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FOREWORD
 

As is often true, this manual was borne out of necessity.
 
It was written to respond to the evolution of the U.S. Agency for
 
International Development's policies and programs during the mid
 
to late 1970s based on the congressionally mandated "New
 
Directions" and, more recently, to be responsive to AID's private
 
sector emphasis. During this period, AID rapidly increased its
 
worldwide poztfolio of enterprise credit, technical assistance,
 
and institution-building projects. Yet we had neither a
 
systematic knowledge of the impacts and effectiveness of these
 
projects, nor a generally applicable methodology that would
 
enable us to assess their impacts or efficiency. In particular,
 
we had only the most rudimentary capability of weighing the
 
relative values of the various alternative project approaches
 
open to us (for example, credit, technical assistance, and
 
institutional development). Even more elusive was the capability
 
of measuring the net project benefits of these scarce develop
mental resources in relation to their benefits under alternative
 
sectoral uses. This manual, we believe, now better enables the
 
development community to overcome difficult methodological and
 
cost constraints that have impeded solution of these important
 
developmental puzzles.
 

This manual represents the culmination of nearly six years
 
of collaboration between Development Alternatives, Inc. (DAI) and
 
AID. The effort began with the drafting of a state-of-the-art
 
review of evaluation tezhniques for small-scale enterprise (SSE)
 
projects. It continued with a second phase of field trials in
 
which new evaluation techniques specifically designed for cost
effectively measuring SSE impacts were applied and iteratively
 
refined in four sequential field evaluation exercises. Finally,
 
based on this research and on the learninq by doing of the field
 
trials, this manual was developed, providing a systematic
 
methodology and set of applied guidelines for future
 
practitioners. Because of the high quality of this manual, and
 
its having been validated under field conditions, we are
 
optimistic that it will be an important tool for measuring and
 
improving the impact of SSE projects that address the intractable
 
income and productivity problems of the poor. Accordingly, I
 
commend the manual without qualification to the attention of all
 
persons professionally concerned with small and medium enterprise
 
development.
 

This project was directly supported by the Eployment and
 
Small Enterprise Division (and predecessors) in AID's Bureau for
 
Science and Technology. It was one of several initiatives making
 
up a holistic portfolio of research and development, technical
 
support, and basic research projects. As a member of this family
 
of projects, it both supported and derived support laterally from
 
these sister projects, to the benefit, I believe, of the
 
collectivity. Having been personally associated with this effort
 
since its inception, and having been in a position to evaluate
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and to appreciate what this project has done indirectly to
 
support these sister projects -- as well as other AID initiatives
 
that the field trials directly assisted -- I wish to thank
 
personally Susan Goldmark, Jay Rosengard, and their collaborators
 
at DAI for producing a first-rate and unique resource.
 

Michael Farhman, Chief
 
Employment and Small Enterprise Division
 
U.S. Agency for International Development
 
Washington, D.C. 20523
 

January 1985
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CHAPTER ONE
 

USER GUIDE
 

A. MANUAL PURPOSE
 

Numerous textbooks and articles explain how to design
 
evaluations, analyze financial performance of businesses, or
 
conduct economic analyses of projects. These standard reference
 
texts provide techniques and ideas with which analysts should be
 
familiar prior to conducting an evaluation of a small-scale
 
enterprise (SSE) project. Most of these references, however, are
 
geared to best-case situations in which good data are plentiful
 
and time and money are no object. Armed with the advice provided
 
in these texts, an evaluation team is soon overwhelmed by the
 
distance from boardroom to bush data collection and analysis
 
methods.
 

The primary objective of this manual is to provide practical
 
advice on how to conduct cost-effective impact evaluations of SSE
 
promotion projects in developing countries under less than ideal
 
circumstances. The techniques discussed in the manual were
 
chosen because they can be used within the normal time frame of 
an impact evaluation -- three to six calendar weeks of field work 
followed by three to six weeks of data analysis and write-up. 
They are based on actual experience in conducting numerous SSE 
evaluations in Africa, Latin America, and Asia. More
 
sophisticated techniques may yield more accurate results, but
 
they are usually more costly, very time consuming, or not
 
feasible given existing constraints.
 

The manual presents low-, medium-, and high-level evaluation
 
options from which to choose, given time and budget constraints
 
and evaluation objectives. It includes key issues that the
 
evaluation team should investigate, with checklists of questions
 
to assist data collection and a framework for analyzing the
 
results. These guidelines will not transform a generalist into
 
an SSE evaluation expert; these evaluations require the partic
ipation of those familiar with the subject matter (for example,

development banking, financial analysis, and production tech
nologies) and the socioeconomic context. Some sections of the
 
manual should complement the work of these experts.
 

