though UNO has up to now not seemed to put much hope in 
graduation, there are signs that the state bank is now taking 
more interest in handling some small firms directly. There is 
no doubt that the brushing of shoulders with UNO has played an 
important role in providing the hank with the knowledge, the 
experience, and the comfort necessary to help it move in this 

'There is a special line of credit for working capital (CEF) 
that allows repayment in up to 15 months, but real guaranties 
are required and interest is 7% per year plus an almost full 
monetary correction, which would have amounted to a total of 
approximately 103% in 1981, compared to UNO's 25% rate of 
interest. 

2~yler also comments on this perverse effect of the Brazilian 
government's subsidized credit program for small firms (Resolu- 
tion 388). Commercial banks use this lending, he says, "as a 
bargaining instrument in their dealings with large clients. 
Subsidized...funds are provided to the firm...in return for the 
purchase of other types of banking services at non-subsidized 
prices" (n.d.:164). 



direction. Thus though graduation has not been paid the atten- 
tion it should have, perhaps it will now begin to take on more 
importance. Were UNO able to show a large share of graduates 
among its ex-borrowers, the program would have considerably 
greater impact and justification. 

Keeping Away the Unfit 

UNO is very proud of having provided credit to poor pro- 
ducers who never had it before. It attributes its ability to 
do so, and to keep away the larger firms attracted by UNO's 
highly subsidized interest rates, to a series of qualifying 
criteria that it unfailingly enforces. First, there are ceil- 
ings on number of employees, firm owner's family income, annual 
sales, and fixed investment. The number of employees can be no 
greater than 5 for retail and services, and 10 for manufactur- 
ing; annual sales can be no greater than U.S.$62,000 (CrS8.4 
million) for manufacturing firms, and U.S.$44,500 (Cr$6 mil- 
lion) for retail and service firms; the ceiling for fixed in- 
vestment is U.S.$52,000 (Cr$7 million) for manufacturing, and 
U.S.$37,000 (Cr$5 million) for retail and services; family 
income may be no greater than U.S.$9,000 (Cr$i million); and 
maximum loan size is U.S.$3,000 (Cr$400,000). Though the 
ceilings are high, given UNO1s claims to lending to the small- 
est of firms, they are still significantly lower than the 
government ceilings on credit to microfirms--a fact of which 
UNO is quite proud. The CEBRAE ceilings are twice those of UNO 
for the number of employees, annual sales, and maximum loan 
size. (CEBRAE's ceiling on annual sales for manufacturing 
firms, U.S.$414,000, is actually three-and-a-half that of 
UNO'S.) 

Probably more effective than the quantitative ceilings is 
a set of additional qualitative criteria used by UNO for 
screening out inappropriate clients. The firm owner must spend 
the major part of his time working in the firm, the firm must 
be located in a lower-class neighborhood, and the firm owner 
has to be a "lower-class" person. In order to assure itself 
that the firm meets these criteria, UtiO insists that the loan- 
application interview be conducted on the firm's premises. In 
contrast to the microfirm credit of the CEBRAE system, finally, 
UNO lends to firms that are clandestine. 

UNO has also been helped, by events somewhat beyond its 
control, to keep larger firms away from its highly desirable 
credit. Various circumstances coincided to limit the demand 

l~xchange rate for dollar values in this paragraph is Cr$135. 



for UNO credit by small as well as large firms. First, UNO 
customarily interviewed the loan applicant extensively two or 
three times on the firm's premises, in addition to promising to 
make two or three onsite supervision visits after the loan was 
granted. This must have turned away some potential borrowers, 
particularly larger ones for whom direct bank credit, though 
more costly, would involve neither monitoring visits to the 
premises nor time-consuming questioning. The long delays 
between UNO's first contact and the final release of credit 
funds would also have had the same demand-constraining 
effect. In addition, the low loan ceiling of U.S.$3,000 
(Cr$400,000) and the effect of 100%-a-year inflation in 
diminishing that value further would also have discouraged 
larger-firm pretenders to UNO credit. It was these three 
factors--delay, low loan value, and the numerous and extended 
UNO interviews--that were often complained about by UNO bor- 
rowers in my field interviews and in a survey conducted by UNO 
(UNO 1980-81). 

Demand for UNO credit, finally, was limited by UNO's 
policy of not advertising its program beyond the promotional 
meetings it held periodically in the neighborhoods it had can- 
vassed. A single departure from this policy--now regretted by 
UNO--was a radio advertising campaign in 1977, financed by a 
grant from the Inter-American Foundation. As a result of the 
radio announcements, UNO was deluged with requests and had to 
turn away a large number of people, many of whom came from the 
interior of the state, where UNO was not even lending. UNO 
decided thereafter that it could not handle tkat kind of vigor- 
ous demand. 

Until the end of 1981, then, UNO closed each year with no 
waitinq lines for credit. Because of its smallness and the 
costs of borrowing, particularly to large borrowers, UNO never 
really had to engage in the kind of credit rationing that 
results from the usually heavy demand for credit that is highly 
subsidized. It could carefully pick and choose, in an environ- 
ment free of the pressures to lend fast and large. 

UNO is now moving into a period where constraints on the 
demand for its credit are diminishing. As discussed above, the 
delay bottleneck has finally been broken with the bank, and 
loans that took three to six months to be processed and dis- 
bursed are now being handled within 10 days. Clearly, this 
will attract many borrowers who previously stayed away because 
of the delay and the reduction in real loan size caused by the 
intervening inflation. As also noted above, UNO has stream- 
lined its loan application process so that tine spent by appli- 
cants answering the questions of UNO field workers will now be 
about one-third of what it used to be. 



Signs of an end t o  the  times of constrained demand can be 
seen i n  UNO's  backlog of app l ica t ions  (120) f o r  the  f i r s t  time 
a t  t h e  end of 1981, four months a f t e r  t h e  reso lu t ion  of t h e  
delay problem. This increased demand, of course, i s  a  s ign of 
UNO's growth and t h e  g rea te r  r ap id i t y  with which loans a r e  
being processed. Yet it could a l so  weaken U N O ' s  s t rength  a t  
keeping t h e  l a r g e r  appl icants  away; p o l i t i c a l  pressure by 
l a r g e r  c l i e n t s  t o  ge t  access t o  UNO c r e d i t  i s  l i k e l y  t o  
increase  s ince  the  i nd i r ec t  cos t s  of borrowing have gone down, 
and UNO's  a t tempts t o  a t tend a  l a rge  number of appl icants  w i l l  
cause it t o  seek ways t o  streamline i t s  approval process,  such 
a s  the  ways described above. A l l  t h i s  may force  UNO t o  be l e s s  
careful  and l e s s  concerned about weeding out t h e  l a rge r  cases-- 
s ince  these  cases w i l l  allow UNO t o  "get r i d  of"  l a rge  chunks 
of funding a t  r e l a t i v e l y  low cos t .  

Another s ign of increased demand, and perhaps of UNO 
pu l l ing  i n  t h e  d i r ec t i on  of l a rge  borrowers, i s  t h a t  many 
app l ican t s  a r e  now seeking out UNO f o r  t h e  f i r s t  time a t  i t s  
o f f i c e  i n  c e n t r a l  Recife--having heard about UNO c r e d i t  through 
f r i ends  o r  r e l a t i v e s  who a r e  c l i e n t s .  This con t r a s t s  with t h e  
pas t ,  when most appl icants  were sought out  by UNO i n  t h e  neigh- 
borhoods where it was canvassing. In f a c t ,  UNO d i d  not even 
conduct any of i t s  neighborhood promotion meetings i n  1981 f o r  
lack of funds; these  meetings were one of UNO's p r inc ipa l  ways 
of ge t t i ng  t o  firm owners who were too shy o r  f e a r f u l  of l ega l  
repercussions t o  ge t  involved with UNO. 

The t r i p  t o  UNO's headquarters involves t ranspor ta t ion  
c o s t s  and time away from the  firm, given t h a t  most UNO c l i e n t s  
a r e  located a t  d is tances  of from 30 t o  90 minutes away by 
public  t r anspor ta t ion .  The t r i p s  would be l e s s  cos t l y  f o r  
firms owning t h e i r  own vehicles ,  and f o r  owners with par tners  
o r  employees who can be l e f t  i n  charge f o r  a  good p a r t  of the  
day; t h e  t r i p s  a r e  a l so  more l i k e l y  t o  be undertaken by firm 
owners who f e e l  more confident about engaging with public  
bureaucracies.  That more and more UNO borrowers have them- 
se lves  sought out  UNO, then, may r e s u l t  i n  a  se l f - se lec t ion  
toward t h e  bet ter-of  f firms. 

UNO i s  a l so  being sought out more and more by appl icants  
a t  i t s  headquarters a t  the  suggestion of some bank managers, 
who sometimes r ed i r ec t  small-firm appl icants  f o r  d i r e c t  bank 
c r e d i t  t o  UNO ins tead.  This red i rec t ion ,  described i n  t h e  
previous sec t ion ,  has developed not only because of U N O ' s  
increased funding, b u t  because of t h e  decen t ra l i za t ion  of the  
s t a t e  bank 's  UNO operat ion t o  th ree  branch banks i n  t h e  Recife 
metropolitan a rea ,  i n  addi t ion  t o  the  headquarters branch 
through which a l l  UNO loans were previously processed. Located 
c lose r  t o  t h e  neighborhoods where UNO lends, these  branch man- 
agers  a r e  more access ib le  t o  neighborhood firms. For t h e  
reasons discussed above, bank managers w i l l  t r y  t o  slough of f  



some of t h e i r  small c l i e n t s  by having them borrow through t h e  
UNO l i n e .  

The po t en t i a l  f o r  "reverse graduationN--whereby firms able  
t o  work d i r e c t l y  with banks end up with UNO instead--tends t o  
be exacerbated by t h e  credi t - t ightening po l i c i e s  of the  Brazi l-  
ian  government of the  pas t  few years.  Small firms t h a t  might 
previously have had access t o  abundant subsidized c r e d i t  a r e  
now squeezed ou t ,  a s  t h e  diminished pool of c r e d i t  ge t s  
rat ioned off  t o  the  l a rge r  firms. The smaller firms with 
previous access t o  t h e  bank, then, a r e  now looking fo r  new 
p o s s i b i l i t i e s  of cheap c r e d i t ,  UNO being one of the  few. 
Recession, credi t - t ightening,  the  se l f - se lec t ion  of the  b e t t e r -  
o f f  firms t h a t  go t o  UNO headquarters,  and the  opening of UNO 
c r e d i t  l i n e s  i n  t h r ee  neighborhood banks, i n  sum,  w i l l  a l l  
increase  the  pressure on UNO t o  lend t o  i t s  bet ter -off  
appl icants .  

UNO i s  well  aware of the  pressures toward l a rge r  loans and 
l a rge r  firms. It  i s  concerned about the  f a c t  t h a t  average loan 
s i z e  increased i n  1981 f o r  the  f i r s t  time by 8% i n  r e a l  
terms. I t  i s  aware t h a t  t h e  increase  occurred i n  a year when 
the  number of loans almost doubled, when delays were resolved, 
when many more appl icants  sought out UNO a t  i t s  headquarters,  
and when UNO held  no promotional meetings i n  the  neighbor- 
hoods. UNO hopes t h a t  the  opening of o f f i c e s  i n  t h e  neighbor- 
hoods where it works, scheduled t o  take place under the  new 
World Bank pro jec t ,  w i l l  he lp  t o  reverse t h i s  tendency. I t  
a l s o  f e e l s  somewhat protected by t h e  f a c t  t h a t  it can now re- 
d i r e c t  overly l a rge  appl icants  t o  a new CEBRAE c r e d i t  program 
f o r  microfirms being channeled through N A I .  The NAI/CEBRAE 
c e i l i n g s  a r e  twice those of U N O ' s .  

The rapid expansion planned by UNO under the  World Bank 
pro jec t s ,  f i n a l l y ,  may a l s o  endanger i t s  a b i l i t y  t o  exclude the  
l a rge r  firms. Under the  World Bank p ro j ec t  f o r  the  Recife 
metropolitan area ,  UNO i s  expected t o  be making 2,000 loans per  
year  by 1985, which represents  a f ive fo ld  increase  over the  
number of loans made i n  1981. This degree of change represents  
a major transformation f o r  any organizat ion,  and it would not 
be surpr i s ing  i f  f e w  of U N O ' s  current  ways of doing th ings  
emerge unscathed. This kind of expansion, moreover, makes 

'The evaluator  of a small-business c r e d i t  program i n  Honduras, 
which has a l s o  jus t  received unprecedented increases  i n  i t s  
funding (from A I D  and I D B  l oans ) ,  s e t s  f o r t h  very s imi la r  con- 
cerns and predic t ions .  With t h e  new funding, t h e  evaluator  
says,  " the  pressures t o  disburse many more loans rapidly  w i l l  
increase dramatical ly."  This w i l l  force the  organizat ion t o  
l ea rn  how t o  make more good loans a t  a lower cos t ,  he says,  and 
hence " the  old system o r  methodology w i l l  break down..." 
(Fraser  1982:18). 



UNO's loan-allocation power a more desirable object for manipu- 
lation by politicians and other powerful actors than was the 
case when UNO was small and its lending insignificant. 

There is a certain contradiction, then, between UNO's 
success at attracting major funding and in streamlining its 
lending procedures--and its ability to continue serving, with 
highly subsidized credit, as humble a clientele as it has 
served until now. This is not to say that UNO is doomed to 
drift upwards in the size distribution of firms. UNO's fierce 
commitment to its target group, its pride at being "the only 
one" who serves that group, and its contempt for other agencies 
that say they are serving microfirms but who "really" are not-- 
all represent a strong force in the opposite direction. In 
determining how UNO evolves, this force may turn out to be just 
as strong as those of demand, political pressure, cost, and 
program expansion. 

Business Extension 

UNO gives courses to firm owners in the neighborhoods 
where it lends. Each course lasts two weeks, and consists of 
four "modules": basic management, transactions with banks, 
basic bookkeeping, and sales promotion. The course is attended 
by an average of 15 firm owners, most of whom are UNO clients 
or applicants, though they need not be. UNO's permanent staff 
conducts the courses, which are ass med by UNO to use approxi- 
mately 30% of the operating budget.' UNO considers its 
extension efforts to go beyond the courses to the students' 
visits to clients during the loan-application and monitoring 

'1n 1980, UNO gave the sales, banking, and bookkeeping modules 
four times in Recife, and the management module 12 times: 198 
owners attended the management module, which represents 64% of 
the firms receiving loans that year: 73 attended both the bank- 
ing and sales-promotion modules, and 52 attended the book- 
keeping module (UNO 1981:T.4.). (I make the comparison to 
numbers of loan recipients only to give a rough idea of the 
share of recipients participating: in any one year, some course 
participants will have received loans in previous years, some 
participants may not receive a loan until the succeeding year, 
and some participants may never receive them.) 

2~his includes the interior program as well, and would have 
amounted to U.S.$220,000 (CrS20.1 million) in 1981. In 1980, 
twice as many courses were given in the interior as in 
Recife. My budget figures for UNO do not separate out the 
Recife program. 



periods. On these occasions, the student workers give advice 
to clients about how to improve various aspects of their enter- 
prises. In Recife, UNO does not provide technical assistance 
regarding production processes: in the interior program, UNO 
has made arrangements to provide technical assistance when 
necessary through the state technical assistance agency ITEP, 
which has made one staff member available for this purpose. 

It is important to evaluate the contribution of UNO's 
extension efforts to the assisted firms because (1) the exten- 
sion is costly, as can be seen from the share of UNO's budget 
that extension consumes; (2) if extension advice is accepted 
and useful, the resulting increases in production and produc- 
tivity will increase the program's benefit-cost ratio--thus 
providing a justification for the extension expenditures and 
the high unit costs of delivering credit: and (3) this type of 
extension is a common component of small-business credit pro- 
grams, and thus any judgments about its value can help in the 
design of future projects. 

Cost-minimizing considerations have been important in 
determining the standard form in which UNO and other such 
programs provide extension. Whereas students are considered 
capable of being trained to give advice regarding management 
and bookkeeping (what UNO calls "training"), extension involv- 
ing the production process (what UNO calls "technical assis- 
tance") is considered to be beyond the capabilities of these 
"cheap" student workers or other paraprofessionals. This dis- 
tinction between "training" and "technical assistance," and the 
desire to use students because they are cheap, partly explains 
the exclusive emphasis on management training of many programs 
such as UNO, as opposed to technical assistance regarding the 
production process. The use of students and other paraprofes- 
sionals, that is, resulted from the desire of such programs to 
provide business extension and, at the same time, the realiza- 
tion that it was very expensive to do so on an individual 
basis. The only way around this dilemma was to train inexpen- 
sive workers with no business experience in a simple consulting 
procedure, and to identify needs shared by all businesses, so 
that extension could be provided more cheaply to groups rather 
than to individuals. Because bookkeeping and management are 
the only skills required of all firms, extension tended to con- 
centrate on these subjects which, it was felt, could be system- 
atized into generally relevant routines, easily learned by 



workers without business experience--n mely, group teaching of 
bookkeeping and management techniques. ? 

The difficulty of providing advice regarding the produc- 
tion process through inexperienced students or other parapro- 
fessionals is - less of a problem when one is lending to retail 
firms, as UNO does in Recife. This suggests that UNO's empha- 
sis on retail firms, as opposed to manufacturing and services, 
may also reflect a wise adaptation to its limitations. The 
fact that only the interior program of UNO provides technical 
assistance to the production process, through a contract with 
an outside agency--and that loans to manufacturing and service 
firms play a larger role there--is probably a result of that 
program's being much more liberally funded than Recife until 
now. 

Extension and impact 

UNO's courses for microfirms and the advice given by 
students seem to have little impact. Of 25 UNO clients I 
interviewed in Recife, only one had attended the courses. An 
incomplete UNO evaluation of clients in 1980 and 1981 also 
reported low rates of attendance; out of 35 clients, only 13 or 
38% had attended the courses (UNO 1980-81). The impressions 
reported by one of the field researchers for this evaluation 
were similar to my own: "Many of the interviewed [clients] 
never participated, hadn't been asked to, nor had even heard 
that UNO gave a course..." Most of those who attended the 
courses said that they "could not put anything they learned 
into practice (UNO 1980-81:15)." Many participants attended 
the course while their applications were being processed-- 
assuming, incorrectly, that "this demonstration of good faith 
would help them get their loans (UNO 1980-81:10)." Some par- 
ticipants came only to the first few meetings, enjoying them 
for their social aspects more than anything else. Some par- 
ticipants, as well as UNO staff, mentioned that the courses 

l ~ h e  elements of this history are taken from Marris and 
Somerset (1971:219-221) and Harper (1975:368). Not all prac- 
titioners accept the idea that the cost constraint makes group 
extension more preferable to individualized assistance in the 
management area. John Hatch, who has worked extensively in 
Latin America assisting small farmers to keep books, argues 
that intensive individual assistance to a few small farmers has 
proved to have very high spillover effects in terms of imita- 
tion by neighboring farmers--when the latter see the increases 
in their neighbors' income that result from the improved man- 
agement practices. 



lumped together all kinds of firms--retail, services, and 
manufacturing--so that the information provided was excessively 
general and therefore of little value. 1 

Many small-business credit projects provide courses for 
firm owners, and some actually require that loan applicants 
attend before they can obtain credit; the AITEC-assisted 
program in Cali, Colombia is an example (PISCES 1981). It is 
not unusual, moreover, that these "training" exercises are 
judged ineffective. An evaluation of such a program in El 
Salvador found that the training was "ineffective and not well 
received," and that clients often participated only to qualify 
for credit, "but very seldom actually apply what is taught 
(PISCES 1981:185)." Those negative findings resulted in the 
termination of the training component of that program. In 
copying the UNO program in Ecuador, the Banco del Pacifico left 
out the training courses completely, to "keep costs down" 
(PISCES 1981:219). A small-business credit program in Upper 
Volta, sponsored by a U.S. private voluntary organization, also 
decided that management assistance was "unnecessary and in- 
appropriate" (Goldmark et a1.1982:130). Though the sponsoring - -  - 
organization had originally viewed management-assistance as 
"the most important vehicle for achieving enterprise develop- 
ment," their experience led them eventually to pare down that 
part of their program radically. 

The recommendations offered by UNOVs student workers 
during the loan-application and monitoring visits also seem to 
have little value or impact. Of the 25 client files that I 
read, the recommendations recorded by the student workers were 
quite formulaic, and almost always the same, particularly in 
the case of retail establishments: (1) keep written records of 
receipts and expenditures; (2) keep written track of inventory; 
(3) diversify the inventory; and (4) improve the visual or 
hygienic aspect of the store. Just as routinely, monitoring 
reports told how clients rejected the recommendations or did 
not put them into practice. With respect to keeping records, 
firm owners usually said that they did not have the time, or 
that it was "a waste of time." As one student researcher 
reported in the above-cited evaluation: 

Fifty percent of the clients r9 out of 181 
said the supervision visits were understand- 
able, yet they did not put the recommen- 
dations into practice--either for lack of 
time, or because they thought them to be 

l ~ h e  "excessive generality" of UNO1s training programs was also 
criticized by Osdrio (1981:31), who recommended that firms 
engaged in similar activities should be grouped. 



inappropriate in light of their long experi- 
ence in business. Some expressed the hope 
that UNO might send a more experienced person 
with more specific advice. The other 50% 
thought that supervision visits were simply a 
check to see if the funds were being properly 
used.... The recommendations given during 
the visit were of no interest to them, since 
they said they had more experience than those 
who were advising them (UNO 1980-81:12). 

These firm owners looked at the monitoring visits as "something 
to put up with stoically, given that they had obtained what 
they wanted" (UNO 1980-81:38). 

Though UNO's clients saw the pre-loan interviews and the 
monitoring visits as a necessary evil, this did not mean that 
they disliked the students. To the contrary, they saw the stu- 
dents as extremely nice people who worked hard to help them get 
credit. An amusing illustration of this sympathy for the stu- 
dents combined with disinterest in their advice, is the comment 
of a firm owner as reported by one of the interviewers in the 
above-cited evaluation. Though the recordkeeping recommended 
by the UNO student worker was really "unnecessary," the firm 
owner said, he nevertheless bought a notebook to write things 
down--"due to the insistence" of the worker. Now, when he 
thinks that he is about to receive a monitoring visit from UNO, 
"he takes note of some numbers, pulled out of his cap and wrong 
at that, [so that] the [UNO] girl can do her job." Though this 
recordkeeping has been "just one more extra piece of work 
required by UNO," he said, he really "didn't mind because the 
UNO workers are such good people, and they are trying very hard 
to help (UNO 1980-81:34)." The recommendation to keep records 
was adopted by this client only to please UNO--and in a form 
that served only that purpose, rather than its real purpose of 
helping the firm to become more efficient. 

In sum, UNO performed well at bringing formal credit to 
microfirms and at gaining enough trust that they would take 
credit. At the same time, it performed unimpressively in the 



area of extension, a not unusual outcome.' UNO8s clients were 
also of this opinion, as indicated in the quotations above; 
they saw their new access to credit, and the invaluable 
intermediation of UNO, as worth so much that they were willing 
to put up with the occasions on which advice was profferred. 

In describing these perceptions of UNO clients, one of the 
interviewers noted that many clients "have no real understand- 
ing of what UNO is," and think that it is "just a bank." They 
have no concept of "the difference between a selection visit 
and a monitoring visit," the interviewer noted, "for everything 
is the same in their eyesn (UNO 1980-81:22). My impression of 
UNO's contribution is closer to that of the clients than of the 
UNO researcher, who attributes the vision to a lack of under- 
standing. Being "just a bank," I would say, was not only a 
fairly accurate description of UNO, but also represented an 
accomplishment. But it is difficult for UNO to accept this 
self-image for reasons discussed below. 

UNO's extension efforts could have perhaps benefited by 
some participation by its clients in program design. With the 
clients having a say in the content of the training, the 
ineffectiveness of UNO's extension might have been traced to 
the inadequacy of the program itself. The clients, moreover, 
would probably have unabashedly endorsed the idea of UNO as 
"just a bank"--uninfluenced as they would have been by the 
accepted wisdom of what a "respectable" small-business program 
should look like. A little participation in this instance, in 
sum, might h ve helped UNO to respond better to this particular 
shortcoming. 9 

l ~ h e  quotations in the previous paragraph are remarkably sim- 
ilar to reports on the above-cited project in Upper Volta. 
"Some clients proved able to learn these management tech- 
niques, but...almost none used the information they so pains- 
takingly recorded to analyze what was happening in their 
business" (Goldmark et a1.1982:50, citing the sponsoring organ- 
ization's final report). It was also observed that "clients 
often kept careful accounts until their last loan repayment, 
and then immediately ceased keeping such records. Books were 
kept, explained several clients, not as a management tool, but 
to please the assisting organization's staff and visitors..." 
 bid., - p. 50). 

2~~~~~ reports that, currently, the most successful management 
training courses are the most participatory ones. A sign of 
the success is that in at least one of these programs (in 
Bogota, Colombia), clients pay tuition. In the Upper Volta 
program mentioned above, clients are sometimes used quite 
effectively as business extension agents (Goldmark et al. 
1982: 51). 



Extension and o r g a n i z a t i o n a l  r e s p e c t a b i l i t y  

Why would UNO cont inue committed t o  i t s  t r a i n i n g  program, 
g iven  its c o s t s  and the  nega t ive  r e p o r t s  coming i n  through i t s  
own eva lua t ion  research?  I t  should be noted,  f i r s t ,  t h a t  t h e  
e v a l u a t i o n  c i t e d  above was never completed, because of a  shor t -  
age of funds;  t h e  quoted observa t ions  a r e  taken from t h e  w r i t -  
t e n  r e p o r t s  o f  seven s t u d e n t  workers a t  UNO, each of whom 
interviewed between 10 and 20 UNO c l i e n t s .  Thus UNO does no t  
r e a l l y  have a  completed eva lua t ion  t e l l i n g  it t h a t  i t s  t r a i n i n g  
is  i n e f f e c t i v e ,  though t h e  f i e l d  reports c e r t a i n l y  provide 
enough m a t e r i a l  t o  r a i s e  ques t ions .  

UNO's  t r a i n i n g  c o s t s  have been s i n g l e d  o u t  on va r ious  
occas ions  f o r  f inanc ing  by fo re ign  donors o r  B r a z i l i a n  govern- 
ment e n t i t i e s ,  w h i  h  wanted t o  a t t a c h  t h e i r  c o n t r i b u t i o n  t o  a  £ s p e c i f i c  a c t i v i t y .  The a t t r a c t i o n  of donors t o  t r a i n i n g ,  
t hen ,  may have been more s i g n i f i c a n t  i n  determining i t s  con- 
t i nued  a t t r a c t i v e n e s s  t o  UNO than  any evidence of i t s  value.  
Tra in ing  a l s o  con t inues  unquestioned a t  UNO probably because it 
i s  p a r t  of t h e  accepted wisdom about  how t o  go about doing a  
small-business c redi t  program. A s  d i scussed  above, UNO-type 
ex tens ion  courses  evolved i n  response t o  t h e  d e s i r e  t o  provide  
bus iness  ex tens ion  i n  a  way t h a t  was not  a s  p r o h i b i t i v e l y  
c o s t l y  as f i rm-spec i f i c  a s s i s t a n c e .  Rut once one divorced t h e  
extension from t h e  problems of any p a r t i c u l a r  e n t e r p r i s e ,  t h e  
r e s u l t i n g  courses  were t o o  gene ra l  t o  b e  of use, a s  t h e  com- 
ments of UNO c l i e n t s  i n d i c a t e .  Management courses  neve r the le s s  
became " re spec tab le"  p a r t s  o f  small-business programs because 
they  s a t i s f i e d  t h e  d e s i r e  t o  provide "low-cost" bus iness  exten- 
s i o n ,  r a t h e r  than  because they were shown t o  be  e f f e c t i v e .  I f  
you were a  "good" o rgan iza t ion ,  then  you d i d  management 
t r a i n i n g .  

The unswerving commitment o f  smal l -business  c r e d i t  pro- 
grams t o  t r a i n i n g  a l s o  follows from t h e i r  a n a l y s i s  of " t h e  
microfirm problem." I t  is  no t  on ly  t h a t  microfirms have no 
access  t o  c r e d i t ,  according t o  t h i s  view, but t h a t  t h e y  do no t  
know how t o  do  t h i n q s  p rope r ly  and need t o  l e a r n  how t o  run 
t h e i r  f i rms  more e f f e c t i v e l y .  Though t h e r e  i s  some t r u t h  i n  
t h i s  judgment, t h e  emphasis on it r e p r e s e n t s  a  "comfortable" 
a n a l y s i s  of t h e  problem. It is  p o l i t i c a l l y  and organiza-  
t i o n a l l y  e a s i e r  f o r  a  government t o  be i n  favor  of bus iness  
t r a i n i n g  than t o  open up t o  small  f i rms t h e  system of govern- 
ment c r e d i t ,  government procurement, import p re fe rences ,  and 

h e  Inter-American Foundation, PACT, and t h e  B r a z i l i a n  
Minis t ry  of Labor have a t tached  t h e i r  donat ion to U N O ' s  
t r a i n i n g  program. 



other subsidies. Training, in addition, represents what a 
small project organization can do, whereas the coverage pro- 
vided by government programs and policies is often beyond its 
control. The "need for training," then, is a more "functional" 
explanation of the problems of the small-firm sector than its 
exclusion from a system of incentives. Management training 
courses are popular, id sum, because they are easier to do, 
politically and organizationally, and because this analysis of 
what is needed leads to support for the organizations wanting 
to work in the small-business sect0r.l This gives strength to 
the diagnosis of management inefficiency as a source of the 
small-firm's problems. All this does not mean, however, that 
training is necessarily effective. But the "func ionality" of 
training causes it to be assumed to be effective. 5 

I do not question the judgment that microfirms could 
improve their management. Indeed, various studies have sug- 
gested that many small firms have an adequate .supply of cash 
and that additional credit without improvements in management, 

1~ similar argument can be made for the "functionality" of the 
myth of the ignorant peasant farmer with respect to the consid- 
erable financial support provided for agricultural extension-- 
despite various reports on the inappropriateness and ineffec- 
tiveness of many extension recommendations. See Tendler 
(l982b: 70) .  

'1n commenting on the Recife urban development project of which 
UNO is a part, Oso'rio also expresses "some doubts with respect 
to the effectiveness of...training programmes at both mana- 
gerial and worker levels" (1981:33). Schmitz also criticizes 
the emphasis in Brazil on management training as "the favorite 
recipe" for small-enterprise problems (1982:179). He notes 
that proposals to change the whole incentive structure regard- 
ing small enterprises receive little consideration at govern- 
ment levels, whereas support is much more likely to be forth- 
coming for proposals to remedy the small firms' "lack of 
managerial ability." Given the greater relative importance of 
external factors versus those internal to the firm, he argues, 
"managerial training hardly deserves the priority it is givenw u. ) . 



will have little impact.' But the idea that one thing will 
work (credit) only if it goes together with another (training) 
is questionable. Though an effective training program might - 
have added to UNO's impact on its clients, the lack of such a 
program does not therefore take away from the achievement in 
credit. More important, an ineffective training program is 
certainly not better than no training program at all. Even if 
one admits that microfirms need training at least as much as 
they need credit, a perhaw more relevant view of reality is 
that organizations providing assistance to microfirms seem to 
not do as well at training as they do at providing "just" 
credit. This reality may be a better guide for deciding what 
such programs should look like, rather than an ideal vision of 
all the things that need doing. 

l ~ a r ~ e r  (1975b:369-370) says that inefficient management often 
gets misinterpreted as capital shortage, given that many firms 
show excessive investment in inventory and underutilized equip- 
ment. Kilby (1981:28) also sees "financial and business man- 
agement know-how" 2s the major problem, rather than "the lack 
of cash as such." The PISCES research on small-business credit 
programs (1981:222) notes that the sum of various administra- 
tive inefficiencies can cause an actual shortage of working 
capital, thus leading to the mistaken belief that what is 
needed to remedy the situation is a loan. 



IV - The Borrowers 

Do UNO's borrowers live up to their description? Are they 
beyond the formal credit system? Do they actually live and 
work in poor neighborhoods? Where do they lie in the income 
distribution? What kinds of firms are they? 

Data collected in a survey of 5 0 borrowers provide some 
basis for answering these questions.? Of the surveyed firms, 
42% are retail establishments; 24% are manufacturing enter- 
prises (including 7% mixed service/manufacturing and 3% mixed 
retail/manufacturing); and the remaining 34% are service firms 
(including 12% that are mixed retail/service). The largest 
single category of firms is smali retail food markets, 
accounting for 21% of the total. Of the 500 firms, 39% oper- 
ate on the owner's home premises, 46% have no employees except 
the owner himself, and an additional 44% have between one and 
three employees, in addition to the owner. Thus 90% of the 
firms have less than four employees. A majority of the firms 
(63%) had ann a1 sales levels less than U.S.$16,300 
(Cr$709,200) .Y The family income of a majority of the firm 
owners (73%) was less than five times the prevailing minimum 
wage, and the income taken out of the firm for family expenses 
was le s than five minimum wages for most of the firms 
(91%) .' A majority of firm owners (51%) did not own their 
homes. 

Most of the firm owners surveyed by UNO (78%) reported not 
having other sources of income. The most common form of other 

%NO 1980. The 500 firms are 
firms in Recife for which UNO 
April 1978 and August 1979. 

not a sample, but represent all 
prepared loan proposals between 

'Next, in decreasins order of importance, are auto repair shops 
(501, small restaurants and snack shops (4%), electrical repair 
shops (4%), furniture manufacturing ( 3 % ) ,  photography shops 
( 3 % ) ,  small dry goods and notions stores (2%), small clothing 
stores ( 2 % ) ,  metal-working shops (2%), primary schools (2%), 
beauty salons (2%), and manufacturers of cement or ceramic 
objects (2%). Together with the food markets, these categories 
account for 53% of the loans. 

3 ~ 1 1  data reported from this survey are in 1980 dollars, and 
were converted from cruzeiros at the rate of CrS52.699 to the 
dollar. 

41n 1980, when the survey was conducted, the monthly minimum 
wage was equal to U.S.$54 (Cr$2,364). 



incomes was property rent (received by 14% of the total owners) 
and social security payments (reported by 7%). Of the salaried 
workers employed by UNO borrowers, 48% earned less than the 
minimum wage; 22% of total workers were not remunerated, most 
being unpaid family workers. Of the total number of paid 
employees, only 7 %  were registered and received the benefits of 
the labor legislation (minimum wage, paid holidays, 13th sal- 
ary, severance pay, social security, and medical insurance con- 
tributions). Most of the firms (87%) did not pay the business 
income tax and a majority (51%) were not registered as busi- 
nesses. A majority of firms, finally, had never had bank 
credit before UNO (71%). 

A majority of UNO's clients, in sum, seemed to fall within 
the category of informal-sector enterprises: low annual income 
and sales levels, little access to formal-sector credit, few 
paid employees, precarious wages and working conditions, and 
operation outside the law in terms of taxes and city codes. 

A Good Place in the Distribution 

Though W O  seemed to be operating within the informal 
sector, it was also not lending to relatively poor microfirms 
or people. A survey of microfirms in metropolitan Recife 
(FIDEM 1981), together with Brazilian census data, provide a 
basis for comparison. Whereas 22% of UNO firms reported out- 
side incomes from property rental or social security payments, 
only a small percentage of the microfirms surveyed by FIDEM 
received such payments. Whereas 38% of UNO firm owners were 
contributing 16% of their incomes for social security and 
medical insurance payments for themselves as self-employed 
workers, only 3% of the FIDEM firms were making such pay- 
ments. Finally, the average monthly sales of UNO firms were 
considerably higher than those of the firms surveyed by FIDEM; 
whereas only 25% of UNO firms showed average monthly sales of 
less than U.S.$5,400 (Cr$19,700), more than 72% of the FIDE 
firms showed monthly sales that were less than this amount. Y 

bhese figures are all in 1980 dollars. UNO firms, however, 
were similar to the FIDEM firms in the number of employees, 
with approximately 88% of each group having four or less 
employees. This is not necessarily inconsistent with the large 
difference in the average sales of the two groups, because of 
the large number of retail firms among the UNO clientele, for 
which sales and employment levels do not vary together as much 
as they do for service and manufacturing firms--at least for 
the small size of the UNO retail firms. 



Another indirect sign that UNO firms are better off than 
the poorest firms is the low percentage of loans going to 
female-headed firms. Only 15% of UNO firms are headed by 
women; the largest concentration is in the retail sector, where 
women account for 22% of the firms (most of the female-headed 
firms are small clothing-sales operations) .l Female-headed 
firms and self-employed workers are known to be disproportion- 
ately represented in the informal ~ e c t o r . ~  Some other credit 
programs have been able to reach a significantly greater number 
of such firms. In a credit program to small firms in El 
Salvador, 86% of the clients were female (PISCES 1981:173). 

Another sign that UNO firms are not among the poorest 
comes from data on the earnings and household incomes of the 
owners of UNO firms. A comparison of imputed wages and family 
incomes of UNO firm owners to the population of metropolitan 
Recife shows that UNO firm owners are, on the average, not poor 
in either relative or absolute terms. Whereas the imputed wage 
earnings of o ly 17% of UNO firm owners were less than one 
minimum wagerg 59% of the economically active popu ation in 
metropolitan Recife fell in this category in 1970.' Similarly, 
whereas an additional 51% of UNO clients earned more than two 
minimum wages, only 16% of the economically active population 

h e n  this share may be somewhat overstated, because some male 
owners register their firms or their loans in the names of 
their current wives, so that property rights do not accrue to 
former wives under Brazil's common-property laws. In some 
other cases, retired persons, not being able to take out a loan 
in their own names, will register the loan in the name of a 
daughter (or son). 

2~azumdar 1976:660. The same source reports on research in 
urban Peru by Webb, which showed that even when female domestic 
laborers are excluded from the data, 61% of the self-employed 
in the informal sector are women. 

3 ~ h e s e  data were collected before the client received an UNO 
loan. UNO constructs the imputed wage by asking firm owners to 
state their household expenditures for food (including the 
monetary value of goods taken out of client-owned food stores), 
light, water, education, clothing, medicine, etc. If anything, 
one would expect this figure to be biased downward. 

4 ~ e e  Table 4. Comparable data are not yet available for 1980, 
though the 1980 distribution for the economically active popu- 
lation outside agriculture in the state of Pernambuco is avail- 
able and is also presented in Table 4. The non-agricultural 
labor force of metropolitan Recife accounts for 61% of the 
state total (450,000 out of 740,000 in 1970). 



of metropolitan Recife fell into that stratum (Table 4). A 
majority of UNO clients (83%), in other words, was earning more 
than the bottom 40% of the working population of Recife (actu- 
ally, the bottom 59%, but I prefer to leave some room for 
improvement in the distribution between 1970 and 1980). Cor- 
respondingly, 51% of U 0's clients were in the top 16% of the 
earnings distribution. !I 

Comparing the household income of UNO firm owners to that 
of the poor urban population of the Northeast shows differences 
of a similar magnitude (though the data are also available only 
for 1970 and refer to the whole urban Northeast, of which 
Pernambuco is one of seven states). Whereas 47% of the urban 
population of the Northeast shows an average family income of 
less than one minimum wage, only 5% of the households of UNO 
clients are in this stratum (Table 4). Similarly, whereas 72% 
of Northeast urban households have an average monthly income of 
less than two minimum wages, only 26% of UNO households are in 
this situation. The majority of UNO households (74%), in other 
words, have incomes placing them in the top 27% of urban house- 
holds in the Northeast. According to these earnings and family 
income data, in sum, most UNO firm owners o not seem to be 
poor in either relative or absolute terms. 

More direct evidence of the place of UNO firm owners in 
the income distribution comes from UNO itself. In its 500-firm 
evaluation, UNO reported that the owners of its client firms 
"generally have a better standard of living than the rest in 
their neighborhoods--and are even better off than many formal- 
sector workers (UNO 1980:119)." My own visits to UNO's clients 
left the same impression. 

UNO does not deny that it lends to better-off microfirms, 
and that it does not lend in the poorest neighborhoods, the 
so-called "mocambos" of Recife. These poorest firms, UNO says, 

 he difficulties of drawing conclusions from two such dif- 
ferent sets of data cannot be overestimated, and make impos- 
sible any precise statement of the place of UNO clients in the 
income distribution. For this reason, I have presented the 
less desirable but more recent data for comparison in Table 4, 
as well as comparison of household income in the text follow- 
ing, both of which show results of similar magnitude. 

2~arious estimates of the absolute poverty line in Brazil range 
from one or two minimum wages per family, representing the 
bottom 15% to 47% of households, depending on how income is 
defined (Pfefferman and Webb 1979:99-101). I am most grateful 
to Ricardo Moran and Lorene Yap for helping me to locate data 
on Brazilian earnings and income distribution. 



would i n  no way be a b l e  t o  repay a loan. '  UNO a l s o  f e e l s  t h a t  
working i n  t h e  poores t  neighborhoods makes it vu lne rab le  t o  
c e r t a i n  p o l i t i c a l  p ressures :  neighborhood l e a d e r s ,  it says ,  t r y  
t o  use  UNO and i t s  c o n t r o l  over  s c a r c e  loans  t o  f u r t h e r  their  
own p o l i t i c a l  ends. While t h i s  kind o f  concern i s  under- 
s t andab le ,  it i s  not  c l e a r  why such p r e s s u r e s  would be g r e a t e r  
i n  t h e  poores t  neighborhoods than  i n  t h e  o t h e r s  where UNO oper- 
a t e s .  UYO i s  now th inking  o f  extending i t s  o p e r a t i o n s  i n t o  
some of t h e s e  poorer neighborhoods, having conducted censuses  
o f  f i rms  i n  some "mocambos" o f  Recife  dur ing 1981. 