The manual's second objective is to assist donors and SSE
 
implementing agencies to plan these evaluations more effectively,
 
to know what to expect within a given time frame, to include key

elements in their scopes of work, and to evaluate the product.
 
Often, an evaluation's scope of work is far too ambitious, given

the budget and time allocated for the effort. In these cases,
 
either the donor must refine its priorities during the evaluation
 
effort as it becomes clear that not all tasks can be accomp
lished, or the evaluation team attempts to do everything and,
 
instead, does nothing well.
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B. KEY DEFINITIONS
 

1. Small-scale Enterprise
 

Although this manual focuses on small-scale enterprises, no
 
universally accepted definition for this term exists. SSEs are
 
hard to classify. The term "small" is usually defined within the
 
context of its environment, rather than by absolute standards. A
 
small enterprise in a relatively industrialized country such as
 
Peru, for example, would be considered a medium or large enter
prise in Upper Volta; the same enterprise that is considered
 
small in an urban context may be large in a rural area.
 

Donors often define SSEs according to some attributes that
 
make them a credible vehicle for development. Thus, projects
 
that attempt to stimulate employment have used definitions that
 
focus on the labor-intensive nature of SSEs; those that aim at
 
reaching poor entrepreneurs have narrowed their target group
 
according to financial criteria such as level of fixed assets,
 
net worth, or sales volume; and, projects that attempt to use
 
SSEs as a mechanism to stimulate agriculture loosely define them
 
in terms of their linkages to small farmers.
 

SSEs, therefore, range from wandering traders who sell a few
 
dollars' worth of individual cigarettes and batteries on the
 
street each week (sometimes referred to as microentrepreneurs) to
 
processing plants that are worth hundreds of thousands of
 
dollars. The analyst should be aware of these discrepancies
 
since they have implications for the choice of a methodology
 
appropriate to evaluate the project.
 

Those designing SSE evaluation methodologies have found it
 
useful to group SSEs into two broad categories: SSEs that do not 
kee-p written financial records and those that do. Enterprises
 
without records, in general, are not legally registered, employ 
few non-family members, and have owners who manage their own 
businesses. Business operations directly assisted by the proje-t
 
may not be separated from those of the household or kept distinct 
from other businesses carried z.n by the same household. Funds 
flow between different business and household operations to 
reduce the family's exposuc to risk and maintain a desired 
standard of living.
 

Enterprises with written records at the smaller end of the 
scale tend to operate more as independent units than their
 
informal sector counterparts. These enterprises set profits
 
aside for reinvestment and enterprise growth, whereas their
 
informal sector counterparts are more likely to use profits for a
 
variety of household activities. Large SSEs that receive sub
sidized assistance are presumed not to be able to buy this assis
tance at market rates as a result of such characteristics as
 
their scale or geographic location. The evaluator should be
 
aware that several sets of financial records may be kept,
 
depending on their purpose and use.
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It is more difficult and time consuming to evaluate the
 
financial performance of enterprises that have no written
 
records. The required information must be painstakingly recon
structed through conversations with the manager and observation
 
of the enterprises' operations. Thus, as a starting point for
 
analyzing SSEs, it is more useful for the evaluator to know 
whether financial records are available and whether the evalua
tion team will have access to them, than to know simply the SSEs' 
size or economic activity.
 

2. Impact Evaluation
 

An SSE impact evaluation, as defined in this manual, is a 
synthesis based on an analysis of the performance of the donor
 
agency, implementing agency, and assisted SSEs, and their impact 
on income, employment, arid quality of life. This broad defini
tion includes an evaluation of the effect of outside resources
 
on institutions that assist SSEs az well as of the SSEs them
selves and other direct and indirect beneficiaries.
 

To understand why changes have occurred and whether they are
 
likely to continue, one must to understand the entire process
 
behind that change. Thus, data should be collected on four levels
 
of an SSE project, with close attention paid to the linkages
 
between project intermediaries and the target population.
 