Lending t o  t h e  t o p  

That UNO's c l i e n t s  a r e  i n  t h e  upper 30% o r  40% of  t h e  
income and f i rm-s ize  d i s t r i b u t i o n  should come a s  no s u r p r i s e .  
Research on t h e  informal s e c t o r  has  shown t h a t  owners of smal l  
f i rms s i m i l a r  t o  t h o s e  borrowing from UNO a r e  not  on ly  b e t t e r  
o f f  t han  most in formal -sec tor  workers, b u t  a l s o  earn  more than 
many formal-sector  employees. In an a n a l y s i s  of d a t a  f o r  
met ropol i tan  Recife ,  Souza shows t h a t  " t h e  c r i t i c a l  l abo r  
problem" is  among t h e  small  s e l l e r s  of s e r v i c e s ,  t h e  s e l f -  
employed workers i n  subord ina te  r e l a t i o n s h i p s  t o  o t h e r s ,  and 
domest ics--a l l  of  which account f o r  20% of t h e  l abo r  fo rce  and 
have an average income of a l i t t l e  more than  t h r e e - f i f t h s  of a 
minimum wage (1980:43). Family f i rms ,  i n  c o n t r a s t ,  show an 
average income much h ighe r  than t h e  r e s t  of  t h e  occupat iona l  
c a t e g o r i e s  i n  t h e  informal  sector--roughly 2.5 t imes t h e  m i n i -  
mum wage (about  50% of UNO f i rm owners a r e  above even t h i s  
l e v e l ,  a s  Table 4 shows). A s  i n  t h e  UNO eva lua t ion  c i t e d  
above, Souza notes  t h a t  t h e  s tandard of l i v i n g  of smal l  f i rm 
owners is a c t u a l l y  h ighe r  than t h a t  of unsk i l l ed  workers em- 
ployed i n  formal-sector  f i rms  (1978: 31-33]. Indeed, Souza 
s p e c i f i c a l l y  mentions UNO a s  an example of a program t h a t  
"should not  be  considered a p o l i c y  f o r  t h e  informal s e c t o r "  
(p. 179) because it i s  r e l e v a n t  "only t o  t h e  most prosperous 
and l e a s t  p roblemat ica l  u n i t s "  (pp. 31-33). 

These f ind ings  a r e  not  unique t o  Braz i l .  Mazumdar 
(1976:666), f o r  example, r e p o r t s  on f ind ings  from Malaysia, 
Peru, and Tanzania, showing "a  wide d i v e r s i t y  OF ea rn ings  among 
t h e  self-employed, and evidence t h a t  a s u b s t a n t i a l  p ropor t ion  
of t h i s  group performs b e t t e r  t han  wage ea rne r s "  (1976:666). 

l ~ ~ ~ ~ ~ i s  l i t e r a t u r e  i n c o r r e c t l y  d e s c r i b e s  UNO a s  lending i n  
"fave1as"--the word used i n  Rio de  J a n e i r o  f o r  t h e  "mocambos" 
of Recife.  UNO, i n  c o n t r a s t ,  i s  very c l e a r  t h a t  it does not  
work i n  "mocambos"; indeed,  UNO workers express  f e a r  and 
d i s l i k e  f o r  t h e s e  neighborhoods. 



Squire reports on research in various countries showing that 
the productivity and incomes of many in the informal sector are 
at least as high as, if not better than, those in the formal 
sector (1981:141-142). 

What is remarkable about the status of UNO clients is that 
so many buxnesses providing an adequate living to their owners 
are outside the formal system of financial intermediation, 
state control, and state benefits--i.e., are without access to 
bank credit, cannot "afford" to pay taxes, and do not observe 
the labor legislation. Even though the businesses are better 
off than the poorest firms, and their owners are well above the 
bottom 40%, they are in important ways not integrated into the 
private-sector economy, as regulated and benefited by the 
state. 

That UNO clients are better placed than one might think in 
the distribution of income and of microfirms is of considerable 
significance for the way UNO and similar programs are justi- 
fied. By helping small businesses to stay afloat, UNO loans 
are said to keep their owners out of the pool of urban unem- 
ployed. This contention, in turn, is based in part on the 
assumption that owners of UNO-type firms are engaged in 
"informal-sector activities" because that is their only 
alternative to an inadequate offering of formal-sector jobs. 1 

But the position of UNO clients in the distribution of earnings 
and family income suggests that they are well above the stratum 
where the unemployment problem lies. My interviews with UNO 
clients, moreover, showed that most of them left formal-sector 
employment voluntarily to start their own firms, because they 
thought they could do better--which they say they are now 
doing. This type of occupational history--voluntary exit from 

'!l''his way of describing microfirm owners is not uncommon. The 
PISCES research on Latin America carried out by AITEC also 
describes informal-sector businesses as resulting from "the 
inadequacy of formal-sector employment" (PISCES 1981:196). 



the formal sector to the informal sector--is comyon, and has 
been found among clients of other such programs. 

UNO-assisted firms, then, are not a manifestation of the 
inadequacy of formal-sector employment, nor do their owners 
stand poised at the edge of the pool of urban unemployed. 
There is certainly a poorer stratum of microfirms that may 
better fit this description--the hawkers, vendors, and small 
traders who are assisted with average loans that are only a 
fraction of the size af the UNO loans. But it does not fit the 
UNO firms, owned as they are by persons who had the chance for 
formal-sector employment, took advantage of it, rejected it, 
and moved on to something better. 

The distinction between UNO's clients and the bottom 40% 
is not an academic one. If UNO clients are as well off as they 
are with respect to income and formal-sector employment pos- 
sibilities, then employment opportunities for firm owners 
really cannot be offered as the justification for such pro- 
grams. If one is concerned about creating employment, one 
would either lend to much poorer firm owners or design a pro- 
gram that seeks to expand the number of jobs offered by small 
firms. Data on new jobs created by UNO-assisted firms do not 
reveal strong job-creation results, as described below (see 
Section IV, pp. 112-116). Justifying UNO in terms of its em- 
ployment benefits, in sum, would appear to be inaccurate. 

l1n case studies of the apparel, weaving, and hammock-making 
industries in Brazil, Schmitz found that small independent en- 
trepreneurs "are = unsuccessful job seekers but relatively 
skilled workers who left their jobs of their own accord" 
(1982:5, 155-156; also 1979:31). The main reason for leaving 
their jobs was "the low level of wages." "It does not make 
sense," he says, "to view the informal sector simply as a way 
of making a living for those who cannot get a job in the formal 
sector" (1979:35). Souza found that most categoreis of self- 
employed workers in Brazil were better off than salaried manual 
workers (1978:43). The World Bank reports on research in 
Colombia showing that "workers improved their income more 
rapidly when they sacrificed the stability in employment of- 
fered by the formal sector" (1981/1982:25). Also in Colombia, 
Peattie found that many persons in informal-sector occupations 
had worked as wage laborers in the past (1980:27). Research on 
578 firms in the infdrmal sector of Nairobi showed that most 
firm-owners were not "frustrated job seekers from the formal 
sector" (Kilby 1981:40). Squire reports on various studies 
showing that "many of the self-employed express no desire for 
wage employment in the formal sectorn (1981:141). 



Credit and the Firm: The Question of Expansion 

The majority of UNO's clients did not seem to experience 
marked changes in growth or productivity as a result of UNO's 
loans. In general, the most important effect of the loans 
seems to be a decrease in the costs of a roughly stationary 
volume of business, and hence an increase in profits. Costs 
fell because (1) UNO credit at 25% interest was substituted for 
much more expensive informal credit, and (2) UNO credit allows 
firms to buy supplies and inputs in larger quantities, and at 
lower costs. Owners of small food markets, for example, com- 
monly reported that they could now buy more inventory: whereas 
before everything would be sold "almost immediately" after 
purchase, they sa'd, they could now buy one or two months' 
supply at a time. 1 

The reduced input costs, and the facilitating of larger 
inventories, are typical findings in evaluations of microfirm- 
credit programs. What is curious about these results, however, 
is that the cost savings and the resulting profit increases did 
not lead to increases in sales levels or changes in production 
processes. The decreased costs, in other words, seemed to 
translate mainly into a higher income for reinvestment in work- 
ing capital and in an improved standard of living for the owner 
and his family. 

UNO's staff and managers agree that the majority of their 
client firms have not expanded, and are candid and modest about 
the effect their credit has on their clients' businesses. They 
see themselves as helping micro-businesses to survive, as noted 
above, rather than to expand and become something different--as 
preventing unemployment (of firm owners) from getting worse, 
rather than as facilitating increases in output and indirect 
employment. "We are not interested, " they assert, "in creating 
little capitalistsl" This way of thinking, UNO says, partly 

data from a sample of 42 UNO food markets did not reflect 
any upward trend in the ratio of inventory to monthly sales 
value; the average ratio fluctuated between 0.81 to 0.94, 
without a trend (Table 5). That the data show no evidence of 
the claimed increase in inventories may be a result of the way 
in which the inventory figure is estimated: the field inter- 
viewer, with the client, constructs an estimate of the value of 
the inventory from what can be seen in the store at that 
moment. The result is a measure of inventory at a point in 
time, rather than an average over a month: thus the inventory 
figure would be subject to wide fluctuations depending on 
whether the interviewer arrived shortly before or after a new 
purchase of stock had been made. 



reflects an accommodation to post-1974, post-Brazilian-miracle 
times--during which rapid growth has given way to stagnation 
and monetary constraint. In such times, UNO says, it is more 
realistic to be concerned with the sheer survival of firms than 
with their possibilities for expansion. 

The importance that UNO attributes to the economic 
environment as a reason for its emphasis on sheer survival 
seems exaggerated. Though it is true that the high growth 
rates of the Brazilian miracle ended in 1974, growth was zero 
or negative in only one of the subsequent years, 1981. Between 
1974 and 1981, growth rates ranged from 3% to 5 %  which, though 
low in comparison to the 10% to 14% rates during the miracle 
period, were still respectable in comparison to growth rates in 
some other Latin American countries during that time. My 
interviews with firm owners, moreover, did not seem to show any 
particular sensitivity to recession, perhaps because they are 
beyond the reach of formal-sector monetary policy and because 
the constraints to their growth on the supply side seemed more 
determining than those on the demand side, as discussed 
below. For various reasons, then, UNO's "sheer-survival" 
thinking cannot neces arily be linked to the severity of the f economic environment. Though UNO's modesty about what it has 
accomplished shows remarkable candor, its emphasis on sheer 
survival seems partly a rationalization for doing things the 
way it does--i.e., for not engaging in a selection process that 
singles out sectors or firms for their growth and employment 
potential. To select clients in this latter way, after all, 
could be more costly and complex than the way UNO now operates, 
and might also sacrifice UNO's goal of lending to firms without 
access to credit. 

"Sheer survival," it should be noted, is not typical of 
the way UNO-type programs are publicly described and justi- 
fied. Most descriptions of small-scale enterprise projects 
emphasize the impact such assistance will have on the 

'UNO itself admits that an important subset of its clients does 
better during recession. Small food markets, accounting for 
60% of UNO's retail clients and 21% of all clients, receive 
additional business during bad times from persons who normally 
buy at the supermarket. When these families experience in- 
creased unemployment and real income decreases, they often 
switch their purchasing from the supermarket to small neigh- 
borhood stores, because only the latter will sell to them on 
credit and in amounts that are smaller than those sold by 
supermarkets--a quarter of a cabbage, two tablespoons of 
cooking oil, a cigarette, a cup of sugar. Thefie improved sales 
during bad times were reported to me by some food-store owners, 
as well as by UMO staff. 



businesses--how they will grow, and the new jobs they will 
generate. An AITEC ad in Business Week (27 July 1981:18), for 
example, stresses that the UNO program created, "3,000 new 
jobs," wi h each job representing "U.S.$965 of credit 
extended .' UNO ' s own promotional brochure represents the 
testimonials of a handful of UNO clients who experienced marked 
expansions in their businesses. Though these cases certainly 
exist--I came upon two of the firm owners whose photographs 
appeared in the brochure--it is clear that they are the 
exception. 

My impression of UNO's firms as non-expanding is somewhat 
at odds with the way UNO and other programs are described. For 
this reason--and because I do not have robust statistical proof 
of my interpretation--I would like to present the evidence 
carefully. My impressions of UNO firms are based on the fol- 
lowing five sources of information: (1) the reports of UNO 
staff orkers, as noted above, (2) my interviews with 25 UNO Y firms, (3) data on the creation of new jobs by UNO client 
firms, (4) results from longitudinal data on 42 food-store 
clients of UNO, and (5) the literature, as cited, on small- 
scale enterprises. In the following two sections, I present 
the job-creation and food store evidence. The subsequent 
sections explore the reasons why the firms would not have 
expanded. 

Expansion of new jobs 

UNO reports that its lending resulted in the creation of 
1,428 jobs in the 1973-1978 period--or 1.6 new jobs created 
loan, at an expenditure of about U.S.$950 in credit per job. Ser 

'~ccording to UNO's annual reports, the number of jobs created 
from the start through 1980 was actually 2,531, not 3,000. 
(Data on job creation from DGAP C1978:lOl are consistent with 
the UNO figure.) 

2 ~ e n  interviews were with retail firms, mainly food stores and 
small clothing and novelty shops. Ten interviews were with 
manufacturing firms, and the remaining five were with service 
establishments. 

3~~~ (1981:lS). These averages remained the same in the 
subsequent period. UNO calculates jobs created per loan by 
dividing the number of new jobs by the number of total loans. 
Credit value per job created is the number of new jobs divided 
by the total value of loans during the period. Costs per job 
do not include administrative costs or the value of the 
interest-rate subsidy. Job-creation data are not available by 
type of firm. 



Though the credit investment per job created is impressively 
low, it is not clear whether many new jobs actually material- 
ized. The question is an important one, since job-creation is 
a central justification for many small-business credit programs 
and a major indicator by which such programs are judged. 

Though UNO's average of 1.6 jobs created per loan is not 
particularly high, it still puzzled me because of the evidence 
that UNO's client firms were not expanding. Therefore, I 
checked my own data on the increases in workers among the firms 
I visited against the reports on increased workers in these 
firms' loan files, from which UNO's job-creation numbers are 
compiled. In most cases, the number of employees reported to 
me by firm owners was about the same as before the loan--and 
sometimes even less--rather than the larger number reported in 
the loan files. I began to suspect that the discrepancy was 
due to my visiting the firms one or two years after their UNO 
loan, whereas the job-creation data had been recorded during 
monitoring visits a few months or so after loan disbursement. 
At best, then, the creation of jobs seemed to have been tempo- 
rary--the result of the increased cash made available by the 
loan. 

My suspicions about the job-creation data were reinforced 
by the results of a sample survey of 90 firms, also conducted 
after the period of loan disbursement. In contrast to UNO's 
reported 1.6 new workers per loan, the survey found an absol te 
decrease of 5%, or 14 workers, among the UNO-assisted firms. Y 

'~uenzalida and Coelho (l98O:T. 7 ) . Before-loan data were taken 
from UNO's pre-loan analysis of the firm (in the 1976-1977 
period), and post-loan data were collected in the April-to- 
August period of 1979, leaving 1 112 to 2 1/2 years after loan 
disbursement. The number of UNO firms sampled was 112, with an 
average 2.5 employees per firm. 

2The decrease includes the loss of jobs among the 22 firms that 
failed (20% of the sample) during the observation period. Even 
when one excludes the employment losses of the failed firms 
from the results, the average increase in new jobs per non- 
failed firm is significantly less than that reported by UNO 
after a shorter observation period--i.e., 0.5 workers per 
surveyed firm, in contrast to UNO's 1.6. (Excluding the failed 
firms, the average number of workers per firm increased from 
2.8 to 3.3. The increase for services was highest, from 4.5 
to 6.7: retail was next, from 1.8 to 2.5; and manufacturing was 
last, surprisingly, with no increase at all from 4.2.) The 
survey also included a matched sample of non-assisted firms, as 
discussed later in the text. (The researchers excluded eight 
firms from the original sample, because they could not be 
located. If one assumes that they failed, this would make the 
net decrease in jobs even larger.) 



That net employment among UNO-assisted firms would have ap- 
peared to decrease during a period when UNO was reporting an 
average of 230 new jobs created per year is a remarkable dis- 
crepancy. A similar discrepancy was found by IDB evaluators 
of an UNO-type program in Colombia. Percentage increases in 
jobs among assisted firms over a four-month period (December- 
April 1981) were 12% for the most recent rec'pients of loans 
and a negative 23% for the older recipients.' Consistent with 
these results, the evaluators found that firms used their 
credit "to hire additional help, if only for a temporary 
period," and then dismissed those new workers as soon as they 
were "no longer necessary." In lieu of more substantial re- 
search on this subject, these findings raise the question as to 
whether the employment-creating effe ts of UNO-type programs 
are in some cases highly transitory.' In the future, data 
reported by these programs on jobs created should be more care- 
fully collected and analyzed. 

Why would credit not have led to job creation in UNO's 
case? Of course, if firms were not expanding for the various 
reasons suggested below, then jobs would also not be increas- 
ing. That many firms did not graduate to permanent institu- 
tional credit--as discussed above--may also explain the low 
creation of permanent, as opposed to temporary, jobs. Without 
permanent credit, they may have been unable to sustain the 
level of operation or employment achieved under the loan; 
hence, the crucial importance of graduation to the realization 
of job-creation. 

Some firms use their credit to make small, productivity- 
increasing changes in the way they do business--buying a 
vehicle for transport, improving the work space, or buying 
inventory at better terms. These kinds of changes will not 
necessarily involve expansion of production or sales, and hence 

'UNO did not start reporting job-creation figures until 1977, 
when it included an aggregate figure for the 1973-1977 period 
of 1,152 new jobs in its annual report (UNO 1977:T.XI). 

2~~~ files. The project was the ~undaci6n Carvajal, another 
program assisted by AITEC. The most recent loan recipients had 
obtained their credit from four to nine months before the 
observations were recorded, and the oldest recipients nine 
months or more before. 

3 ~ n  AID evaluation of a small-business credit program in Upper 
Volta also found "no change in any type of employment" among 
67% of the interviGed firms--including managers, unpaid family 
labor, salaried employees, apprentices, short-term workers" 
(Goldmark et a1.1981:69) . (Emphasis mine. ) 



of employment. Some of these improvements, furthermore, will 
require the temporary hiring of additional labor--as in the 
case of firms modifying their premises--and the reported 
increase in jobs may simply reflect this temporary event (as 
reported in the I D R  evaluation cited above). Even if firms 
expand as a result of credit-financed investments, finally, 
such expansion will sometimes be labor-displacing, particularly 
where the cost of credit is so highly subsidized. As Anderson 
points out, many small firms invest in order to raise output 
and labor productivity without increasing employment (1981:91- 
92). Because they are often engaged in low-productivity, low- 
wage activities, improvement in their situations will often 
translate into activities tpat increase labor productivity and, 
hence, reduce job creation. 

The job-creation objective is also criticized as un- 
realistic by Kilby (1979:321-322). Based on a study of 11 
technical-assistance projects in the small manufacturing sector 
of Africa, he concludes that "job-saving," rather than job- 
creation, is a more realistic goal for projects assisting this 
sector. Job creation, he says, requires projects that are too 
complex and ambitious. Although politically popular with 
donors and recipient governments alike, he argues, these 
projects usually cannot achieve their job-creating goals 
because of the difficulty of identifying the "right" firms and 
because the project simply does not work, due to its complex- 
ity. As a more realistic and less costly alternative, Kilby 
recommends devoting attention to job-saving. Job-saving, of 
course, is not a new idea in the area of small-business credit, 
at least in the United States, where it is used along with job- 
creation as an indication of the performance of small-business 
credit programs (e.g., May 1981:73-81). 

Given these arguments, UNO's talk of sheer survival and 
its distaste for "creating mini-capitalists" can be seen in a 
more sympathetic light. If UNO is contributing to the sheer 
survival of its client firms, then it is contributing to the 
saving of jobs. There is some fragmentary evidence that UNO 

'~nderson argues convincingly against the job-creation 
criterion for small-business programs on the grounds that it 
emphasizes the wrong problem--i.e., the number of jobs rather 
than their quality (i.e., wages paid). Even for those con- 
cerned about job creation, he says, profitability is a better 
criterion for borrower selection, since firms and projects that 
are not profitable will not lead to new jobs. Job-creation 
criteria for borrower selection--like all such criteria--may 
simply encourage applicants and project operators to "fudge" 
their project proposals, and may end up excluding economically 
desirable and low-risk projects. 



credit may indeed have had this effect.' Similarly, ~ ~ 0 ' s  dis- 
interest in mini-capitalists is not inconsistent with the fact 
that productivity-increasing firms that expand "out of" the 
informal sector or become modern are usually increasing their 
labor productivity and hence reducing their labor intensity. 

Though the evidence presented above is far from conclu- 
sive, it is sufficient to raise questions about the reliability 
of the current measures of job creation reported by small- 
business projects. It also points up the need for collection 
and analysis of certain kinds of data--in order to determine 
what it is that small-business credit actually accomplishes. 

The retail food markets 

A sample of the loan files of 42 small food markets that 
had received one or more UNO loans also revealed that this 
particular subset of firms was not, on the average, expand- 
ing. The firms, visited by UNO at least three times over a 
two- to four-year period, showed the following results. On the 
average, gross monthly sales did not increase and, indeed, 
seemed to decline over the observation period--from an average 
monthly sales level of U.S.$3,800 for he first observation to 
U.S.$3,100 for the fourth observation.$ At the same time that 
monthly sales were not increasing, two other measures suggest 
that profit margins were increasing. As a percentage o 
monthly sales, gross profits increased from 22% to 26%. f 

l ~ h e  Fuenzalida and Coelho study (1980:T.7) reports that a 
matched sample of non-UNO-assisted firms showed a higher de- 
crease in net employment than UNO firms over the same period of 
time (-37% vs. -5%). (Sample size was 91 non-assisted firms 
with 230 employees, and 112 assisted firms with 311 employees. 
The results, which include job losses of the failed firms, are 
statistically significant.) A further comparison of these two 
samples with respect to failure rates shows results in the same 
direction (Table 7), with UNO firms having lower failure rates 
than the nonassisted firms (20% vs. 31%). But these latter 
results were not statistically significant at the .05 level-- 
neither for all firms nor for the subsamples of manufacturing 
and service firms; for retail firms, the lower failure rate 
(16% versus 32%) was statistically significant at the .05 
level, though not at the .O1 level ( z  = 2.07). 