TABLE 1-1 

GENERAL MODEL TO CONDUCT AN IMPACT EVALUATION OF
 
AN SSE PROMOTION PROJECT
 

Donor Agency Implementing Assisted Income,
 
Performance .....-> Institution------ ' SSE ------- > Employment,
 

Performance Performance and
 
Quality of
 

Life Changes
 

An examination of the donor agency's delivery of resources 
and their effect on the performance of the implementing institu
tion, as shown in Table I-1, is the first link that determines
 
the project's potential effect. If the project design is incon
sistent, or resources are inappropriate or not delivered in a
 
timely fashion, the implementing institution's performance will 
suffer. Similarly, the efficiency and effectiveness of the
 
implementing institution affect the performance of assisted SSEs.
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And finally, changes within assisted SSEs have repercussions on
 
their surrounding community. It is this final link that
 
motivates most donors to fund small enterprise development
 
projects. SSE development is not viewed as an end in itself, but
 
as a means to generate income and employment.
 

An impact evaluation differs from a post-project audit in
 
that the latter focuses primarily on the efficiency with which
 
external resources were disbursed and absorbed. An impact
 
evaluation, in theory, should concentrate on the longer-ri.nge
 
impact of the project on implementing agencies, SSEs, and their
 
communities well after donor resources have been withdrawn.
 

In reality, however, impact evaluations often are conducted
 
near the end of project activities or soon after their
 
completion. This timing is chosen so that the results of the
 
evaluation can be used to determine whether future funding is
 
merited; in addition, the donor (and the evaluation team) does
 
not have the same degree of access to the implementing agencies
 
and assisted SSEs after support is withdrawn, nor are funds as
 
readily available to finance the evaluation.
 

C. BACKGROUND OF THE MANUAL 

This manual is the third stage of a contract funded by the 
Employment and Small Enterprise Division, Office of Rural and 
Institutional Development (Contract Number AID/DS/OTR-C-0016) of 
the United States Agency for International Development (AID) with 
Development Alternatives, Inc. (DAI). The first stage involved a 
review of methods that have been used to evaluate the imoact of 
SSE projects. Its focus was on indicators used to assess the 
income and employment effects of these projects. Insights gained 
from this review were used to provide a conceptual framework for 
the field trials that formed the next stage of the contract. 

The second phase was to test the merits of alternative SSE
 
evaluation methodologies in four different cases. Attempts were
 
made to evaluate a variety of SSE promotion projects in different
 
parts of the world. The sample, however, depended on requests
 
from AID missions. It was also limited to projects whose outside
 
funding had almost or, preferably, already been completed. Given
 
these two constraints, the universe of eligible projects was
 
reduced to the four that were evaluated. Characteristics of these
 
field evaluations are shown in Tables 1-2 and 1-3.
 

All four projects were credit programs, while one also
 
regularly provided technical assistance to sub-borrowers. The
 
projects, however, varied greatly in terms of their scope,
 
objectives, length of implementation, and geographic region. All
 
of the evaluations received additional funding from field
 
missions or other projects, indicating their interest in
 
evaluation findings.
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TABLE 1-2 

DESCRIPTION OF EVALUATED PROJECTS 

Project Country Location Type 

Implementation 
Organization 

(#Branches) 

FOR Peru Mountains 
& jungle 

regions 

Credit Industrial 
development 

bank 

(19) 

PfP Upper 
Volta 

Two arid 
regions 

Credit American 
and private 

technical voluntary 
assistance organiza-

tion 
(3) 

BKK Indonesia Central 
Java 

Credit Regional 
development 

bank 
(486 BKK) 

FRAI Peru All of the 
country 

Credit Central 
bank 

(32 public 
and private 
financial 
institutions 
with dozens 
branches 
each) 

Value ($), Number, & Size
 

of Loans
 
(until time of
 

evaluation)
 

$37 million;
 
6,253 loans;
 

60% less than
 

$2,584, 10% more
 
than $12,400,
 
$5,961 average
 
loan
 
(IS78-1981)
 

$275,000;
 
416 loans;
 

$670 average loan,
 
$35-$3,170 range
 

(1977-1981)
 

$55 million;
 
2.7 million loans;
 

$50 average
 
loan,
 
$5-$300 range
 

(1972-1982)
 

$43 million;
 
183 loans;
 