2See Tables 5 and 6 for the data and an explanation of the 
methodology. 

3~ross profit is the difference between the cost of merchandise 
and its sales value. 



(Though the profit margin increased, the real value of profits 
seemed to decline--as Table 6 shows--a point I return to 
below.) The imputed wage to the firm owner as a percentage of 
sales also increased, from 8% to 11%.' As in the case of 
profits, the real value of the imputed wage dec eased somewhat 
even though its share of monthly sales went up.' As a result 
of UNO loans, then, these particular firm owners and their 
families seemed better off, although their firms stayed the 
same. The decreased costs facilitated by the UNO loan in- 
creased the firms' profits, which allowed owners to take more 
out of the firm for family expenditures and other investments. 

The results of the data analysis, of course, cannot stand 
on their own. The sample is not random, the number of firms is 
not large enough to make the findings statistically robust, and 
the quality of the data and the price deflator are question- 
able. Involving only retail food stores, moreover, the results 
cannot be generalized to include other retail establishments 
lent to by UNO, or to the manufacturing and service firms. But 
put together with my impressions from field interviews and 
those of UNO staff--which relate to all types of firms--these 
results are at least not inconsistent with the interpretation 

'~hough the imputed wage should be interpreted as a cost, 
independent of the firm's profits, UNO's way of calculating it 
includes elements of profit as well--in that it represents 
monthly outlays of the firm owner for family expenses, includ- 
ing the value of goods taken out of the store, as well as other 
expenses for food, schooling, medical care, house rent, light, 
water, etc. If the firm owner spends more on the family 
because of increased profits, then this increase in the imputed 
wage represents more the increased profits invested in the 
household than it does an increased cost to the firm--at least 
for determining what we are interested in here. 

2~ am less confident of these real value figures, because of 
the deflation problem, than I am of the ratios and percentages, 
which bypass the need to convert monetary values to a constant 
base. I suspect that the monthly general price index, which I 
used as a deflator, overestimates the inflation occurring in 
that particular area and in those particular commodities--which 
would mean that the downward trend in sales, profits, and 
imputed wages may be spurious. (I first tried using the more 
specific index of food prices for Recife, but it showed an even 
greater increase than the general price index, resulting in 
even greater decline in the real value of sales.) If an accu- 
rate deflator could be constructed, I would expect the real 
value of sales to remain about the same rather than to decline, 
which would mean that the increased shares for profits and 
imputed wages would also reflect increased absolute values. 



of events that I am suggesting here. The comments that follow 
are not limited to the retail food stores, nor are they based 
mainly on evidence from that sample. 

Growth as unnatural 

Why wouldn't the reduced costs and the correspondingly 
increased profits of UNO-financed firms lead to their expansion 
or to other marked changes in the way they operate? What did 
firm owners do with their increased profits? The following 
answers to these questions are based on my conversations with 
all firms, not just the retail food markets. 

Many owners reported investing their income in household 
items--a car (sometimes used partly for firm business and 
therefore a partial reinvestment in the firm), a large appli- 
ance, an addition to the house, the purchase of a rental prop- 
erty, or improved education for a child. Many firm owners who 
were doing well, moreover, were not particularly interested in 
expanding their businesses, even when they could obtain favor- 
able financing. Their businesses were doing well enough to 
keep their families well off, they felt; therefore, there was 
no need to expand. Just as important, many owners felt that 
expansion would bring them up against barriers that they would 
not be able to overcome, as discussed below, or that would 
require a tremendous expenditure of energy and resources to 
overcome. They did not see that effort as worthwhile. 

Small-business credit programs seem to assume that small 
firms do want to expand. If the successful firm does not grow, 
then s z e  particular input or condition is assumed to be 
missing. Thus credit programs provide finance to small busi- 
nesses on the assumption that the lack of credit constrains 
expansion. Squire, for example, cites studies that report 
small entrepreneurs as identifying "the high cost of capital as 
the main constraint to expansion." He concludes that "the lack 
of access to formal cre it constrains expansion in the informal 
sector" (1981:112-113) .' But when the credit constraint was 
partly removed for the UNO firms, other constraints seemed to 
take its place. These other problems, as described to me by 
firm owners, fall into three categories: (1) family management 
styles, (2) being clandestine, and (3) seasonality. The latter 

'~t the same time, studies of small enterprises in various 
countries, including those that grow large, show that these 
firms are usually started with personal and family savings and 
expand out of these same sources and reinvested profits (e.g., 
Chuta and Liedholm 1979:68). 



two f a c t o r s  were more s i g n i f i c a n t  f o r  s e r v i c e  and manufacturing 
f i rms  than  f o r  r e t a i l .  

Small f i rms  tend t o  expand t o  t h e  p o i n t  where fami ly  
management and l abor  a r e  exp lo i t ed  t o  t h e  f u l l e s t ,  and then  
s top .  A l m o s t  a l l  t h e  f i rm owners I interviewed had a sad t a l e  
t o  t e l l  about a p a r t n e r  o r  an employee from "ou t s ide  the fam- 
i l y "  who absconded wi th  funds,  or c r e a t e d  a problem i n  t h e  
bus ines s  i n  o t h e r  ways. Thus owners o f t e n  t a l k e d  o f  expansion 
a s  an imprudent move, i n  t h a t  it would r e q u i r e  t a k i n g  on part- 
ne r s  and employees who were "u t rus twor thy"  by v i r t u e  o f  t h e i r  f being from o u t s i d e  t h e  family .  The d i s t r u s t  was n o t  wi thout  
good reason.  A s tudy  of f a i l u r e  r a t e s  among smal l  f i rms  i n  
Braz i l  found t h a t  89% of t h e  f a i l e d  f i rms  were p a r t n e r s h i p s ,  
whi le  s o l s  p r o p r i e t o r s h i p s  accounted f o r  on ly  11% of  t h e  
f a i l u r e s .  

Another reason t h a t  small  f i rms  d i s t r u s t  new employees-- 
and t h e r e f o r e  avoid expansion--is t h e  complaint  t h a t  a s  soon a s  
a worker i s  w e l l  t r a i n e d ,  h e  w i l l  l e ave  t h e  job and s t a r t  h i s  
own workshop. P e a t t i e  r e p o r t s  t h i s  complaint i n  t h e  shoe 
i n d u s t r y  i n  Colombia, and c i t e s  t h e  c a s e  of a shop owner who 
stopped t r a i n i n g  workers f o r  t h i s  reason (n .d .  : 8 ) .  Because o f  
t h i s  problem, she  r e p o r t s ,  ownership of a smal l  workshop was 
considered "more d e s i r a b l e "  than  of a l a r g e  one. 

The d i f f i c u l t i e s  o f  expansion a r e  a l s o  revealed i n  t h e  
f i n d i n g s  t h a t  small en t r ep reneur s  w i l l  o f t e n  c r e a t e  new f i rms  
when they  a r e  doing w e l l ,  r a t h e r  than  expand t h e i r  e x i s t i n g  
bus iness .  Kilby r e p o r t s  f o r  Kenya t h a t  t h e  smal l  i n d u s t r y  
s e c t o r  t ends  t o  expand "by r e p l i c a t i o n "  r a t h e r  than  by growth 
of e x i s t i n g  f i rms ,  because easy  e n t r y  c r e a t e s  compet i t ion  and 
reduces  p r o f i t s  t o  low l e v e l s ,  l eav ing  no cushion f o r  innova- 
t i o n  and mis takes  (1981:48). Marris  and Somerset,  a l s o  r e p o r t -  
i n g  on Kenya, f i n d  t h a t  when a businessman h a s  spa re  r e sources  
t o  i n v e s t ,  he  w i l l  s t a r t  another  small f i rm r a t h e r  than  expand 
h i s  p r e s e n t  bus ines s  "beyond t h e  c r i t i c a l  l i m i t  of  d i r e c t  

' ~ a r r i s  and Somerset commented on t h e  same phenomenon among 
Afr ican businessmen i n  Kenya (1971:124-125). This p a r t i c u l a r  
c o n s t r a i n t  t o  t h e  expansion o f  smal l  f i rms  was t h e  reason t h a t  
AITEC/Rio de  J a n i e r o  t r i e d  t o  s e t  up a ven tu re -cap i t a l  a f f i l i -  
a t e  t o  UNO i n  Bahia, MICROPAR. The e f f o r t  f a i l e d ,  f o r  var ious  
reasons ,  one of them being t h e  r e l u c t a n c e  of f i rm owners t o  
a l low an o u t s i d e  e n t i t y  t o  have any p a r t  o f  t h e i r  c a p i t a l .  

' ~ a t t n e r  (1978) a s  c i t e d  i n  Tyler  (n.d.  :159).  In  a s tudy  o f  
t h e  informal  sector o f  t h e  n o r t h e a s t e r n  c i t y  of Salvador,  
Cavalcant i  r e p o r t s  t h a t  it i s  r a r e  t o  f i n d  p a r t n e r s h i p s  except  
i n  manufacturing (1981:44). 



supervisionn (1971:125). The evaluators of a small-business 
project in Upper Volta found that entrepreneurs "are reluctant 
to have any one economic activity become too large," because of 
fears of risk and of jealousy from neighbors (Goldmark et al. 
1982:Chart IV-1). There is considerable evidence, in sum, that 
the management difficulties of expanding may put growth beyond 
reach for many small firms. 

For service and manufacturing firms, the extreme season- 
ality of demand represented another major constraint to expan- 
sion. Firms could not handle the demand during peak seasons, 
and had no work in between. They had difficulty smoothing out 
the demand, even with UNO financing to buy inputs earlier, 
because customers bunched their requests during the peak 
period, giving little time to complete the order. Christmas, 
Carnival, and St. John's Feast are the major peaks; the cus- 
tomary payment of an additional month's salary to workers in 
December makes the Christmas peak the highest. These season- 
ally affected firms saw expansion as difficult, since they 
would be left with even more excess capacity in between the 
peaks. 

Another important constraint to the expansion of manufac- 
turing firms relates to the terms on which large purchasing 
firms buy. Many large firms customarily pay for their pur- 
chases 30 days after delivery. Public agencies often pay with 
considerably more delay, and with much effort expended to 
collect the payment; having such agencies as customers is 
otherwise considered one of the benefits of becoming a regis- 
tered firm. Though small firms are accustomed to receiving 
delayed payment from individuals and other small firms, they 
find it difficult to wait for payment on the large orders pre- 
pared for large-firm purchasers or the state. Whereas one such 
order may occupy the entire firm for several weeks, making it 
difficult to attend to other customers at the same time, the 
receipt of delayed payments from individual clients and small 
firms can be staggered through time. The working capital 
needed to carry a large order several weeks beyond delivery is 
probably beyond what can be provided by UNO--at least over a 
sustained period of such orders. As a result, not many of 
UNO's manufacturing and service firms produce for only a few 
large purchasers. (A survey of 500 UNO cli nts showed that 
only 7% sold to three or fewer purchasers. l f  Those who did 
sell to only a few purchasers complained of the "dependency" of 

l ~ o r  retail firms, the figure was 6%, for manufacturing firms, 
ll%, and for service firms, 5 percent. In the case of manu- 
facturing firms. an additional 26% sold to between 4 and 7 - 
clients, and an additional 15% to between 8 and 11 clients (UNO 
1980:59, T.25). 



these  re la t ionsh ips .  The need f o r  working c a p i t a l ,  they s a id ,  
forced them i n t o  dependent re la t ionsh ips  whereby t h e  c l i e n t  
would advance payment so t h a t  the  firm could buy raw mater ia ls  
( Ib id . :63) .  ( I  found t h i s  t o  be a  more common arrangement i n  
services  than i n  manufacturing.) 

Some small firms cannot s e l l  t o  l a rge  firms, then, because 
of t h e i r  i n a b i l i t y  t o  extend c r e d i t  t o  them. A t  t h e  same time, 
some firms a r e  "dependent" on l a rge  firms because the  " c r ed i t "  
advanced by t h e  l a rge  firms i s  t h e i r  only way t o  get  working 
c a p i t a l .  Some la rge  purchasers, i n  o ther  words, a r e  f a c i l i t a t -  
ing expanded microfinn s a l e s  by extending c r e d i t ,  and other  
l a rge  firms have the  e f f e c t  of constraining such s a l e s  because 
they w i l l  only pay on c r e d i t .  The low leve l  of dependency of 
UNO c l i e n t s  on a  few la rge  purchasers suggests t h a t  the exten- 
s ion of c r e d i t  by l a rge  purchasing firms may be l e s s  prevalent  
than t h e  opposi te  phenomenon (delayed payment f o r  purchase),  a t  
l e a s t  i n  manufacturing. Whichever the  case, firm expansion i s  
constrained by a  s t r u c t u r a l  problem: the  very smallness of t h e  
microfirm means t h a t  s e l l i n g  t o  a  large-firm purchaser,  other- 
wise very des i rab le ,  c r ea t e s  problems f o r  the microfirm--either 
of dependency, o r  of having t o  accept l a rge  amounts of delayed 
payment. Thus while most small manufacturing firms viewed 
large  s a l e s  t o  o ther  firms a s  eminently preferable  t o  s e l l i n g  
t o  individuals ,  a t  t h e  same time they considered the  problems 
of s e l l i n g  t o  large  firms a s  placing t h i s  p o s s i b i l i t y  beyond 
t h e i r  reach. 

A s imi l a r  problem constrained the  growth of some firms i n  
the  service  sec to r .  Many r epa i r  firms, p a r t i c u l a r l y  i n  fur-  
n i t u r e  and shoes, f e l t  they could do well  only i f  they engaged 
i n  manufacture a s  well  a s  r epa i r ;  manufacture, they s a id ,  was 
where the  money was. For repa i r  work, it i s  customary t h a t  the  
c l i e n t  advances 50% of t h e  cos t :  the  advance represents  a  
"forced" working-capital loan from the  c l i e n t ,  w h i c h  allows t h e  
firm t o  buy raw mater ia ls  and pay a t  l e a s t  p a r t  of i t s  labor 
cos t s .  With manufacturing, i n  con t ras t ,  f irms sa id  they had t o  
produce before knowing who the  c l i e n t  would be, and even i f  
they were producing on order ,  it was not so  customary t o  
require a  50% advance. In expanding from repa i r  t o  manufac- 
t u r e ,  then, the  need f o r  working c a p i t a l  increased markedly. 
Some se rv ice  firms, which had gone i n t o  manufacture with t h e i r  
one o r  two UNO loans, lapsed back i n t o  service-only work a s  
soon a s  the  financing ran out .  

Another reason t h a t  successful  firms do not inves t  t h e i r  
c r e d i t  o r  t h e i r  p r o f i t s  i n  expansion i s  t h a t  they may be i n t e r -  
ested i n  something else--namely, increasing t h e i r  product iv i ty ,  
which does not necessar i ly  lead t o  an increase  i n  production o r  
s a l e s .  Many UNO c l i e n t s ,  f o r  example, used c r e d i t  funds t o  
modify t h e i r  premises, thereby c rea t ing  more e f f i c i e n t  working 
o r  s torage space. Though it i s  obvious t h a t  c r e d i t  funds o r  



i nc reased  p r o f i t s  would be used f o r  t h i s  purpose,  t h e  impl ica-  
t i o n  t h a t  t h i s  a c t i v i t y  might ach ieve  i t s  purpose wi thout  lead-  
i ng  t o  i nc reased  product ion h a s  been neglected--or a t  l e a s t  
fo rgo t ten- - in  t h e  common assumption behind smal l -business  pro- 
grams t h a t  b e n e f i t s  w i l +  t a k e  t h e  form of i nc reased  produc t ion  
and, hence,  employment. 

Being c l a n d e s t i n e  

The c l a n d e s t i n e  n a t u r e  of many UNO c l i e n t s  p rov ides  
another  explana t ion  why expansion of t h e  f i rm does no t  
n e c e s s a r i l y  fo l low an i n c r e a s e  i n  p r o f i t s .  Many f i r m s  f e l t  
t h a t  i f  t h e y  opera ted  a t  a  h i g h e r  l e v e l  o f  bus ines s ,  t h e y  could 
no longe r  remain c l a n d e s t i n e ,  f o r  reasons  p re sen ted  momentar- 
i l y .  Yet t o  become " l e g a l , "  t hey  f e l t ,  was beyond t h e i r  f i nan -  
c i a l  and managerial  capacity--a view t h a t  i s  a l s o  h e l d  by UNO 
wi th  r e s p e c t  t o  many of i t s  c l a n d e s t i n e  c l i e n t s .  

Being c l a n d e s t i n e  a l s o  a f f e c t e d  marketing p o s s i b i l i t i e s  
adve r se ly ,  p a r t i c u l a r l y  i n  manufacturing.  Many f i rms  t o l d  of 
one o r  ano the r  l a r g e  f i rm express ing  i n t e r e s t  i n  buying t h e i r  
p roduc ts .  Being l e g a l ,  however, t h e  l a r g e r  formal-sector  f i rm  
r equ i r ed  an o f f i c i a l  s a l e s  r e c e i p t  ( " n o t a  f i s c a l " ) .  The 
r e c e i p t ,  which t h e  f i rm  needs t o  show proof of  t a x e s  p a i d ,  can 
b e  i s sued  on ly  by a  l e g a l i z e d  f i rm,  making it d i f f i c u l t  f o r  t h e  
c l a n d e s t i n e  f i r m  t o  s e l l  t o  a  l e g a l i z e d  f i rm  r e q u i r i n g  t h e  
r e c e i p t .  Many c l a n d e s t i n e  f i rm  owners s a i d  t hey  had t o  sel l  t o  
i n d i v i d u a l s  r a t h e r  t han  f i rms  f o r  t h i s  reason,  though t h e y  
considered t h e  l a t t e r  p r e f e r a b l e .  The "nota  f i s c a l "  had such 
s i g n i f i c a n c e  f o r  t h e s e  c l a n d e s t i n e  f i rms  t h a t  they  used t h e  
term a s  a  proxy f o r  t a l k i n g  about t h e  p roces s  of  becoming 
l e g a l :  t h e y  were t h i n k i n g  about " t a k i n g  o u t  my ' no t a  f i s c a l ' , "  
t h e y  would say ,  when t h e y  were r e a l l y  t a l k i n g  about  r e g i s t e r i n g  
t h e i r  f i rm .  

Given t h e  myriad ways t h a t  r e g i s t e r e d  f i rms  a r e  s a i d  t o  
evade t h e  t a x  law i n  B r a z i l ,  t h e  i n s i s t e n c e  o f  l e g a l  f i rms  on 
an o f f i c i a l  r e c e i p t  may look l i k e  an  excuse f o r  n o t  buying a  
product  no t  wanted f o r  reasons  o t h e r  t han  being c l a n d e s t i n e .  
But t h e  i n s i s t e n c e  on t h e  "nota  f i s c a l "  i s  no t  n e c e s s a r i l y  
i n d i c a t i v e  of a  r i go rous  adherence t o  t h e  law; f i r m  owners t o l d  
v a r i o u s  s t o r i e s  about l e g a l i z e d  f i rms  provid ing  t h e  "no ta  
f i s c a l , "  h u t  u n d e r s t a t i n g  t h e  va lue  of t h e  merchandise recorded 
t h e r e  so  t h a t  l e s s  t a x  would have t o  b e  pa id .  Indeed, one 

'The n e g l e c t  of  non-expanding p r o d u c t i v i t y  i n c r e a s e s  i n  t h e  
t h i n k i n g  about sma l l - en t e rp r i s e  programs was brought  t o  my 
a t t e n t i o n  by Anderson (1981:105). 



l e g a l i z e d  UNO c l i e n t  spoke proudly about having obta ined  a n  
o r d e r  from a p u b l i c  agency t h a t  w a s  a  " p a r t i c u l a r l y  d e s i r a b l e  
c l i e n t ' '  because it allowed him t o  unde r s t a t e  s u b s t a n t i a l l y  t h e  
s a l e s  va lue  on t h e  "nota  f i s c a l . "  Regis tered f i rms  r e q u i r e  
o f f i c i a l  r e c e i p t s ,  then ,  no t  n e c e s s a r i l y  t o  be hones t ,  bu t  t o  
f u l f i l l  t h e  proper  appearances of  honesty .  O r ,  t hey  may 
r e q u i r e  t h e  r e c e i p t s  simply because t h e  myths about t h e  degree 
o f  t a x  evasion a r e  somewhat behind t h e  c u r r e n t  r e a l i t y - - a t  
l e a s t  f o r  t h o s e  t a x e s  recorded on s a l e s  r e c e i p t s .  Whatever t h e  
case ,  t h e  i n a b i l i t y  of c l a n d e s t i n e  f i rms  t o  supply o f f i c i a l  
s a l e s  r e c e i p t s  seems t o  be a  s i g n i f i c a n t  c o n s t r a i n t  t o  t h e i r  
expansion. 