$234,000 average
 
loan,
 
$2,500-$2.6
 
million range
 
(1978-1983)
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TABLE 1-3 

DESCRIPTION OF EVALUATIONS 

Number of 

Calendar Weeks 

Field Home 

Number of 

Person Weeks 

Field Home 

Data Collection 
Methodology 

Date Analysis 
Methodology 

FOR 5 2 16 


PfP 4 12 


2 Survey of 19 branches Hand 

calculators 
In-depth review of with 

4 branches assistance 

of 2 bank 

Review of 121 files staff for 

in 1 branch 2 days 

Survey of 85 
sub-borrowers in 

4 regions 

In-depth 

interviews with 

6 clients 

Draft report 

completed in 

field 

8 Visits to 2 All analysis 

main branch done by team 

offices members with 

hand calcula-

Survey of tors prior 

90 clients to field 

departure 

In-depth 
interviews Draft and 

with 9 final report 

clients written 
in the United 

States and 
reviewed by 

PfP 



7
 

TABLE 1-3 


Number of Number of
 

Calendar Weeks Person Weeks 


Field Home Field Home
 

BKK 6 3 16 6 


FRAI 5 1 20 1 


(Continued) 

Data Collection Date Analysis 

Methodology Methodology 

Team v'sits Repayment rates 

to 5 branches recalculated for 

to collect all 486 branches 

information on by microcomputer 

branches and 

supervise data 

collection 

662 clients Survey results 

interviewed analyzed with 

by 12 BKK hand calculators 

staff and 

supervised by Data analysis 
6 regional completed and 

development report written 
staff members in home office 

Interviews with 6 Data analysis 

implementing institu- performed with 

tions at headquarters hand calculators 

and 2 field locations and spreadsheet 

software 

Analysis of all Draft report 

sub-borrower completed in 
files field 

Survey of 30 enter

prises in 5 geographic 

areas by team members 
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To maintain consistency and incorporate lessons learned into
 
succeeding evaluations, the same team leader conducted all of the
 
evaluations. New ideas were incorporated by including different
 
team members on assignments. Team size ranged from the Badan
 
Kredit Kecamatam (T3KK) evaluation in Indonesia that had a two
person team (complemented by short-term specific assistance and
 
an 18 person survey team) to the Industrial Bank of Peru's Rural 
Development Fund (FDR) evaluation with three full-time team 
members plus a part-time team member. Although the Peruvian 
Rural Development Agribusiness Fund (FRAI) evaluation included 
four full-time team members, the equivalent of at least one 
person's time was spent analyzing constraints on agribusiness

development and conceptualizing new project ideas. And, although

the Partnership for Productivity (PfP) evaluation in Upper Volta
 
had only three team members, similar to all evaluation efforts
 
conducted under this contract, it benefited greatly from the
 
generous contribution of project staff time to the effort. All
 
field work was completed within three to six calendar weeks, and
 
an average of three to six calendar weeks was spent on data
 
analysis and write-up.
 

In addition, assistance was provided to help design

monitoring and evaluation systems for agencies participating in
 
the AID-funded Program for Investment in the Small Capital

Enterprise Sector (PISCES) Project. Evaluations conducted of
 

authors wish to thank the following individuals who gave
 

this program and seminars convened to discuss its results have 
helped shape this manual. 

Several key individuals contributed greatly to the 
conceptualization, writing, and production of this manual. The 

generously of their time and energy. Jean-Jacques Deschamps laid
 
the foundation for Chapter Six, "Evaluating SSE Credit
 
Institutions"; J.D. von Pischke's valuable insights helped to
 
strengthen this chapter considerably. Jennifer Bremer
 
contributed greatly to early sections of Chapter Four, while
 
Frank Welsh assisted in the section on microcomputers. Peter
 
Kilby wrestled with the chapter on SSE impact and added numerous
 
substantive ideas, His publication, Searching for Benefits,
 
coauthored with David D'Zmura, provided imany of the examples in
 
Chapter Nine. Lessons learned by those conducting SSE
 
evaluations for the Office of Private and Voluntary Cooperation
 
also benefited this manual.
 

Some particularly hearty individuals reviewed a draft of the
 
entire report. Carl Liedholm, Donald Mead, Steven Haggblade, and
 
Tony Barclay helped to make this manual more accurate,
 
digestible, and useful. Jennifer Bremer's illustrations convey

instantly ideas that take thousands of words to describe.
 
Finally, Linda Robinson's editing made the prose more readable,

while Carol Kulski's and Cereta Dudley's word-processing
 
expertise made the numerous charts clearer.
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Most important, the authors wish to exoress their deep

appreciation for the overall support provided by the Employment

and Small Enterprise Division of AID's Bureau for Science and
 
Technology under the guidance of its Director, Michael Farbman.
 
His unfailing enthusiasm for this project and useful suggestions

since its inception helped to sustain and inspire our field
 
efforts as well as this manual.
 

D. ORGANIZATION OF THE MANUAL
 

This manual is organized so that it may be of most use to
 
evaluation planners and practitioners needing a quick reference
 
source. It is divided into sections that correspond to how an
 
evaluation is planned, what information should be gathered, and
 
how data may be analyzed. The manual is not intended to be read
 
from cover to cover; although some sections rely on others, an
 
effort has been made to keep them independent. Each section
 
provides a list of references that should be consulted for 
more
 
in-depth discussion of specific topics.
 

The first two chapters provide background information on
 
this manual's evolution and describe what factors should be taken
 
into account prior to designing an evaluation methodology. The
 
second chapter should be of particular interest to those
 
designing a scope of work for an evaluation.
 

The third and fourth chapters discuss general guidelines for
 
data collection and analysis. Data collection can involve a
 
simple effort of relying on information from existing secondary
 
sources or a time-consuming task of generating new data through
 
surveys. Similarly, data analysis techniques and tools vary

widely. 
The use of portable computers to aid data collection and
 
analysis also is discussed despite some trepidation that the
 
information will be obsolete by the time of publication.

Chapters Five through Eight examine how to evaluate the
 
performance of the donor agency, SSE credit institutions, SSE
 
technical assistance agencies, and assisted SSEs. The ninth
 
chapter discusses how to determine the SSE project's impact on
 
community members. The tenth, concluding chapter reviews how to
 
synthesize the findings from analyzing the donor, implementing
 
agency, assisted SSEs, and the community into a project-level
 
evaluation.
 

This method of organization was adopted because an evalua
tion team is generally composed of several members, each of whom
 
is responsible for analyzing a project component to maximize
 
efficiency. One team member may analyze the donor and imple
menting institution performance, while another team member
 
collects data from SSEs and the third talks to community leaders
 
about local issues. The manual, therefore, has distinct sections
 
for each team member. If the evaluation is of a credit program,

the section on what data to collect from an SSE technical
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assistance agency does not have to be reviewed. If the program
 
involves both credit and technical assistance, the person
 
analyzing the implementing institution should review the sections
 
on credit and technical assistance agencies.
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CHAPTER TWO
 

PREPARING AN IMPACT EVALUATION
 

A. EVALUATION PARAMETERS
 

1. Introduction
 

To be useful, an evaluation must complement ongoing project
 
activities, be geared to the needs of interested parties, and be
 
designed to squeeze the most out of available resources.
 
Usually, the conditions under which an evaluation is carried out
 
have been tightly set even before its methodology is discussed.
 
The money available to undertake an evaluation narrows the
 
methodological options considerably: the challenge is to maximize
 
effectiveness within the given resources and time so that the
 
evaluation's purpose may be accomplished.
 

The key parameters that influence the design of an evalua
tion are its:
 

" 	 Level;
 

" 	Audience;
 

" 	 Resources;
 

" 	Timing; and
 

* 	Degree of collaboration with clients and agencies to be
 
evaluated.
 

2. Policy, Program, or Project Level
 

The level of an evaluation can be defined in relation to its
 
place in the hierarchy of development planning and implementa
tion decision making -- policy, program, or project level. Each
 
level has a different institutional agenda and set of operational
 
priorities; this affects the issues the evaluation should
 
address, the type of data that should be collected, and how these
 
data should be analyzed and presented.
 

At the policy level, t'ie key issue of an SSE impact
 
evaluation is whether to continue or to expand the promotion of
 
SSEs as a mechanism for economic development versus trying other
 
types of projects to achieve the same end. To answer this
 
question, an evaluation must include aggregated and comparable
 
data from SSE and non-SSE promotion projects with similar
 
objectives.
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The key program issue is what types of SSE project 
assistance strategies should be funded to assist SSEs most 
effectively. Comparable data from alternative SSE assistance 
programs -- credit, technical assistance, equity investment, and 
loan guarantee, for example -- must be collected to permit this
 
type of program-level analysis.
 

The key project issue is how a particular project has
 
affected implementing agencies, assisted SSEs, and their
 
communities. Data must reflect specific project characteristics
 
and distinguishing features.
 

3. Evaluation Audience
 

The utility of an impact evaluation depends largely on how
 
customized the evaluation is to its intended users' ieeds.
 
Problems arise when an evaluation is unfocused or misdirected,
 
conducted in an institutional vacuum, or inappropriately
 
presented.
 