The problem of  the "nota  f i s c a l "  is  n o t  n e c e s s a r i l y  
insuperab le  f o r  r e g i s t e r e d  f i rms  wishing to  buy from c landes-  
t i n e  ones. I f  a  r e g i s t e r e d  f i rm s u p p l i e s  t h e  raw m a t e r i a l s  
used by a c l a n d e s t i n e  manufacturer,  then  t h e  former f i r m  pays 
t h e  manufacturer on ly  f o r  h i s  l a b o r .  I n  t h i s  ca se ,  t h e  r e g i s -  
t e r e d  f i rm  i s  c o n t r a c t i n g  with  t h e  c l a n d e s t i n e  f i rm  owner a s  a  
self-employed p rov ide r  of s e r v i c e s  r a t h e r  than goods--and hence 
s a l e s  t a x e s  do not  have t o  be paid .  This t ype  of exchange, of  
course ,  is  what c h a r a c t e r i z e s  t h e  subcon t r ac t ing  r e l a t i o n s h i p ,  
though subcon t r ac t ing  t o  c l a n d e s t i n e  f i rms  i s  no t  p r e v a l e n t  i n  
Recife .  (Subcont rac t ing  t o  ind iv idua l  household producers  is  
common, however, p a r t i c u l a r l y  i n  t h e  product ion and f i n i s h i n g  
of hammocks and appa re l . )  Perhaps t h e  c l a n d e s t i n e  producers  
a r e  no t  w i l l i n g  t o  accept  t h e  l o s s  of autonomy t h a t  t h e  sub- 
c o n t r a c t i n g  r e l a t i o n s h i p  involves ,  and perhaps t h e  formal- 
s e c t o r  f i rms  do not want t h e  g r e a t e r  r e s p o n s i b i l i t y  f o r  mater- 
i a l s  and account ing.  This  explana t ion  would be  c o n s i s t e n t  wi th  
t h e  outcome of an a t tempt  by UNO t o  b r ing  t o g e t h e r  medium and 
l a r g e  f i r m s  with  some of  i t s  manufacturing c l i e n t s  through sub- 
c o n t r a c t i n g  arrangements. The a t tempt  f a i l e d  because of  a  l ack  
o f  i n t e r e s t  by t h e  formal-sector  f i rms ,  accord ing  t o  UNO, and 
f e a r s  about being "explo i ted"  by t h e  c l a n d e s t i n e  f i rms .  1 

That t h e  i n a b i l i t y  t o  supply an o f f i c i a l  s a l e s  r e c e i p t  
could r e p r e s e n t  a  c o n s t r a i n t  t o  expansion f o r  c l a n d e s t i n e  
manufacturing f i rms  comes a s  a  s u r p r i s e .  The r e c e n t  l i t e r a t u r e  
on t h e  informal  s e c t o r  has  emphasized t h e  d i s t i n c t  i n t e r r e l a -  
t i o n s h i p s  between formal and informal -sec tor  producers--in 

'A s i m i l a r ,  e a r l i e r  e f f o r t  i n  Pernambuco f a i l e d  i n  1970 f o r  t h e  
same reasons (Robalinho 1973:106). The smal l  f i r m ' s  f e a r  of 
l o s i n g  independence t o  t h e  subcont rac t ing  p a r e n t  f i rm  was a l s o  
c i t e d  by Watanabe f o r  t h e  Japanese case  as a reason many such 
f i rms  h e s i t a t e d  t o  be  helped by t h e  p a r e n t  f i rm  (1971:65). 
Subcontract ing t o  smal l  f i rms  i n  t h e  informal s e c t o r  i s  gen- 
e r a l l y  i n s i g n i f i c a n t  i n  L a t i n  America, except  i n  t h e  a r e a  of  
appa re l  (Tokman 1978:1071: and Chuta and Liedholm 1979:28). 



c o n t r a s t  t o  an e a r l i e r  c h a r a c t e r i z a t i o n  of  t h e  informal  s e c t o r  
a s  a  m a n i f e s t a t i o n  of economic dualism o r  "marg ina l i ty . "  
According t o  t h e  more r e c e n t  ana lyses ,  formal-sector  f i rms  a r e  
s a i d  no t  o n l y  t o  buy a  s i g n i f i c a n t  s h a r e  of the i r  i n p u t s  from 
informal -sec tor  producers ,  b u t  a l s o  t o  p r e f e r  in formal -sec tor  
s u p p l i e r s :  t h e  t ax - f r ee  p r i c e s  o f  t h e  c l a n d e s t i n e  f i rms ,  a long  
with  t h e i r  e x p l o i t a t i o n  of t h e i r  own and t h e i r  employees' 
l a b o r ,  a r e  s a i d  t o  r e s u l t  i n  a cheaper product  f o r  t h e  purchas- 
i n g  f i rm.  This lower-priced product  i s  a l s o  s a i d  t o  r e s u l t  
from the purchasing f i rm's  l a r g e  s i z e  i n  r e l a t i o n  to  t h e  in -  
formal-sector producer ,  which g ives  t h e  purchaser  f i rm  unequal 
(monopsonis t ic)  barga in ing  power i n  s e t t i n g  t h e  purchase 
p r i c e .  Formal-sector f i rms ,  i n  sum, a r e  seen a s  r e l y i n g  on,  
and being c l o s e l y  l inked  t o ,  t h e  products  o f  a n  e x p l o i t e d  
informal  s e c t o r .  

The manufacturing f i rms  of  Recife  d id  no t  f i t  t h i s  
p o r t r a y a l  by t h e  l i t e r a t u r e ,  a s  seen above. Being c l a n d e s t i n e  
k e p t  t h e s e  f i r m s  down because o f  a  - l ack  of r e l a t i o n s h i p s  wi th  
t h e  formal s e c t o r ,  r a t h e r  than  because of  an e x p l o i t a t i v e  
r e l a t i o n s h i p .  The formal-sector  firms w e r e  a l s o  t u r n i n g  down 
"cheap buys" from c l a n d e s t i n e  f i rms  because of t h e i r  need f o r  
an o f f i c i a l  s a l e s  r e c e i p t - - r a t h e r  t han  a v i d l y  seeking cheap 
products  from t h e  informal  s e c t o r .  This does no t  mean t h a t  
R e c i f e ' s  economy i s  more a k i n  t o  t h e  d u a l i s t i c  model t han  it i s  
t o  t h e  in te rdependent  one por t rayed  i n  t h e  r e c e n t  l i t e r a t u r e .  
Rather ,  t h e  evidence on t h e s e  p a r t i c u l a r  manufacturing f i r m s  
shows t h a t  being c l a n d e s t i n e  was a  s t r o n g  d e t e r r e n t  t o  f i n d i n g  
c l i e n t s  among formal -sec tor  firms--and t h a t  acces s  t o  t h e s e  
formal-sector  markets,  i n  t h e  smal l  firm-owners' eyes ,  would 
have helped t h e i r  bus ines s  t o  be better o f f .  Thus being 
c l a n d e s t i n e ,  a s  d i s t i n c t  from be ing  s m a l l ,  represen ted  a  
s i g n i f i c a n t  b a r r i e r  t o  expansion o f  a  c e r t a i n  s u b s e t  of  UNO 
c l i e n t s  i n  t h e  manufacturing s e c t o r .  

Demand-constrained markets 

Informal-sector  f i r m s  a r e  sometimes s a i d  t o  f a c e  a  l i m i t e d  
market because o f  t h e  c o n s t r a i n t  on t h e  purchasing power of t h e  
poor.  Might t h i s  be  another  reason why UNO f i r m s  do n o t  expand 
with c r e d i t ,  d e s p i t e  i n c r e a s e s  i n  p r o f i t s ?  S tud ie s  o f  
in formal -sec tor  e n t e r p r i s e s  i n  t h e  t h r e e  Nor theas te rn  c o a s t a l  
c i t ies  of  Recife ,  Salvador ,  and For t a l eza  show t h a t  a  s i g n i f i -  
c a n t  s h a r e  of  t h e  goods so ld  by such manufacturing and s e r v i c e  
f i r m s  goes  t o  t h e  e l i t e s  (Cava lcan t i  1978, Cavalcant i  and 
Duarte 1980a and 1980b).  For t hese  f i rms ,  t hen ,  it would seem 
t h a t  t h e  cons t r a ined  purchasing p o w e r  of t h e  poor would no t  be 
determining.  A purchasing-power c o n s t r a i n t  might n e v e r t h e l e s s  
be r e l e v a n t  t o  U N O ' s  r e t a i l  c l i e n t s  who, i n  c o n t r a s t  t o  s e r v i c e  
and manufacturing f i rms ,  s e l l  only t o  t h e  occupants of  t h e  poor 



neighborhoods. The comments of various food-store owners I 
interviewed seemed to reflect such a constraint: none of them 
reported having cut prices, in real terms or to a level below 
that of their competitors, as a result of the cost savings they 
claimed that the credit had brought them: nor did they antici- 
pate cutting prices if costs were reduced even further in the 
future. They assumed that selling at lower prices would 
involve selling at a 10s and did not view price decreases as 
a way to increase sales. f r  

Though the lack of price-cutting might reflect an 
assumption that their shoppers' purchasing power was con- 
strained, these food-store owners were nevertheless found to be 
engaged in a variety of non-price methods of increasing their 
business--mainly, diversifying their inventories and engaging 
in promotional activities. (To the extent that. UNO clients 
were interested in UNO's management courses, the sections 
regarding sales-promotion gimmicks were the most popular among 
the retail food stores.) Diversification of inventory often 
took the form of acquiring various brands of the same product, 
as well as acquiring a larger variety of products. Some store 
owners explained how, with their UNO credit, they acquired 
additional brands of merchandise that they norrr~ally could not 
keep because they were slow-moving. They wanted to have these 
brands on hand because the typical shopper, they said, goes 
from store to store until she fin s the unusual brand, and then 
does her complete shopping there. 9 

In the language of economics, these non-price approaches 
to increasing sales amounted to "differentiation" of the 
product--that is, transforming the shopping experience at one's 
store into shopping for a different "product" than shopping at 
a similar store selling similar products. The interesting 
aspect of this non-price, product-differentiating type of 
competition is that it usually characterizes the behavior of 

'~arris and Somerset (1971:162) reported the same attitudes 
toward price-cutting among African businessmen in Kenya. 

2~uilding up inventories with slow-moving products, of course, 
is not necessarily good management. Harper notes that "un- 
sophisticated" retailers are often tempted to stock the slower 
moving goods because they usually yield a higher profit than 
staples (1975b:370-372). The heavily stocked shelves, in turn, 
tend to be interpreted as a sign of success, in lieu of the 
information about profits that many small retailers do not 
have. That increased inventories may reflect managerial short- 
cmings rather than success is also suggested by Kilby, 
Liedholm, and Meyer (1981:22). 



firms in oligopolistic market environments.' This contrasts 
with the typical characterization of small food markets--and 
small businesses in general--as being the epitome of the 
atomistic, competitive model. (That they are said to be this 
way is one of the justifications used for assisting them.) 
Small businesses are said to behave as if they face a perfectly 
elastic demand curve: with a small increase in price, they 
will lose all their business to the competition--and with a 
small decrease, all the business they want is theirs, thus more 
than compensating for the loss in unit profit that results from 
the decrease in price. It is firms in non-competitive markets, 
in turn, that are said to resort to non-price, product- 
differentiating competition because they face an inelastic 
demand curve: any increase in business resulting from a 
reduced price would be too small to compensate for the 
decreased return per unit sold. 

Manufacturing and service firms also seemed to see them- 
selves as having no power over price. If they charged higher 
prices than those prevailing, they said, they would lose busi- 
ness; if they charged lower prices, they would not cover their 
costs. For these firms, the "constrained" market was even less 
a concern than it was for the retail stores: the firms seemed 
to imagine a limitless market for their products and services, 
the only constraint being their inability to reach that 
market--because of the difficulty of meeting seasonal peaks, 
the lack of financing to purchase raw materials, and, another 
way of saying the same, the need to obtain 50% advances from 
clients (in the case of services). Some manufacturers, par- 
ticularly of furniture, felt that the "real money" was to be 
made in the wealthy neighborhoods; if they had aspirations for 
expansion, it was in terms of moving their businesses to these 
neighborhoods. In this sense, they may have been reflecting 
the perception of a purchasing-power constraint. In general, 
however, the constraints of seasonality and working capital 
seemed to supersede any constraint that the market might pose 
for manufacturing and, to a lesser extent, service firms. 

Expansion and social value in the retail sector 

The analysis of pricing behavior has brought us back to 
the issue of expansion, and the reluctance of many firms to do 

'peattie also comments how the literature stresses the help- 
lessness of small firms in face of the market, and yet she 
finds (among small shoemakers) that owners "use much effort and 
ingenuity to differentiate their products and services"-- 
seeking out existing submarkets, "so as to operate in a context 
of monopolistic competition" (n.d.:lO). 



so. In order'for a retail firm to reap the profit increase 
resulting from a price decrease in a highly competitive market, 
it might have to expand more than it feels comfortable doing. 
Competing through price in an atomistic retail industry 
requires high-volume, low-markup selling activity. This con- 
trasts to the typical low-volume, high-markup behavior charac- 
teristic of many small retail firms, including UNO's clients-- 
behavior that is often portrayed as traditional and conserva- 
tive, and the reason for small firms being overtaken by more 
aggressive and "modern" competitors. Thus the combination of 
reduced costs, increased profits, and non-increasing sales 
among UNO's food-market firma may simply reflect the way this 
kind of firm always behaves. Increased profits that do not 
lead to increased sales, in other words, are consistent with 
the high-markup, low-volume model. Other explanations of the 
lack of expansion--such as the severity of the economic envi- 
ronment, or the perception of a purchasing-power constraint 
among poor clientele--may also be valid. But perhaps they are 
less relevant in explaining the lack of growth among UNO's re- 
tail clients. 

The issues raised above bear considerable importance for 
the economic benefits that can be claimed for an UNO-type pro- 
gram of subsidized credit to retail food stores. One important 
reason to assist small food markets in poor neighborhoods is 
that goods consumed by the poor may become more available at 
lower prices and on better terms. Because UNO-assisted firms 
hardly expanded their sales, and did not lower prices as a re- 
sult of their reduced costs, this particular benefit did not 
materialize. Instead, benefits were limited to the increased 
incomes of the few individuals receiving credit--an outcome of 
limited value, given the comfortable place of these individuals 
in the income distribution. 

A recent project in Recife's retail food sector illus- 
trates the desirable spillover effects that are possible by 
working with small food markets. A government program to 
wholesale basic foodstuffs to food markets in Recife's poor 
neighborhoods, requiring them to pass on their savings to final 
consumers, has brought reductions in prices of 10%. This 
"voluntary-chain" program ("Rede Somar") is part of a Brazil- 
wide project of the government food-supply agency C BAL, a 
profit-making and self-sufficient state enterprise.' The 
Recife operation has additional financing from a government 

'1 am grateful to Albert Fishlow for bringing this set of 
issues to my attention. 

2 ~ 1 1  information in this and the following two paragraphs 
from World Bank files. 



nutrition program, and is also part of a World Bank nutrition 
project . 

Under the voluntary-chain program, COBAL provides par- 
ticipating retailers with a basic range of food and household 
items at low wholesale prices. It offers technical, commer- 
cial, operational, and credit assistance and other wholesaling 
services to the retailer, and guarantees delivery to the 
retailer at fixed intervals. The retailer must observe lower 
resale prices fixed by COBAL, pay cash on delivery, apply 
recommended practices, and purchase a minimum amount from 
COBAL. Wholesale and retail prices, though about 10% lower 
than prevailing prices, are not subsidized. At the wholesale 
level, COBAL achieves low prices through the economies of its 
large-scale operation. At the retail level, retailers are 
forced to earn lower profit margins, which are more than com- 
pensated for by increased sales: net profits have increased by 
more than 50%. 

The price reductions of the voluntary-chain program have 
occurred not only because the participating stores were 
required to retail their COBAL-purchased foodstuffs at reduced 
prices and lower profit margins. In addition, the program 
created competition for the two large supermarket chains oper- 
ating in Recife. These markets sell a considerable amount of 
merchandise to the types of small food markets financed by UNO, 
in addition to final consumers; the food stores buy retail at 
the supermarket and re-sell the goods at a markup. (They can 
sell at higher prices than the supermarkets because they sell 
on credit, because they make goods available for purchase in 
small quantities, and because of location advantages.) With 
the transfer of 150 of these food-market clients of the super- 
markets to COBAL, the supermarkets saw themselves as losing an 
important clientele. Partly as a result, they began an aggres- 
sive campaign to sell directly to final consumers in lower- 
class neighborhoods by opening 32 "no-frills" markets. These 
"mini-shops" are without air conditioning, offer only a limited 
range of basic food and household products, use minimal packag- 
ing, offer no brand variety, and no individual service; prices 
are low enough, and significantly lower than at their regular 
supermarkets, to meet the COBAL price challenge (one super- 
market even undercut the COBAL prices). 

'prices are subsidized for a part of the program financed as 
7 an experiment by Brazil's Institute of Food and Nutrition 

(INAN). The price subsidy is 15% applies only to 11 basic food 
items, and is being carried out only in two particularly poor 
neighborhoods. Approximately 70 retailers participate, in 
contrast to the 80 of the non-subsidized program. 



The COBAL program, then, has had a strong spillover effect 
in terms of increased availability to poor people of basic 
foodstuffs and household items at reduced prices--exactly the 
effect that UNO's credit to food markets did - not bring about. 
The COBAL participant's response to assistance, moreover, was 
exactly opposite that of the UNO client: whereas the COBAL 
retailer lowered prices and expanded sales, moving from a low- 
turnover, high-margin operation to a high-turnover, low-margin 
one, the UNO firm continued its old ways, using the credit to 
increase profits but not to reduce prices and expand sales. 
Whereas the increased profits of the CORAL retailers (as well 
as the mini-shops) were based on increased sales of a lower- 
priced and restricted variety of brands, the increased profits 
of the UNO markets were associated with the same volume of 
sales and an increased variety of brands, particularly slow- 
moving ones. The COBAL retailer's response, in short, had much 
greater social value than that of the UNO c1ier.t. The differ- 
ence in response, in turn, was a function of the different 
project designs. 

Most important for the question of replicability, the high 
social benefit of the COBAL program is being achieved almost 
without subsidy of prices or operating budgets, whereas the 
subsidy of UNO and its borrowers is very high. In comparison 
to the public-sector COBAL, ironically, the "private-sector" 
UNO has the highest subsidy and the lowest benefit. It is 
important to note, finally, that access to cheap credit played 
no role in the expansion of retailers under the COBAL pro- 
gram. Instead, the main cost advantages proviaed by COBAL took 
the form of reduced wholesale prices, and free and reliable 
delivery. Though UNO's credit indirectly conferred some of 
these cost advantages on retailers too, it did not translate 
into the high social and economic benefits of the COBAL proj- 
ect. With respect to food stores, then, the wisdom of UNO-type 
credit--as opposed to other forms of assistance--might be 
questioned. 

Though UNO did not contribute to the COBAL success story 
in Recife, the UNO justification for lending to retail food 
markets is very much a reaction to it. As a result of the new 
competition by the mini-shops in poor neighborhoods, UNO says, 
many small food markets have gone out of business, because they 
were unable to meet the competition of the no-frills markets. 
UNO sees its loans to the neighborhood markets as keeping them 
from going under. Though UNO agrees that the poor are better 
off now that basic foodstuffs are available at lower prices 
from the mini-shops, it nevertheless believes that the poor 
will be worse off if neighborhood food stores disappear 
completely--because only these markets sell to the poor on 
credit and in small quantities. 



In U N O ' s  eyes, the  soc ia l  benef i t  of C O B A L ' s  p r i ce  compe- 
t i t i o n  i s  not a s  re levant  a s  the  soc i a l  e v i l  caused by t h e  
c los ing of neighborhood s to r e s .  Loans t o  small food markets 
the re fore  do have an important soc ia l  bene f i t ,  it says,  even i f  
s a l e s  rema= constant  and pr ices  do not decrease. The bene f i t  
t akes  t h e  form of t h e  preservat ion of a "service" t o  the  poor-- 
the  supply of bas ic  goods on c r e d i t  and i n  small amounts--that 
i s  under t h r e a t  of becoming ex t inc t .  By allowing neighborhood 
food markets t o  f a i l ,  UNO f ee l s ,  one a l s o  allows t h e  super- 
market chains of Recife t o  gradually monopolize food sales--at  
which point  one cannot be confident t h a t  they w i l l  continue t o  
charge the  comparatively low p r i ce s  they a r e  charging today i n  
order  t o  meet t h e  COBAL competition. 

U N O ' s  thinking i s  not completely a t  c ross  purposes t o  
COBAL. For a l l  i t s  advantages, t h e  COBAL program i s  su i t ed  t o  
small r e t a i l e r s  t h a t  a r e  l a rge r  than U N O ' s  c l i e n t s .  Average 
annual s a l e s  of COBAL r e t a i l e r s  a r e  projected a t  U.S.$160,000 
(1980 d o l l a r s ) ,  which i s  several  times l a rge r  than the  average 
f o r  UNO c l i e n t s  and m r e  than th ree  times the  c e i l i n g  on annual P s a l e s  allowed by UNO. COBAL c r i t e r i a  fo r  pa r t i c ipa t i on  i n  t h e  
program, moreover, exclude many UNO c l i e n t s .  Par t i c ipan ts  must 
(1) have a s t o r e  area of no l e s s  than 40 square meters (many 
UNO c l i e n t s  have l e s s )  and ( 2 )  have a reg i s te red  l i c ense  (38% 
of U N O ' s  r e t a i l  c l i e n t s  do no t ) .  UNO sees  C O B A L ' s  exclusion of 
these smaller markets a s  one more case of the  general exclusion 
of microfirms from the  subsidies and c r e d i t s  provided t o  l a rge r  
firms by t h e  public  sec tor .  Therefore, UNO i s  t ry ing  t o  he lp  
organize some of i t s  food-market c l i e n t s ,  along with o ther  non- 
c l i e n t  markets, t o  take advantage of the  COBAL system of buying 
from i t  a s  a group. (This i s  a jo in t  e f f o r t  with N A I ,  which 
took t h e  i n i t i a t i v e . )  Though the  e f f o r t  i s  commendable, it 
seems t o  be taking a considerable amount of time, given t h a t  
the  market owners must f i r s t  form an associa t ion and agree on 
various procedures and prac t i ces .  

Though U N O ' s  argument may be correct-- i .e . ,  t h a t  small 
food s t o r e s  provide an important se rv ice  t o  the  poor, and t h a t  
they a r e  under t h r e a t  of ext inct ion-- i t  i s  not c l e a r  t h a t  U N O ' s  
loans con t r ibu te  t o  the  survival  of firms t h a t  would otherwise 
f a i l .  UNO r e f e r s  t o  a survey showing t h a t  UNO-assisted r e t a i l  
f irms f a i l e d  l e s s  o f ten  than non-assisted firms (16% versus 32% 
over a 30-month per iod) ,  though t h e  r e s u l t s  a r e  quest ionable 

42-firm sample of U N O 1 s  food-market c l i e n t s  showed average 
annual s a l e s  of U.S.$40,000. 



without independent supporting evidence.l It is difficult to 
determine, moreover, whether UNOvs firms do better--if they 
actually do--because UNO has chosen the "winnersw from the 
start. If this is the case, then the loans would not have made 
the difference between failure and survival. Assisting a small 
percentage of a neighborhood's food markets through highly sub- 
sidized loans, then, seems to be a hit-or-miss way of trying to 
achieve an indirect benefit like the preservation of neighbor- 
hood stores. The COBAL program and UNO's efforts to link up 
its excluded small clients to COBAL offer an example of a more 
focused and powerful approach to creating social benefits for 
the poor through retail food markets. 

The discussion brings us back again to the criticisms of 
UNO by the more "reformist" thinkers in the area of small- 
business programs. The one-to-one credit approach, according 
to these critics, keeps these programs from achieving the sig- 
nificant impacts to be gained from organizing small producers 
to increase their market power and their incomes. I am saying, 
in addition, that UNO could aim for more certain and signifi- 
cant social benefits in the retail food sector not so much by 
helping producers to organize--which has seemed to be a slow 
process in this particular case, and with final results still 
uncerta'n--but by playing an advocacy role vis-a-vis the public 
sector.' Already, UNO is not only helping producers to 

'~uenzalida and Coelho 1980:T.16. The retail sample was small 
enough (80 assisted firms and 71 non-assisted firms) that the 
difference was not statistically significant at the .O1 level, 
though it was at the .05 level (z = 2.07). (The differences in 
failure rates for service and manufacturing firms were not even 
significant at the .05 level.) Also, the sample was not com- 
pletely random, because some of the selected firms were dropped 
from the sample because they could not be found for a re- 
interview (8 of the original 120 assisted firms selected, and 9 
of the original 100 non-assisted firms). Finally, the non- 
assisted "control group" was made up of firms that had been 
considered for but had not received UNO loans. The researchers 
attempt to explain away this difference of the control group by 
saying that the non-assisted firms dropped out of their own 
accord, rather than being rejected by UNO, and therefore could 
still represent a "matchedw control. The dropping out of these 
firms, however, would still seem to define them as different 
from the assisted firms in a way that might be significant to 
the analysis of failure rates. 

 his kind of intermediary role was important in the Small 
Business Administration programs in the United States. There, 
enabling small business to participate in Federal procurement 
programs was more important than job-creation goals (Johnson 
l979:ii). 



organ ize  t o  buy from COBAL, b u t  it is speaking d i r e c t l y  wi th  
COBAL about  t h e  p o s s i b i l i t i e s  of ga in ing  access  f o r  i ts  
c l i e n t s .  Given U N O ' s  growing s t a t u r e ,  t h e s e  p r e s s u r e s  on COBAL 
w i l l  probably p l a y  a t  l e a s t  a s  s i g n i f i c a n t  a  r o l e  a s  producer 
o rgan iz ing  i n  determining whether t h e  e f f o r t  succeeds.  

Conclusion 

U N O ' s  l ending ,  i n  sum, d i d  no t  involve  f i rms  t ha t  were 
expanding. Growth of t h e  f i rm ,  i n  f a c t ,  may no t  be a  proper  
s tandard  by which t o  judge small-business c r e d i t  programs. A l l  
a long,  w e  may have be n  i n c o r r e c t  i n  assuming t h a t  a l l  t h a t  i s  f good must b e  growing. Though t h e r e  i s  a  smal l  minor i ty  o f  
impress ive except ions  t o  t h e  no-growth average o f  UNO's 
c l i e n t s ,  t h e  l a c k  of d a t a  makes it imposs ib le  t o  count  them, t o  
f i n d  o u t  i f  t h e y  went on t o  bank c r e d i t  o r  a r e  r e p e a t i n g  wi th  
UNO, much l e s s  t o  understand whether t h e r e  was a r e l a t i o n s h i p  
between the c r e d i t  and t h e  growth. Studying t h e s e  except ions  
would a l low u s  t o  e v a l u a t e  b e t t e r  what c o n s t r a i n t s  r e a l l y  
e x i s t ,  what m a k e s  t h e m  d i s s o l v e ,  and h o w  t o  decide w h e t h e r  
smal l -business  c r e d i t  programs a r e  worth f inanc ing ,  and f o r  
what reason.  

A t  our  p r e s e n t  l e v e l  of knowledge, it i s  d i f f i c u l t  t o  f i n d  
a  s t r o n g  economic o r  s o c i a l  j u s t i f i c a t i o n  f o r  suppor t ing  what 
UNO does .  With r e s p e c t  t o  t h e  income t r a n s f e r  t o  UNO c l i e n t s ,  
t h e s e  i n d i v i d u a l s  a r e  much l e s s  needy i n  terms o f  income and 
employment t han  roughly h a l f  o f  t h e  poor popula t ion .  With 
r e s p e c t  t o  s u r v i v a l  of a  f i rm,  we have no adequate  evidence a s  
t o  whether U N O ' s  loans  make a  d i f fe rence- -another  s u b j e c t  
worthy of r e sea rch .  Without income-transfer o r  employment ( o f  
owners) j u s t i f i c a t i o n s ,  we must f a l l  back on t h e  economic 
j u s t i f i c a t i o n  t h a t  smal l  f i rms  can c o n t r i b u t e  to  i n c r e a s e s  i n  
growth of ou tpu t  and employment ( o f  h i r e d  workers ) .  But i f  UNO 
i s  no t  choosing f o r  growth p o t e n t i a l ,  and if the s e l e c t e d  f i r m s  
are n o t  growing, t hen  what i s  t h e  economic ju s t i f i ca t ion - -g iven  
the s c a r c i t y  of resources  a v a i l a b l e  f o r  such p r o j e c t s ?  Even i f  
UNO loans  do make a  d i f f e r e n c e  with  r e s p e c t  t o  f i rm s u r v i v a l ,  
i s  t h a t  s u f f i c i e n t  j u s t i f i c a t i o n ?  

Perhaps t h e  paradigm of economic and s o c i a l  b e n e f i t s  i s  
what makes it s o  d i f f i c u l t  t o  f i n d  a  j u s t i f i c a t i o n  f o r  devot ing  

'or perhaps we a r e  i n c o r r e c t l y  applying t h e  r e l a t i o n s h i p  w e  
have seen  between c r e d i t  and product ion i n  a g r i c u l t u r e ,  where 
a n  i n c r e a s e  i n  working-capi ta l  c r e d i t  t o  smal l  farmers  almost 
alwavs l e a d s  t o  an i n c r e a s e  i n  t h e  a r e a  c u l t i v a t e d .  and hence 

a 

i n  product ion ,  i f  no t  p r o d u c t i v i t y .  



development-assistance funds to what UNO has been doing. Per- 
haps one can obtain a more coherent view of UNO by suspending 
for a moment this way of looking at the problem and by simply 
saying that UNO is doing what is "just." UNO extends the 
mantle of the public sector to a stratum of firms that would 
seem to be as deserving as the rest but that are nevertheless 
without public-sector protection. In order to do this, it 
chooses a task and a way of doing the task that are simple 
enough to give the effort a high probability of working well. 
UNO also shows the public sector that it is not really so dif- 
ficult to extend public-sector protection to this kind of firm. 

To justify UNO's actions and achievements as being 
"just1'--rather than as socially and economically worthwhile-- 
brings us back to the "good works" theme of UNCl and other pri- 
vate voluntary organizations. The economist would have no 
trouble with this justification, but would say that certain 
ways of doing good things will buy more justice than other 
ways. But these better ways may not be available sometimes, or 
they may be organizationally difficult, or they may represent 
unrealistic assumptions about the ability of organizations to 
identify winning firms. The existence of these better ways may 
not be particularly relevant, then, forcing us to choose 
second-best solutions. Nevertheless, it is difficult to avoid 
asking some of these doubting questions at this point in UNO's 
growth--when it has the strength and stature to improve upon 
what it does, and is receiving considerably increased funding 
from the public sector. 

The Half-Underground Economy 

About half of UNO's clients are clandestine. They do not 
pay sales, payroll, or business income taxes: they do not ob- 
serve the labor legislation or municipal codes; and they are 
not registered with the authorities as businesses. A survey of 
500 UNO clients found that 50% did not pay their share of sales 
taxes, 87% did not pay business income tax, and 93% did not pay 
payroll taxes. A large minority (38%), however, voluntarily 
paid social security taxes for themselves as self-employed 
workers (16% of their earnings), giving them the right to free 
medical and dental service as well as pensions. Of the same 
group of firms, 51% were not registered as businesses with the 
city. 1 

'UNO 1980:76-80, T. 35-39. An UNO staff member noted that many 
certificates of supposedly registered firms turn out to be 
expired. 



UNO h a s  no record o f  the number of c l i e n t s  who have l e g a l -  
i z e d  dur ing  o r  a f t e r  t h e i r  UNO loans ,  except  f o r  a  1977 check 
o f  a l l  c l a n d e s t i n e  f i rms  which obtained loans  u n t i l  then .  This  
check showed t h a t  43% of t h e  c l i e n t  f i rms  had l e g a l i z e d ,  and 
ano the r  13% were i n  t h e  p rocess  (UNO 1977:6). A random sample 
o f  112 UNO f i r m s  taken  i n  1979 showed t h a t  whereas 25% were 
l e g a l i z e d  b e f o r e  r e c e i v i n g  UNO c r e d i t  i n  1976 o r  1977) ,  51% i were l e g a l i z e d  a f t e r  r ece iv ing  c r e d i t .  Given U N O ' s  pessimism 
about  t h e  p o s s i b i l i t y  of i t s  c l i e n t s  becoming l e g a l ,  t h e s e  
f i n d i n g s  a r e  b e t t e r  t han  one would expect .  

What a r e  t h e  c o s t s  of becoming a  r e g i s t e r e d  f i rm? Accord- 
i n g  t o  an in formal  survey now i n  p r e p a r a t i o n  by an  UNO s t a f f  
member, smal l  f i rms  must pay between U.S.$225 and U.S.$370 
(Cr$30,000 t o  Cr$50,000) t o  an e x p e d i t e r ,  p l u s  an a d d i t i o n a l  
U.S.$150 (Cr$20,000) i n  f e e s ,  photocopying, and purchases  
r e q u i  ed t o  b r i n g  i n s t a l l a t i o n s  up t o  code ( f i r e  e x t i n g u i s h e r s ,  
e t ~ . ) ~  The  up-front c o s t s  of l e g a l i z a t i o n ,  t hen ,  a r e  approx- 
ima te ly  U.S. $450--six monthly minimum wages, which i s  more than  
t h e  monthly imputed wage earned by almost any o f  U N O ' s  f i r m  
owners (96% e a r n  l e s s  than  f i v e  t imes  t h e  minimum wage). ?he 
va r ious  steps necessary  for r e g i s t r a t i o n  a r e  complex and h i q h l y  
bu reauc ra t i zed ,  r e q u i r i n g  many days of a  f i rm  owner 's  t ime,  
even wi th  t h e  h e l p  of an exped i t e r .  Once t h e  f i r m  is r e g i s -  
t e r e d ,  it must s t a r t  t o  pay a  17% s t a t e  value-added t a x  ( I C M ) :  
a  10% f e d e r a l  value-added t a x  on manufacturing ( I P I ) ;  a  1% 
f e d e r a l  t a x  on s a l e s  (PIS,  which i s  earmarked f o r  h e a l t h  and 
e d u c a t i o n ) ;  a  5% municipal  t a x  on s e r v i c e s  f o r  s e r v i c e  f i r m s ;  a  
bus ines s  income t a x  (35% of  n e t  t a x a b l e  p r o f i t s ) :  a  municipal  
p rope r ty  t a x ;  and p a y r o l l  t a x e s  (FGTS, INPS), which, t o g e t h e r  
w i th  o t h e r  f r i n g e  b e n e f i t s ,  i n c r e a s e  wage c o s t s  by 30% t o  

' ~ u e n z a l i d a  and Coelho l98O:T. 4. This  d i f f e r e n c e  is probably 
o v e r s t a t e d  because 22 of t h e  112 f i rms  sampled could no t  be  
found and t h u s  were excluded from t h e  post- loan p ropor t ion  b u t  
no t  from t h e  pre-loan p ropor t ion .  Also, t h e  i n c r e a s e  i n  l e g a l -  
i z a t i o n  may no t  have been a t t r i b u t a b l e  t o  UNO c r e d i t  s i n c e  a  
matched sample o f  91 non-ass is ted f i rms ,  who were analyzed by 
UNO b u t  d id  not  t a k e  c r e d i t ,  showed a  s i m i l a r  i n c r e a s e  i n  l e -  
g a l i z a t i o n :  31% l e g a l i z e d  i n  t h e  e a r l y  per iod  and 51% i n  t h e  
l a t e r  pe r iod .  ( A s  i n  t h e  UNO sample, t h e  r e s u l t s  a r e  weakened 
by t h e  f a c t  t h a t  28 of t h e  91 f i rms  could no t  be found f o r  t h e  
second obse rva t ion ,  and t h u s  were no t  included i n  t h a t  pro- 
po r t ion  and were not  excluded from t h e  f i r s t - o b s e r v a t i o n  
propor t ion .  ) 

' ~ x c h a n ~ e  r a t e  i s  Cr$135 t o  t h e  d o l l a r .  



50%. Other recurrent costs involve license-renewal fees and 
keeping installations and equipment up to coda. 

Clandestine firms feel that it is cheaper to remain un- 
registered and to avoid the penalties of being discovered by 
regularly bribing the police and other official inspectors. 
Bribery of this nature is so routine that microfirms talk 
openly about it, joking affectionately about the neighborhood 
inspector in their pay. An owner of a small shoe manufacturing 
firm, when asked how many permanent employees he had, responded 
that "the only permanent employee I have is the policeman at 
the cornerl" 

Given the costs of operating legally, and the possibility 
of avoiding these costs through bribery, why would a small firm 
ever want to become legal? One reason has already been dis- 
cussed: clandestine firms are often unable to sell to regis- 
tered firms because the former cannot supply an official sales 
receipt. Being clandestine, then, can limit one's market 
severely. Similarly, firms cannot sell to public agencies 
without being legal: this represents a substantial impediment 
in a country like Brazil, where the pyblic sector accounts for 
more than 50% of domestic investment. Public-sector purchases 
of goods and services would be particularly high in a place 
like Recife, a state capital and one of Brazil's large metro- 
politan centers, which houses the regional development author- 
ity for the whole Northeast. Several firms that manufacture 
furniture reEerred to their desire to "land' a state agency as 
their client. 

Being clandestine also limits a firm's access to financ- 
ing. The Brazilian government offers various lines of credit 
to firms for working capital and investment, many at favorable 
terms and interest rates. At best, clandestine firm owners can 
take bank credit only as individuals, as they do from UNO. 
This particular advantage of being legal is strictly theoreti- 
cal for many microfirms, even when they are legalized, since 

''The total amount of all these taxes is less than it might 
seem. Many clandestine firms already pay property taxes, to 
establish their squatter's rights to their property. On the 
17% and 10% value-added taxes (IPM and IPI), one pays only 
one's contribution to total value, subtracting the tax already 
paid on previous stages of the production process. With re- 
spect to the business income tax, finally, small firms are 
allowed to pay a flat 35% on 30% of their annual sales. 

2 ~ n  UNO attempt to organize female domestics to bid for public- 
sector contracts failed because of requirements that the group 
have a legal character. 



t hey  cannot  meet bank requirements  f o r  r e a l  gua ran tees ,  docu- 
mentat ion,  and average ba l ances .  

Being c l a n d e s t i n e  imposes s i g n i f i c a n t  c o n s t r a i n t  on a  
f i n ' s  a c c e s s  t o  f inanc ing  because of  i t s  i n a b i l i t y  t o  par-  
t i c i p a t e  i n  t h e  widespread system of i n t e r f i r m  f inanc ing  i n  
B r a z i l .  Short-term promissory no te s  ( " d u p l i c a t a s " )  a r e  i s sued  
by f i n s  s e l l i n g  t o  one another ,  and can be d i scounted  a t  
banks. Much i n t e r f i r m  b u s i n e s s  i s  conducted wi th  t h e s e  no te s ,  
which can be i s sued  only  by l e g a l i z e d  firms. '  A s i m i l a r  system 
o f  i n t e r f i n  f inanc ing ,  though i l l e g a l ,  h a s  developed among 
c l a n d e s t i n e  f i r m s  and t h e i r  customers. Both firms and ind iv id -  
u a l s  f r e q u e n t l y  pay f o r  purchases  wi th  pos tda ted  checks. (The 
bank does n o t  recognize  t h e  f u t u r e  d a t e ,  and w i l l  cash  t h e  
check upon p r e s e n t a t i o n ,  r e g a r d l e s s  of  t h e  d a t e . )  The pos t -  
da ted  checks can be  exchanged f o r  cash b e f o r e  t h e  due d a t e  
through an informal  moneylender ( " a g i o t a " ) .  The moneylender, 
l i k e  t h e  bank,  d i s c o u n t s  t h e  check, though probably a t  a  r a t e  
h i g h e r  t han  t h a t  a t  which t h e  " d u p l i c a t a "  i s  d iscounted ,  g iven  
t h e  i l l e g a l i t y  of t h e  p r a c t i c e .  The use of pos tda t ed  checks 
was common among UNO c l i e n t s ,  and h  s a l s o  been observed i n  the 
informal -sec tor  of o t h e r  c o u n t r i e s .  ' O n e  food-market owner I 
in te rv iewed proudly d i sp layed  va r ious  pos tda ted  checks h e  had 
rece ived  from policeman-customers a s  an i n d i c a t i o n  o f  t h e  
" r e s p e c t a b l e "  c l i e n t e l e  t o  whom he  was s e l l i n g  on c red i t - - in  
c o n t r a s t  t o  t h e  customers buying on c r e d i t  from whom one had no 
more a s su rance  of  payment than t h e  amount w r i t t e n  down i n  a 
notebook ( " c a d e r n e t a " ) .  

Though pos tda ted  checks a r e  somewhat analogous t o  t h e  
promissory n o t e s  exchanged by r e g i s t e r e d  f i r m s ,  t h e  system i s  
more c o s t l y  and r i s k y .  The r e c e i v e r  o f  the check runs  t h e  r i s k  
t h a t  t h e  check w i l l  bounce. The moneylender who d i s c o u n t s  t h e  
check must charge  f o r  t h i s  r i s k ,  making the  n e g o t i a t i o n  of  t h e  
check more c o s t l y  than  i n  t h e  case  o f  t h e  promissory 

''The n o t e  i s  no t  a c t u a l l y  an I O U ,  s i n c e  it i s  i s sued  by t h e  
s e l l i n g  f i r m  and d e c l a r e s  t h a t  t h e  s e l l e r  i s  owed a  c e r t a i n  
amount by  t h e  buyer .  The s e l l e r  e i t h e r  c o l l e c t s  on t h e  no te  
frcm t h e  purchaser  a f t e r  t h e  time per iod  i n d i c a t e d  (30, 60, o r  
90 days)  o r  d i s c o u n t s  t h e  no te  a t  t h e  bank, i n  which c a s e  t h e  
bank c o l l e c t s  l a t e r  from t h e  s e l l e r  (when he i s  p a i d ) ,  o r  
a r r a n g e s  t o  c o l l e c t  d i r e c t l y  from t h e  purchaser .  