Evaluations usually have multiple clients, often with
 
differing or conflicting agendas; thus, the evaluation team has
 
to pursue high-priority client interesits and objectives and de
emphasize less important demands. The scope of work of the
 
evaluation should specify its audience; private discussions
 
between the team leader and these clients should clarify their
 
priorities and hidden agendas. Typical evaluation audiences
 
include the evaluation sponsor, project sponsor, project host,
 
project implementer, project participants, evaluating
 
organization, and development professionals in the sector under
 
assessment.
 

4. Resources
 

It is relatively easy to design the ideal evaluation, but
 
field realities and limited resources necessitate methodological
 
compromises. The challenge is therefore to design and implement
 
the best evaluation, given field and resource constraints.
 

There are no widely agreed on professional standards for
 
appropriate evaluation cost ratios, or for criteria to establish
 
these ratios. However, evaluation costs should bear some
 
proportional relationship to the activity being assessed, as well
 
as to the evaluation's anticipated use and impact.
 

5. Timing
 

Ideally, an impact evaluation should be undertaken after
 
enough time has elapsed since the delivery of external resources
 
to determine sustained development impact rather than simply to
 
measure resource transfer effects. In reality, most impact
 
evaluations take place near the end of the donor funding period.
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The timing of an evaluation affects the team's access to
 
project personnel and records as well as to assisted SSEs.
 
Implementing agencies have less incentive to cooperate with an
 
evaluation team if donor funding has ended and future funds are
 
not anticipated. Donors' interest in funding these evaluations
 
is often predicated on designing similar projects or the second
 
phase of an existing project. To avoid large gaps between the
 
first and second phases of a project, the results of the impact

evaluation have to be presented prior to 
the end of the first
 
phase.
 

The evaluation's sponsors must reconcile these tradeoffs in
 
a manner that maintains the validity of an evaluation while
 
maximizing its usefulness. This is usually achieved by evalu
ating activities as opportunities arise, but analyzing and
 
presenting data in a way that allows for alternative interpreta
tions, including worst-case scenarios.
 

6. Collaboration
 

Evaluation clients, including the donor agency and agencies

being evaluated, should be actively involved in the evaluation's
 
design and implementation. This involvement helps to reconcile
 
the conflicting interests and priorities of evaluation clients
 
and lessens the possibility that those being evaluated regard the
 
evaluation as an adversary proceeding. It also increases access
 
to critical people and information while conducting the
 
evaluation. Finally, it provides evaluation clients with a stake

in the outcome of the evaluation, enhances the credibility of the
 
its findings, and may make critical findings more palatable.
 

In addition to being involved in the evaluation's design and
 
implementation, the institutions being evaluated should have the
 
opportunity to review a draft of the evaluation. This review can
 
help ensure the accuracy of the evaluation and encourage its use
 
after publication.
 

Although the active involvement of its clients in the
 
planning and execution of an evaluation increases its validity

and utility, this involvement also slows down the evaluation
 
process, thus raising evaluation costs. Involvement of the
 
implementing agency must be handled carefully so that the
 
benefits of increased access to clients and information are not
 
outweighed by allowing undue bias to be introduced into the
 
evaluation process.
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B. OPERATIONAL PLANNING
 

1. Introduction
 

Once an evaluation's general parameters have been set, these
 
guidelines must then be translated into an operational plan for
 
field implementation. This plan should outline the evaluation's
 
overall:
 

e Methodology,
 

o Team composition;
 

o Non-personnel funding requirements; 

* Expected output; 

9 Timing; and 

0 Field logistics.
 

2. Evaluation Methodology
 

This manual describes a variety of evaluation methodologies
 
ranging from those that are relatively fast and inexpensive to
 
much more elaborate and costly techniques. The most appropriate
 
methodology, however, depends on the context in which the evalua
tion is undertaken. it is critical to select a general method
ology as early in the evaluation process as possible, so that all
 
subsequent operational activities can buttress and facilitate a
 
common strategy.
 

3. Team Composition
 

Team members should be compatible in terms of skills and
 
experience with the evaluation's selected methodology.
 
Individual responsibilities should be clearly defined and related
 
to an overall strategy. Although the tasks of each team member
 
should be related directly to his or her expertise, all must have
 
a positive attitude toward doing whatever is needed to get the
 
job done. Team members must be able to respond flexibly to
 
changes in the scope of work, since often great gaps exist
 
between what is anticipated and what actually must be done.
 