2 ( ~ ~ ~ ~ ~ ~  1981:196) no tes  t h a t  postdated checks a r e  " t h e  normal 
form of  payment of  s u p p l i e r  c r e d i t "  i n  t h e  informal  s e c t o r  o f  
Colombia. 



notes. '  The i s s u e r  of t h e  pos tda ted  check runs t h e  r i s k  t h a t  
t h e  r e c i p i e n t  ( o r  t h e  moneylender) w i l l  cash it be fo re  t h e  due 
d a t e ,  t h u s  caus ing  t h e  i s s u e r  to  i n c u r  t h e  p e n a l t i e s  f o r  i s s u -  
i n g  bad checks.  According t o  t h e  law, banks must l evy  a  f i n e  
on each bounced check and, a f t e r  two such checks,  t h e  i s s u e r ' s  
bank account i s  c losed  and he  cannot open a  new account  i n  any 
bank f o r  two yea r s :  he  w i l l  a l s o  have h i s  acces s  ba r r ed  t o  per-  
sona l  and bank c r e d i t .  

The d e c i s i o n  t o  l e g a l i z e  

Clandes t ine  f i rm owners, and those  who w e r e o n c e  c lan-  
d e s t i n e ,  have a  c l e a r  concept of a  "break-even p o i n t "  f o r  
l ega l i za t ion - -a  l e v e l  of a c t i v i t y  beyond which t h e  c o s t s  of 
be ing  c l a n d e s t i n e  become g r e a t e r  than  t h e  c o s t s  of l e g a l i z a -  
t i o n .  These f i rms  s e e  l e g a l i z a t i o n  a s  marking a  s t a g e  o f  t h e i r  
growth, r a t h e r  t han  a s  an impediment t o  it. One UNO c l i e n t  who 
had r e c e n t l y  l e g a l i z e d ,  f o r  example, f e l t  t h a t  he  had done s o  
"prematurelyw-- that  is ,  a t  a  l e v e l  o f  bus iness  t h a t  was n o t  
g r e a t  enough t o  suppor t  t h e  c o s t s  o r  reap  t h e  b e n e f i t s .  Thus 
even i f  an  UNO-type program f inances  t h e  up-front c o s t s  o f  
l e g a l i z a t i o n  and a s s i s t s  f i rms  through t h e  process ,  t h e  dec i -  
s i o n  t o  l e g a l i z e  can be an imprudent one i f  a  f i rm i s  no t  
growing and t h e  break-even p o i n t  has  n o t  been reached.  

It i s  f o r  t h e s e  reasons  t h a t  UNO, t o  t h e  s u r p r i s e  of many, 
does  n o t  encourage f i rms  t o  l e g a l i z e  o r  o f f e r  any a s s i s t a n c e  t o  
do so:  indeed,  UNO even d iscourages  some f i rms  t h a t  want t o  
l e g a l i z e ,  i f  it judges t h a t  t hey  have no t  reached t h e i r  break- 
even p o i n t .  Though UNO loans  can inc lude  s p e c i f i e d  amounts f o r  
l e g a l i z a t i o n  c o s t s ,  few of them have done so .  "The day t h a t  
our  c l a n d e s t i n e  f i rms  become l e g a l , "  UNO says ,  " t h e y ' l l  go 
bankrup t l "  Given t h e  inc reased  l e g a l i z a t i o n  r epor t ed  by UNO 
and by Fuenzalida and Coelho a t  the beginning of t h i s  s e c t i o n ,  
t h e s e  pe rcep t ions  a r e  s u r p r i s i n g .  

An UNO-type program, many f e e l ,  should assist i t s  c lan-  
d e s t i n e  c l i e n t s  t o  l e g a l i z e  o r ,  a t  l e a s t ,  should choose c l i e n t s  
with t h e  p o t e n t i a l  f o r  l e g a l i z i n g .  I f  l e g a l i z a t i o n  (and gradu- 
a t i o n  t o  bank c r e d i t )  does n o t  r e s u l t  from a  f i r m ' s  involvement 
wi th  UNO, then  t h e  f i rm  h a s  gained on ly  temporary acces s  t o  

'Though I c o n s i s t e n t l y  quest ioned f i rms  about  t h e  d i scoun t  they  
pa id  t o  moneylenders f o r  postdated checks, t h e  answers va r i ed  
s o  widely t h a t  I could no t  e s t i m a t e  t h e  d i scoun t  r a t e .  I sus-  
pec t  t h a t  t h e  wide v a r i a t i o n  r e f l e c t s  wider t r a n s a c t i o n s  and 
c l i e n t  r e l a t i o n s h i p s  o f  which t h e  pos tda ted  check i s  only  a  
p a r t .  



credit--only for as long as UNO continues to lend to it.' At 
best, the clandestine clients who do not legalize during the 
course of their UNO assistance will obtain two or three years 
of working-capital finance, after which they will have to 
revert to their previous reliance on the informal financial 
market. 

Legalization is an important issue for other reasons. 
UNO's survival and recent large expansion are due, in great 
part, to financial support from the public sector. It may be 
difficult for the government to give continually increasing 
support to a program that winks at the evasion of the law. For 
the state to finance UNO's clandestine clientele, and condone 
its lack of interest in legalization, is tantamount to saying 
that the only way to succeed as a microbusiness is to break the 
law and bribe its representatives. Even though this may be 
true, it may be politically difficult for the state to openly 
support such a proposition.2 For this reason, probably, the 
companion issues of legalization and graduation were important 
ones when the Brazilian government was negotiating its large 
increased contribution to UNO operations under the two World 
Bank projects. The Bank and the agencies of the Brazilian 
government, as could be expected, felt that more attention 
should be paid to facilitating the legalization of UNO clients 
and their permanent access to formal credit. 

UNO's resignation to clandestinity, though perhaps realis- 
tic, is somewhat disturbing for another reason. To select for 
assistance a group of firms that are considered viable only in 
a clandestine form implies that their main comparative advan- 
tage is that of not having to comply with the labor legislation 
or to pay taxes. The literature on small businesses, however, 
shows that such firms have a strong comparative advantage in 
some sectors--based on the technology of the product, the 
production processes used, and the competitive environment. 
When sach firms succeed, in other words, they have many things 
going for them other than their escape from the law. If the 
costs of being legal are overwhelming to a particular firm, 
then this may be more a sign of that firm's low potential for 

'getween 1977 and 1981, only 25% of firms financed by UNO 
during the year were on their second loan or more, and only 7% 
were receiving the third loan or more (UNO 1980:T.III). 

 his point is also made by a staff member of FIDEM, one of the 
public agencies that contracts with UNO. "[It] is not easy for 
the strongly regulated public institutions," she says, "to 
afford any commitment to clandestine micro-enterprisen (0s6rio 
1981: 31) . 



survival or dynamism than of a condition facing all small 
firms. 

When UNO talks about how legalization would send many of 
its client firms into bankruptcy, the main troublemaking costs 
it points to concern labor legislation; observing the minimum 
wage and paying fringe benefits to employees are said to in- 
crease wage costs by 30% to 50%. For UNO to portray such 
compliance as beyond possibility is to tacitly assume that the 
viability of microfirms is dependent on their continued exploi- 
tation of labor, a position that does not seem fitting for an 
organization set up to help the working poor. That most firms 
have an idea of a break-even point after which they can afford 
to comply with the labor legislation, as discussed above, means 
that microfirms do not necessarily see themselves as being for- 
ever outside the law--at least those that have some hopes for 
growth. 

One obvious way to avoid the problem of condoning labor 
exploitation would be for UNO to work with firms without 
employees. This would place UNO largely in the retail and 
service sector and, to be justifiable on income-transfer or 
employment grounds, would require lending to a much poorer 
clientele--the hawkers, the vendors, the marketers, the bicy- 
cle-transporters, etc. Various programs have experimented with 
loans to this poorer stratum, often carried out through bor- 
rower groups of 5 to 10 persons (PISCES 1981). But UNO has so 
far shown little interest in going further down in the income 
distribution because of its concern for repayment and because 
of the large change this would require in its way of operating. 

The labor practices of clandestine firms 

Most discussions of the underground economy emphasize how 
the firm can protect itself, by being clandestine, from the 
various costs of belonging to the formal sector. But the labor 
legislation and the judicial system, it turns out, have a sig- 
nificant effect on how clandestine firms make decisions about 
their labor--at least those firms that are clients of UNO. 

'some clandestine firms paying more than the minimum wage will 
reduce the wage to the minimum when they legalize, so that the 
increase in labor costs is not the full 30% to 50%. Also, most 
legal firms have legal - and clandestine employees, so that 
legalization does not result in increased costs for all employ- 
ees. A survey of all registered Brazilian firms in 1977 showed 
that 15% of total employees received less than the minimum wage 
(Calabi and Luque 1981:9, T.3.). 



In Brazil, the labor legislation concerning the circum- 
stances under which an employee can be fired applies to all 
firms, in theory, not just to legalized ones. If an employee 
feels he is unjustly fired, whether clandestine or not, he has 
recourse to a labor court to prosecute his complaint; the pro- 
ceeding is one of the few in Brazil where the complainant does 
not have to hire a lawyer. In accordance with the legislation, 
the labor courts determine how much severance and back pay the 
firm must pay--including pro-rated retroactive pay for unpaid 
holidays, and 13th salaries, to which full monetary correction 
is applied. In practice, only a minuscule proportion of fired 
employees ever prosecutes its case in the court. Many settle 
immediately for a cash payment that is considerably less than 
they are entitled to receive. One UNO client, whose firm was 
registered, explained to me how he negotiated the severance 
payment of a recently-fired enployee; he calculated the amount 
owing, and then offered approximately 35% of that amount to the 
employee who, after a little bargaining, settled with him for 
an amount representing 40% of the total. Dismissed workers 
accept such meager settlements, rather than going to court, 
because of ignorance of their rights, need for immediate cash, 
and, more recently, a change in the labor law that puts the 
largest single share of the severance amount due (in the case 
Of registered workers) in the hands of the government (FGTS), 
rather than the employer. 1 

Clandestine firms Live in fear of being taken to court by 
dismissed employees. Such cases, first of all, are almost 
always decided in favor of the employee. The cost of such a 
decision can be considerably greater to clandestine as opposed 
to legal firms, moreover, since the former will have to pay 
back payroll taxes that the legal firm has been paying all 
along, as well as additional back taxes and fines foc evading 

'AS long as the employer officially recognizes the act of 
firing, the employee automatically receives this particular 
share of his indemnification from the state. Because of this 
guaranteed severance payment from the state, which represents 
past contributions to an unemployment fund made by the employer 
in the employee's name, an employee wishing to leave a firm 
will often ask the employer to "fire" him. 



other aspects of the law.' The employee of the clandestine 
firm, finally, has no resort to the government severance pay- 
ment, so if the employer is to settle informally, he will have 
to bear the whole cost of the severance payment. The rules and 
costs of belonging to the formal sector, in sum, place a 
greater burden on the clandestine firms, in this particular 
case, than on the legal firms themselves. In this case, then, 
being clandestine does not always allow the small firm to es- 
cape costs associated with formal-sector status. 

Severance pay is an important institution among the 
Brazilian working class, as well as an important part of the 
history of many UNO-assisted firms. Many workers see severance 
pay as a rare opportunity for them to have enough capital to 
start a business or make another investment that will improve 
their income-earning potential. More than half the UNO firm 
owners I interviewed started their business with "severance 
capital." A study of microfirms in the state of Pernambuco 
reported a case of 30 small manufacturing firms in the town of 
~imbabba, all of which were created as the result of severance 
payments to workers by a large-shoe manufacturing firm that had 
recently closed down (Robalinho 1973:106). Many formal-sector 
employees plan their choice of employer, the period of time 
they work at an establishment, and their resignations or 
"firingsn in accordance with plans to start their own busi- 
nesses. Severance pay, in short, is very much in the minds of 
workers in Brazil. 2 

Though most unregistered workers receive only a fraction 
of the severance pay legally owed them, and though the cases 
prosecuted in the courts represent an insignificant portion of 
improperly dismissed employees, the mere possibility of em- 
ployee recourse to the judicial mechanism has a strong impact 
on the perceptions and decisionmaking of clandestine employ- 
ers. As reported to me by some clandestine clients of UNO, 
many clandestine firms try not to keep any employee for more 

l ~ e ~ a l  firms also have their problems. They often delay the 
payment of their payroll taxes as long as they can, which in- 
volves a substantial saving when inflation rates are at the 
100% levels of the last years in Brazil; if they are taken to 
court by the dismissed employee, they must pay up immediately 
on all their payroll taxes. Also, legal firms generally employ 
a mix of legal and clandestine employees; if they are taken to 
court by a fired clandestine employee, they will be just as 
liable as the clandestine firm. 

'peattie (n.d. : 22) also reports on the importance of severance 
pay in providing the capital for shoemakers to start their own 
businesses in Colombia. 



than six months, because he sta ts to have a right to severance 
pay after three months of workaf Firms also reported that they 
preferred young, unskilled workers to older skilled tradesmen, 
such as carpenters, welders, or shoemakers. Their reason for 
the preference, they said, was that the unskilled workers were 
"more obedientw and less "uppity." But the fact that these 
firms were fearful of keeping their clandestine employees for 
more than six months would also have contributed to making 
skilled employees less desirable. 

Partly because of this vulnerability to the labor legisla- 
tion, clandestine firms had a preference for a high turnover of 
their labor force, and for unskilled over skilled workers-- 
i.e., for the lower labor-productivity choice. This preference 
is probably one of the reasons for the high turnover and the 
youth of the employees of UNO clients; an UNO survey of the 788 
employees of 500 UNO clients showed that 62% had worked for the 
firm less than 1 year, 26% w re less than 19 years old, and 50% 
were less than 29 years old.' The "perverse" preference for 
high turnover, it should be noted, does not apply to legal 
firms, which have no fear of the fired employee because the 
severance payment is taken care of by the state, and the condi- 
tions under which an employee can be fired are not stringent. 
As one recently legalized bakery owner said, "it's the employer 
who fears a firing when you're clandestine, but it's the em- 
ployee who fears the dismissal when you're 

l ~ h e  owner of a small foundry operation proudly told how he 
learned this "technique" from a course on labor legislation he 
took at a government-sponsored training program for artisans 
and tradesmen (SENAI). 

2~~~ 1980:112, T.61. The total number of workers at the 500 
firms was actually 1,025, but I have excluded 237, or 23%, of 
the employees because information on time of service was not 
available. 

3~razil's comprehensive land and rural labor legislation has 
had an analogous "perverse" impact. Though few cases of land- 
owner abuse of tenant farmers have been taken to the courts, 
landowners have considerable fear of this possibility because 
of the even-handed way the courts have adjudicated their cases. 
The fear, as in the case of the clandestine firms, does not 
impel them to treat their tenants and employees properly, but 
to avoid hiring labor and letting out their land in ways that 
make them vulnerable to accusation. Thus, they prefer hiring 
casual labor to letting out land in tenancy, and they prefer 
labor-saving activities (like cattle-raising) to labor-using 
ones (agriculture). 



That clandestine firms have a preference for the least 
skilled labor, of course, can be viewed in a positive light. 
Such firms provide employment to persons who are otherwise 
unemployable--adolescents, old and handicapped persons, and 
family members who would otherwise not gain employment outside 
the family. With respect to the young, moreover, small firms 
are considered to provide employment to unskilled workers in 
positions that allow workers to gain skills and, ultimately, 
seek better-paid skilled jobs in the formal sector. Jobs 
created by a program of assistance to microfirms, then, may be 
truly "additionaln--i.e., these jobs are not likely to be 
filled by workers attracted from other jobs. 

That labor turnover is preferred by clandestine employers 
is a curious twist on the literature, which reports high labor 
turnover as a complaint of firm owners in the informal sector-- 
because of the time invested in training the new recruit who, 
as soon as he is trai ed, is "lured away" to better employment 
in the formal sector.' The UNO case, in contrast, shows that 
firm owners themselves choose this low-productivity alterna- 
tive, because of the "perverse' encouragement of high turnover 
caused among clandestine firms by the labor legislation. 
Because clandestine employers are so fearful of having long- 
term employees, a fear which in turn contributes to low labor 
productivity, service to these firms may not be the best 
approach to increasing employment. 

Conclusion 

Given that legalization would "bankruptn many of UNO's 
clients, UNO might better approach the problem of legalization 
costs by trying to get these costs reduced. UNO has indeed 
made efforts in this direction. It has sent memoranda to 
Brazil's Minister of Debureaucratization ( ! ) ,  in which UNO has 
detailed the excessive costs of legalization for microfirms, as 
well as the extent to which they cannot gain access to govern- 
ment credit and other subsidies even when they are legalized. 
The Minister, in turn, has made several public statements about 
efforts to simplify the legislation and to exempt microfirms 
from some of its taxes. In addition, an UNO staff member (who 
is also a lawyer) is trying to put together a memo for the 
Minister and other relevant authorities on the cost of legal- 
ization. Whether any changes will occur (the Minister of 
Debureaucratization is without staff and is not particularly 
powerful), and whether UNO will have played a significant role, 
is difficult to say at this time. 

'or he opens up his own shop, a complaint noted by Peattie 
(n.d. : 8 ) .  



Table 1 
UNO: Loans, loan value, and expenditures, 

1973-19~2~ 
(1981 constant U.S.$) 

Average Average Cost as a 

b 
Total loan Number loan cost % of loan 

Total costs value of value per loan value 
year (U.S.S1,000) (u.S.Sl.000) loansC (u.s.$) (U.S.$) (0 

Source: Based on data from UNO. 

a~ruzeiro values were converted to 1981 constant cruzeiros using the general 
price index, and then converted to dollars at the 1981 average rate of 
CrSgl. 265 to the dollar. 

b~epresents total lTNO expenditures per year. 

C~ncludes both Recife and Interior programs. 

estimate. 



Table 2 
UNO: Total and repeat loans, Recife and i n t e r i o r  programs, 1973-1982 

Repeat loans a s  
Number of loans N u m b e r  of repeat loansa percentage of t o t a l  ( 8 )  

Year Recife In t e r io r  Total Recife In t e r io r  Total Recife In te r ior  Total  

Total 
through 
1981: 1,680 872 2,552 46 1 8 1 314 231.2 45.1 199.5 

Source: Based on data from UNO. 

%epeat loans a re  to  firms with previous UNO loans. The repeat loans a re  included i n  t o t a l  loans. 

~ I N O  estimate. 



Table 3 
Sources of UNO's operating budget, 1973-1982 

(current ~ . ~ . $ 1 0 0 0 s ) ~  

Public sector Percentage of total ( % )  
Miscellaneous 

Ministry World local Miscellaneous 
Foreign of Bank insti- Grand Foreign Public local 

year donors CEBRAE Labor projects Total tutionsC total donors sector institutions d 

1973 50.1 25.3 - - 25.3 2.0 77.4 64.8 32.7 2.5 

- - - 

Source: Based on data from UNO. 

a~ruzeiros were converted to dollars at the respective average exchange rate for each year. 

b ~ n  order of importance: OXFAM, PACT, Catholic Relief Services, Inter-American Foundation, Canadian Embassy, AITEC, 
Appropriate Technology International, Merrill Trust. 

C~ncludes private Brazilian donors. 

Pncludes World-Bank and Brazilian-government counterpart funds. 



Table 4 
Distribution of monthly earnings and household income of UNO 

firm owners, as compared to the general population 
(Percentages) 

Monthly earnings Monthly household income 

Economically active 
population Urban 

Non-agricultural households 
Number of UNO workers, UNO central- 
monthly firm state of Metropolitan f irm Northeast 
minimum -"'% Pernambuco Recife owners Brazil states 
wagesa (1980 (1980)~ (1970)~ (1980) (1970)~ 

5 3.8 
Total 100.0 

a ~ h e  minimum monthly wage from November 1981 to May 1982 was U.S.$73 (CrS10.200). 
From 1970 to the present, the wage has increased in the same proportion as the general 
price index. 

b~ource is a 500-firm survey conducted by UNO (UNO 1980). Earnings are imputed wage 
to firm owners. 

%ata not yet available for metropolitan Recife only. The nonagricultural labor force 
of metropolitan Recife accounts for 61 percent of the state total. Source is FIBGE 
(1980:vol. I, Book 2, T.52). 

d~ata for 1980 not yet available. Source is Keller (1978, p. 106, T.37). 

e~ata for Recife-only not available. Source is World Bank (1979:Annex C, 80, T.C.2). 



Table 5 
Sample of UNO food storesa: Profits, wages, 

and inventory as a percentage of monthly sales b 

(Percentages) 

Imputed monthly wage Monthly gross profitse f 
Inventory as 

as percentage of sales as percentage of sales percentage of sales 
Number of Number of Number of 

Percentage casesg Percentage casesg Percentage casesg 

7 . 5  42 21.7 42 80.5 42 

Source: Based on UNO loan files; absolute values are in Table 6. 

"~ile folders were chosen that showed at least three observations of monthly sales 
on three separate occasions, making the sample nonrandom. Of the 42 firms, 23 had 
had two loans from UNO, 12 had three or four loans, and 7 had only one loan. 

b~verage values were calculated by converting all values to 1981 constant cruzeiros, 
using the monthly general price index of Conjuntura econbmica (ndisponibilidade 
internan). All the first-visit observations were then averaged, and the same was 
done for the subsequent three sets of observations. Observations cover a period 
from 1975-1981, and thus the averages do not represent a particular month or year. 