Since team leaders ultimately bear the responsiblity for the
 
final product, they should have the authority to select their
 
team members. Experience has shown that if team members have
 
conflicting allegiances (such as different donor agencies or
 
consulting firms) the team leader may not have the authority
 
necessary to complete the evaluation as planned.
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In addition to having a background in evaluation methodology
 
and a functional specialty, the team leader should have
 
experience managing short-term assignments and have good writing
 
skills. The last two qualities may be hard to detect on resumes,
 
but often are the most important. The functional specialities of
 
team members may be as follows:
 

9 
Economist with experience conducting surveys of SSEs;
 

* 	 Small business development expert/financial analyst;
 

• 	Banking/financial analyst (particularly for credit
 
projects);
 

* 	Training expert familiar with SSE technical assistance
 
projects (for technical assistance projects);
 

* 	Appropriate techology expert/engineer (for technology
 
transfer projects); and
 

e 	Anthropologist familiar with the project area.
 

The team leader and team members should fit into one or
 
more of these categories, depending on the project's nature. All
 
team members should, when possible, speak the host country's
 
national language and have experience working in that geographic
 
region, if not the country itself.
 

Enumerators used in survey work must be familiar with
 
business principles, speak the local language or regional
 
dialect, and, preferably, have prior survey experience. If
 
financial information is desired, the enumerators must be able to
 
reconstruct and interpret financial statements. The evaluation
 
team should be aware that it is usually difficult to locate
 
enumerators with these skills in rural areas.
 

4. Non-Personnel Funding Requirements
 

In 	planning an evaluation, those responsible should identify
 
and cost out all anticipated non-personnel funding requirements
 
before beginning the evaluation. These requirements include
 
costs of questionnaire and report production, transport, food and
 
lodging, and communication. Costs should be broken ino local
 
and foreign currency categories, and funds to meet these costs
 
identified and cleared.
 

5. Expected Products
 

The evaluation methodology should not only determine the
 
nature and scale of evaluation funding requirements. These
 
requirements should also be tied to discrett- evaluation products
 
compatible with the overall evaluation strategy. It is not
 
sufficient to define an evaluation product as a report -- the
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evaluation team should further articulate the evaluation's
 
audience, expected impact, and most effective means of shaping
 
the report to achieve these ends. This exercise should be
 
formalized by the team leader producing a written outline to
 
which clients and team members agree.
 

An evaluation team will usually encounter a series of
 
interested parties with differing and often hidden agendas,
 
rather than a single client or a group of clients built around a
 
consensus regarding evaluation scope and objectives. This can be
 
extremely frustrating, costly, and counterproductive.
 

The evaluation team might well find itself in a situation
 
whereby any effort it makes to accommodate one party results in
 
the alienation of another party. The team must then
 
differentiate among principal and secondary evaluation
 
clients, and outline its end product with the principals early in
 
the evaluation process. Although this written outline will
 
evolve as the evaluation progresses, it provides the evaluation
 
team and clients with a working contract throughout the evalua
tion process.
 

6. Schedule
 

Once funding requirements are identified, their costs
 
calculated, and their efforts tied to specific outputs, these
 
resources should then be programmed into an evaluation timetable.
 
This schedule should be based on realistic time estimates for
 
logistics, data collection, data analysis, and evaluation write
up. This manual assumes that about six to eight calendar weeks
 
are available for a three-person team to gather and analyze data
 
in the field, and that about two to four weeks are required for
 
report writing, review, and production.
 

A balance should be maintained between keeping the schedule
 
flexible and being firm about moving on to the next phase. Field
 
work in rural areas is subject to unforeseen delays. Donors and
 
evaluation teams often underestimate how long it takes to analyze
 
data and write the final report. If the data collection phase
 
extends into these phases, as is wont to happen, the final
 
product will suffer. And, ultimately, the quality of the written
 
product will determine the long-run effect of the evaluation.
 

7. Logistics
 

Rural enterprises are often in relatively obscure locations
 
that only project personnel can identify, so logistics should
 
include not only how to get to and from a place, but also a means
 
for locating an enterprise on arrival.
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Logistical arrangements should also accommodate the timing
 
of an evaluation, in terms both of season and of a visit's rela
tion to the local market schedule and cycle. The team should
 
have full control over vehicles; if the donor cannot ensure that
 
its vehicles will be reserved for team members during the data
 
collection phase, provisions should be made to rent the vehicles.
 
Any conflict between the original budget and the costs associated
 
with a revised methodology should be resolved as early as
 
possible.
 

C. SUGGESTED EVALUATION OPTIONS
 

Chapters Five through Ten suggest different options to
 
evaluate the performance of donors, credit institutions,
 
technical assistance agencies, and SSEs as well as the impact of
 
the project on the local, regional, and national level. Low-,
 
medium-, and high-level evaluation strategies, in ascending
 
levels of effort, are outlined to serve as a planning guide.
 