C The first visit is always a pre-loan visit during which the data for the loan 
application are gathered. The three subsequent visits are either for supervision or 
for preparing subsequent loan proposals. 

%age to the firm owner, as estimated by interviewing him about his monthly 
household expenses and value of items taken out of the store for family consumption. 

e~ross profits are retail value of the merchandise sold minus wholesale value. 

f ~ n  estimate of inventory taken at the moment the store is visited, and not averaged 
over the month. 

%11 percentages were recalculated using only the least number of cases. The trends 
were essentially the same. 



Table 6 
Sample of UNO food stores: Average monthly sales, 

imputed wages, and gross profits 
(Constant 1981 U.S. dollars)a 

sales Gross profits Imputed wage 
Number of Number of Number of 

Visit U.S.$ cases U.S.$ cases U.S.$ cases 

Source: Based on UNO loan files. 

a ~ e e  Table 5 for explanation of how data were calculated. 

b ~ n  this case, the data calculated with the least number of cases showed consider- 
ably less decline, if any at all. The corresponding figures were: 637, 722, 781, 
and 657. The share of gross profits in total sales, as reported in Table 5, did - not 
change when only the least number of cases were used: it showed an increase from 21 
percent to 26%, almost exactly the same as that using the total number of cases. 



T a b l e  7 
UNO: Loans per f i e l d  worker  per y e a r  

i n  R e c i f e  program, 1973-1982 

- -- -- -- 

Number o f  f i e l d  Loans per 
Year  Number o f  l o a n s  workersa  f i e l d  worke r  

Source :  Based on  d a t a  from UNO. 

a ~ u l l - t i r n e  e q u i v a l e n t .  S t u d e n t s  work h a l f - t i m e ,  s o  t h a t  the 
a c t u a l  number of s t u d e n t  w o r k e r s  per y e a r  i s  d o u b l e  t h e  number 
i n  t h e  column. 

b~~~ estimate. 



Table 8 
0 Number of loans, loan proposals, and firms 
surveyed in Recife and interior program, 1973-1982 

(percentages) 

- - - - - 

As a percentage of 
firms surveyed 

Loan proposals as 
Year Loan proposals Loans a percentage of loans 

Source: Based on data from UNO. 

 he number of firms surveyed in this year was 33% less than in 
previous years. 

b~~~ estimate. 
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Table 9 
Dollar-cruzeiro exchange r a t e s ,  1973-1981 

(Brazi l ian  cruzeiros  pe t  U . S .  d o l l a r )  

- - 

Average 
Year exchange r a t e  

1973 6.126 

1981 

1981 (December) 

1982 (Apri l )  165.000 
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APPENDIX A 

COMMENTS OF JEFFREY ASHE OF AITEC ON 
THE DRAFT REPORT 

(retyped from original memorandum) 



TO: Thomas McKay, Austin Hymen, George Beloz, Judith Tendler 

FROM: Jeffrey Ashe, Senior Associate Director 

DATE: July 7 ,  1982 

As you may know, I studied Judith Tendler's report in 
detail and spent a delightful day speaking with Judith and 
George Beloz on June 29. In general, the report is excellent 
and will be of great benefit to the AITEC staff. The many 
points she raised that I don't discuss here I am in general 
agreement with. There are several points, however, that were 
not considered in the analysis. Judith will incorporate many 
of the observations I made into her final version of the re- 
port, but I would like to sum up my points here: 

A. HIGH COST AND LOW PRODUCTIVITY 

1. It is not accurate to charge all project costs to the 
costs of packaging loans and monitoring them--i.e., 
taking the entire budget and dividing this by the 
number of loans granted. There are other costs--for 
training, research and evaluation, educating other 
institutions, scrambling for next year's budget, and 
simply making costly errors and learning from them-- 
that do not relate in their entirety to loan packaging 
and monitoring. 

A more accurate measure of productivity requires a 
more detailed analysis of the UNO/Recife budget. 

2. It is also unfair to consider as a cost of project 
administration what is really a probl.em of the low - 
roductivity of the banks UNO works with. Up until 

f981 about 1-3 of the loans prepared by UNO were never - - 
granted because of bank delays and red-tape. Produc- 
tivity would increase by at least 1-3 if those costs 
were considered. 
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A related problem that increases costs is the 
extensive documentation required by banks. Once 
again, this does not reflect so much on the "UNO 
modeln as on the bureaucratic requirements of the 
banks UNO is working with. 

3. It is also likely that part of the problem of "high 
cost and low productivity" is not the "model," but the 
low volume of loans granted in the program before 
1981. According to the 1982 projections, total costs 
will be reduced to approximately 28% of the value of 
the loans granted. This figure is much more consis- 
tent with the costs of the AITEC-assisted programs in 
Bogota with the Fundacion Compartir and in Santo 
Domingo with the Fundacion Dominicana de Desarrollo. 
In both projects administrative costs are running 
about 25% of the value of the loans granted to reach a 
similar clientele. Both the Cali and the Santo 
Domingo programs provide considerably more technical 
assistance than the Recife project, so potentially the 
costs for the Recife project could be less than the 
28% indicated in the 1982 projections. 

4. Productivity has increased dramatically in 1981, not 
only due to increased loan volumes, but to cutting 
down the steps required in loan packaging from 4 steps 
to 1. Fine-tuning the model resulted in a great in- 
crease in productivity. It also indicates that the 
UNO staff is not totally unconcerned about project 
costs. 

To sum up, if only those parts of the budget attributable to 
loan packaging and monitoring, and perhaps technical assis- 
tance, were charged to loan administration, if bank ineffi- 
ciencies were accounted for, and if the enormous increase in 
productivity due to the increasing loan volume and cutting down 
the steps required for packaging loans were emphasized, it is 
likely that administrative costs would be closer to 20% than 
50%. At 20%, or even 30%, UNO becomes a "modeln that deserves 
serious consideration by other public and private institutions. 
I 
( Finally, the UNO project is compared to a theoretical 
public-sector project that could deliver credit at a 20% admin- 
istrative cost. In Brazil, the public sector institutions for 
small and micro businesses: 

(1) do not reach the UNO level of beneficiary 
(2) even when they do reach larger businesses are much 

less productive than UNO 
(3) are subject to more political pressure. 



Also, typically, public sector projects have a higher default 
rate than the UNO project, an additional cost which should also 
be considered. ~f reaching micro businesses is a worthwhile 
goal, experiments such as UNO may be necessary to help show 
the public (and private) sector a way to reach them more 
effectively. 

B. IMPACT 

The discussion of the cost-effectiveness of the Recife 
project and ACCION/AITEC'S efforts to make the model more 
effective in other countries are academic if these projects do 
not: 

(1) create new jobs 
(2) increase income 
(3) increase business survivability. 

This part of the report underestimated the impact of the 
program. 

No reference is made to the data on employment generation 
presented by the program since its origins in 1972, which indi- 
cates that one new job is created for roughly every $1,000 
loaned to these businesses. These records have been kept quite 
conscientiously since the beginning of the project. 

Even if the new jobs created last only a year, that impact 
on income for very poor people is not insubstantial. If em- 
ployees make $5 a day ($1,250 a year), more new income for very 
poor people will be generated through new salaries than the 
value of the loans themselves. 

Actually the record for job generation may be better. A 
study done on the 200 loan recipients of the AITEC-assisted 
Cali Caravajal project since 1977 shows an average increase in 
new jobs of 3 per business. A substantial proportion of these 
businesses have kept this high number of employees for from 3-5 
years. Only in 8 businesses did the number of employees 
drop. Of the money loaned in the Caravajal project, 85% was 
for working capital, countering the argument that the impact of 
working capital loans is necessarily short-term. 

Similar impressive results were demonstrated in the AITEC- 
assisted Dominican Development Foundation's enterprise pro- 
gram. Here, 184 new jobs have been created over the last year 
in loans averaging under $2,000 to 63 businesses. In this 
program, however, long-term employment impact is yet to be 
demonstrated. 



Both the Cali project and the Santo Domingo project work 
only with manufacturing and service businesses in contrast to 
the Recife program, where a majority of those assisted are 
micro commerces. One problem with the report was that an 
inordinate amount of time was spent looking at small retail 
stores, where the impact on employment is likely to be the 
least. Little attention was given to manufacturing and service 
businesses. 

I admit the data presented by the program on income and 
employment could be better. The report's presentation of the 
lack of income and employment impact, however, is not substan- 
tiated adequately and runs counter to the evidence collected in 
the UNO program and other similar efforts elsewhere. 

Another aspect of the impact of these projects which has 
been indicated consistently is the increase to the business 
owner. Figures projected through the end of 1982 in the Funda- 
cion Dominicana de Desarrollo project indicate that through 
lending $312,000 to 156 business owners there will be a total 
of $224,000 of new yearly income created for the owners. This 
is in addition to the $503,000 of yearly income from the 291 
jobs that are expected to be created. New income in the first 
year, then, totaled $815,000. In Cali, the average income of 
the beneficiaries increased 40%. 

C. LEVEL OF BENEFICIARIES 

poorest 
However 

(1 

The finding that UNO beneficiaries are by no means the 
of business owners in Recife is essentially correct. 
, her case is overstated for two reasons: 

) The study of 500 UNO beneficiaries she refers to 
shows the income level of these businesses after they 
had received a loan. If the data from Santo Domingo 
and Cali are correct, the income of these businesses 
should have increased by somewhere in the vicinity of 
40%. To be accurate, the income figures as the 
businesses entered the program would have to be 
considered. 

(2) The major data on income compared the UNO benefici- 
aries with the entire state of Pernambuco for non- 
agricultural laborers. This is like comparing the 
income levels of Nairobi with the small towns in the 
hinterland. Often income levels in the major city 
are considerably higher than in the small towns. A 
valid comparison would require that the micro busi- 
ness owners be compared with other similar non- 
agricultural occupations in Recife. 



There is no question, however, that these loans are not 
reaching the poorest urban entrepreneurs. This requires a 
different methodology such as is being tested in the solidarity 
group component of the Dominican Republic Foundation's micro 
enterprise program. The justification for reaching "micro- 
businesses" is the employment they generate for poor people, 
the teaching they provide to those who have no access to it and 
the provision of needed goods and services to the poor commu- 
nity. Often income levels in the major city are considerably 
higher than in the small towns. 

I agree that there are major limitations in the UNO model. 

(1) I think these types of programs should manage their 
own credit funds. Only by handling their own credit 
funds will they receive enough income from the inter- 
est spread to become potentially self-sufficient. 
The Fundacion Dominicana de Desarrollo project man- 
ages its own credit and covers a significant part of 
its costs by doing so. 

(2) These programs should charge a rate of interest that 
covers costs. I believe that the interest rates 
should be higher than the market rate to insure that 
those businesses that are relatively more needy will 
be beneficiaries of the program. 

(3) These programs should eliminate to a large degree 
free technical assistance. In the ~ogota/~ompartir 
program assisted by AITEC, micro businessmen who are 
interested will pay for their own technical assis- 
tance courses. 

(4) These programs, after working successfully with 
credit for 2 or 3 years, should enter into other 
kinds of services, such as group purchasing of raw 
materials. 

(5) Programs should stress those firms which have the 
greatest possibility for creating jobs. ACCION's new 
programs which assist the micro enterprise sector 
focus entirely on manufacturing and services. Both 
of these areas have a much greater potential for job 
creation. 

I feel that the kinds of changes now being tested in other 
ACCION/AITEC assisted efforts will increasingly show the 
validity of this kind of approach for larger scale replication 
by public institutions and perhaps, more likely, private 
institutions. 
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Comments of DK. ~auri'cio Camurqa, Director of UNO, 
/ 

on the Summary & Conclusions to the Evaluation* 

... As in the case of any model, the UNO model cannot be 
analyzed without placing it in the context of Brazilian reality 
and, particularly, that of the state of Pernambuco. Factors 
that are considered flaws in the evaluation really turn out to 
be strengths, when analyzed against this broader background. 

UNO's high costs and low productivity must be analyzed in 
relative rather than absolute terms. In a country in chronic 
crisis, where great uncertainty surrounds everything that 
happens, decisions and actions are taken with enormous diffi- 
culty. Just look at the sorry state of domestic firms, and 
of the very institutions responsible for the country's develop- 
ment programs. Budgeted funds that are received only after 
months of delay result in uncertainties, tensions, and 
increases in costs. Against this background--which time did 
not allow you to get to know better--uN0 actually does better 
than the national average in terms of costs and productivity. 

The social and economic justification for choosing the 
stratum of enterprises we work with is clearly explained in our 
documents. It seems that you may have misinterpreted UNO's 
objectives. We have never intended to assist the lowest strata 
of the informal sector, nor was UNO created for that purpose. 
Very much to the contrary, our target group is constituted by 
the highest stratum of the informal sector--the microenter- 
prise. We are interested in reaching the smaller micro- 
enterprises--which can be seen clearly by the fact that the 
enterprises we assist fall well below the celling definition of 
a microenterprise in Brazil. 

Urban poverty (absolute and/or almost absolute) is not, 
and never could be, the object of our concern as an entity 
assisting microenterprises. In order to analyze how well off 

*Translated from the Portuguese by Judith Tendler. The 
comments are contained in a letter from Camur a to Tendler. Q Some parts of the letter that were unrelated o the evaluation 
were omitted from the translation--they are indicated by a 
string of three periods. Camursa's letter was in response to a 
draft version of the evaluation in English. Unfortunately, AID 
funds were available for translation to the Portuguese of only 
the final report, so that UNO did not have the benefits of the 
complete draft report in Portuguese, and could comment only on 
its own translation to the Portuguese of the Summary & 
Conclusions. 
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small and medium firms [not to the poorer strata of the infor- 
mal sector]. 

Many international and national institutions--and even 
those who have never been concerned with the amelioration of 
poverty--are pointing to programs of management, financial, and 
technical support to microenterprises as "evidence" that they 
are attacking the problem of urban proverty--as if this were 
the only valid approach to the problem. For this reason, some 
international entities use the words "microenterprise program" 
to describe social projects of assistance to the lower strata 
of the informal sector--i.e., itinerant vendors, independent 
suppliers of services, and even persons without income, such as 
rag-collectors, the unemployed, etc. Herein lies the source of 
the confusion--i.e., the [mistaken] evaluation of a program for 
microenterprises as if it were supposed to cover the informal 
sector in its entirety. 

UNO's greatest shortcoming--if one wants to identify it as 
such...--lies in the fact that after ten years of experience in 
Recife, it still has not been able to work through groups of 
producers, organized according to type of activity--improving 
its training programs and offering a variety of approaches 
toward management assistance, lowering its costs, and raising 
the number of microenterprises reached. This approach is being 
used only in the interior program at this point--and only 
timidly, given its novelty. Unfortunately, you visited only 
Recife, where UNO has only one of its projects as opposed to 
the seven in the interior.. . 
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42: Bangladesh Small-Scale Irrigation (April 1983) 
PN-AAL-010 
43: Egypt: The Egyptian American Rural Improvement 
Service. A Point Four Proiect. 1952-63 (April 1983) 

LIVESTOCK DEVELOPMENT 

Discussion Paper: 
No. 6: The Sociology of Pastoralism and 

Development (May 1979) PN-AAG-922 

Program Evaluation: 
No. 4: The Workshop on Pastoralism and 

Development (~une 1980) PN-AAH-238 

PoPuLATIoN/FAMILY PLANNING 

Discussion Paper: 
No. 5 :  Study of Family Planning Program 

1979) PN-AAG-672 

African Livestock 

Aft ican Livestock 

Effectiveness (April 

Program Evaluations: 
No. 1: Family Planning Program Effectiveness: Report of a 

Workshop (December 1979) 



CROSS REFERENCE LIST BY SECTOR 

POPULATION/FAMILY PLANNING (con't) 

Program Evaluations: 
No. 2: A.I.D.'s Role in Indonesian Family Planning: A Case 

Study with Genera1 Lessons for ~oreign ~ssistance (December 
1979) PN-AAH-425 

No. 3: Third Evaluation of the Thailand National Family 
Planning Program (February 1980) PN-AAH-006 

PRIVATE SECTOR 

Impact Evaluation: 
No. 41: Impact Evaluation of Housing Guaranty Programs In 

Panama (March 1983) PN-AAL-008 

Discussion Papers: 
No. 14: Private Sector: Ideas and O~~ortunities: A Review of 

Basic Concepts and Selected ~xperiknce (June 1982) 
PN-AAJ-6 18 - 

No. 16: The Private Sector, The Public Sector, And Donor 
Assistance In Economic Development: An Interpretive Essay 
(March 1983) PN-AAL-007 

Special Studies: 
No. 4: The Social Im~act of Aaribusiness: A Case Studv of 

No. 

No. 
No. 

No. 

No. 

ALCOSA in ~uatemaia ( ~ u 1 ~ - 1 9 8 1 )  PN-AAJ-172 
z 

6: The Economic Development of Korea: Sui Generis or 
Generic? (January 1982) PN-AAJ-177 
9: Private ~ecto;: Costa Rica (March 1983) PN-AAL-005 
10: Private Sector: The Tortoise Walk: Public Policy And 
Private Activity In The Economic Development of Cameroon 
(March 1983) PN-AAL-004 
11: The Private Sector And The Economic Development Of 
Malawi  a arch 1983) PN-MU-006 
12: Ventures In The Informal Sector, And How They Worked 
Out In Brazil  a arch 1983) PN-AAL-009 

PRIVATE VOLUNTARY ORGANIZATIONS 

Discussion Paper : 
No. 12: Turnina Private Voluntarv Oruanizations Into 

~evelo~ment-~gencies: ~uestions for Evaluation ( ~ p r i l  
1982) PN-AAJ-612 

Impact Evaluations: 
No. 7: Effectiveness and Impact of the c~It~/~ierra Leone Rural 

Penetration Roads projects (June 1980) PN-AAH-751 
No. 10: Tunisia: CARE Water Projects (October 1980) 



CROSS REFERENCE LIST BY SECTOR 

PRIVATE VOLUNTARY ORGANIZATIONS (con't) 

Impact Evaluations : 
No. 24: Peru: CARE OPG Water Health Services Project (October 

1981) PN-AAJ-176 

Special Study: 
No. 12: Ventures In the Informal Sector, And How They Worked - 

Out In Brazil (March 1983) PN-AAL-009 

ROADS - 
Discussion Papers: 
No. 2: New Directions Rural Roads (March 1979) PN-AGG-670 
No. 7: Socio-Economic and Environmental Impacts of Low-Volume 

Rural Roads -- A Review of the Literature (Febrauar~ 1980) 
PN-AAJ-135 

Program Evaluation: 
No. 5: Rural Roads Evaluation Summary Report (March 1982) 

PN-AAJ-607 

Impact Evaluations: 
No. 1: Colombia: Small Farmer Market Access (December 1979) 

No. 
No. 

No. 
No. 
No. 

No. 

No. 

PN-AAH-768 
6: Impact of Rutal Roads in Liberia (June 1980) PN-AAH-750 
7: Effectiveness and Impact of the cA~~/Sierra Leone Rural 
Penetration Roads Projects (June 1980) PN-AAH-751 
11: Jamaica Feeder Roads: An Evaluation (November 1980) 
13: Rural Roads in Thailand (December 1980) PN-AAH-970 
17: Honduras Rural Roads: Old Directions and New (January 
1981) PN-AAH-971 
18: Philippines Rural Roads I and I1 (March 1981) 
PN-AAH-973 
26: Kenya: Rural Roads (January 1982) PN-AAH-972 

SMALL-SCALE ENTERPRISE 

Impact Evaluation: 
No. 40: Assistina Small Business In Franco~hone Africa -- The 

Entente Fund African Enterprises ~rogr am (December 1982) 
PN-AAL-002 

WATER 

Discussion Paper: 
No. 4: Policy Directions for Rural Water Supply in Developing 
Countries (April 1979) PN-AAG-691 



CROSS REFERENCE LIST BY SECTOR 

WATER (con ' t ) 

Program Evaluation: 
No. 7: Community Water Supply in Developing Countries: 

Lessons from Experience (September 1982) PN-AAJ-624 

Impact Evaluations: 
No. 3: The Potable Water Project in Rural Thailand (May 1980 

PN-AAH-850 
No. 5 :  Kenya Rural Water Supply: Program, Progress, Prospec 

(June 1980) PN-AAH-724 
No. 10: Tunisia: CARE Water Projects (October 1980) 
No. 20: Korean Potable Water System Project: Lessons from 

Experience (May 1981) PN-AAJ-170 
No. 241 Peru: CARE OPG Water Health Services Poject (October 

1981 ) PN-AAJ-176 
No. 32: Panama: Rural Water (May 1982) PN-AAJ-609 

Special Studies: 
No. 2: Water Supply and Diarrhea: Guatemala Revisited (August 

1980) PN-AAH-747 
No. 3: Rural Water Projects in Tanzania: Technical, Social, 

and Administrative Issues (Noember 1980) PN-AAH-974 

WOMEN IN DEVELOPMENT 

Discussion Paper: 
No. 8: Assessing the Impact of Development Projects on Women 

(May 1980) PN-AAH-725 