However, since the evaluation of each project actor is
 
treated as a separate entity, some economies of scale are reached
 
when the evaluation of donors, implementing agency, SSEs, and SSE
 
impact are combined. The high-level strategies to evaluate a
 
credit institution and SSE performance, for example, both involve
 
conducting interviews with sampled SSEs. Obviously, two surveys
 
need not be carried out by the same evaluation team; rather,
 
additional questions may be asked of the same respondents to
 
serve two purposes. If a survey is conducted, the addition of a
 
few questions has a small effect on the survey's cost.
 

Some project evaluation options are shown in Table II-1.
 
The level of effort chosen should bear some relation to the size
 
and scope of the project and the importance of the evaluation.
 
The estimates of level of effort do not include the time required
 
for report preparation, review, and production. About two weeks
 
should be budgeted for team members and three weeks for the team 
leader to produce a draft report.
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TABLE I-1
 

HIERARCHY OF STRATEGIES TO EVALUATE SMALL-SCALE
 

ENTERPRISE DEVELOPMENT PROJECTS
 

Evaluation 

Strategy 

Data Collection and 

Analysis Method 

Low Simple comparison of objectives 
vs. targets based on a 

review of project documents and 

interviews with donor, imple-, 
mcnting agency staff, a few 

accessible SSEs, and some key 

community informants; presentation 

of key evaluation findings and 

recommendations 

pl us 

Medium Analysis of disaggregated data, 
and qualitative assessments 

based on in-depth review of 

materials, long interviews with 

donor and implementing agency 

staff and key conmunity informants, 
and case studies of selected SSEs; 

extrapolation from proxy indicators 
to assess changes in community 
Income, employment, and quality 
of life; qualitative synthesis of 

evaluation findings 

plus 

High Quantitative and qualitative 

analysis of implementing agency 

and SSE performance and impact 

based on sample survey of 
assisted and unassisted 

enterprises; synthesis of 
findings into quantitative 

benefit-cost analysis 

Level of Effort
 

for Data Collection
 
and Analysis
 

(not including report
 

preparation, review,
 

and production)
 

42-56 person-days
 
(2-person team
 

for 3-4 weeks)
 

63-105 person-days
 

(3-person team
 

for 3-5 weeks)
 

126-224 person-days
 

(3-4 person team
 

for 6-8 weeks)
 

plus survey team 
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CHAPTER THREE
 

GENERAL GUIDELINES FOR DATA COLLECTION
 

A. EXISTING DATA BASES
 

1. Introduction
 

It is always cheaper to collect information from secondary
 
sources than to gather primary data. The evaluation team's first
 
step should be to examine what information can be found within
 
existing data bases. Primary data that supplement, complement,
 
or verify this written secondary information then can be
 
collected on a selective basis.
 

Secondary information ranges from project-specific data
 
stemming from the internal management information system (MIS) of
 
the donor and implementing agency to general information found
 
within a variety of archives. This section of the manual begins

by discussing the potentially richest source of secondary data -
the project's MIS. A discussion of an MIS's general purpose,
 
components, and some principles that should be taken into consi
deration when designing an MIS is presented to serve as a guide
 
when evaluating the project's MIS. The ability of outside
 
evaluators to compensate for a project's poor MIS is limited
 
since recall information often is inaccurate or unavailable.
 

Finally, other typical sources of secondary data and
 
checklists of relevant information are presented as topics to be
 
investigated before or during the early part of an evaluation.
 

2. Management Information System
 

a. Relationship to Impact Evaluation
 

The design of an SSE impact evalution depends heavily on the
 
project's internal monitoring and evaluation system. The poorer
 
the project's MIS, the more difficult and expensive it will be to
 
conduct an impact evaluation.
 

A project's monitoring and evaluation system can help an
 
impact evaluation by:
 

" Providing base-line and time series data on the imple
menting agency and assisted SSEs; 

" Explaining why objectives were or were not achieved and 
what modifications in the project design were necessary;
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" 	Examining the reasons behind project success or failure
 
and substantiating lessons learned for the project's
 
redesign or future projects; and
 

" 	Feeding into program- and policy-level decisions on
 
whether and how to promote SSEs.
 

The evaluation team should never assume, however, that the 
project's MIS will fulfill all these needs. The primary 
criterion for a successful MIS, after all, is the extent to which 
it assists project managers rather than outside evaluators. 

b. Relationship to Project Management
 

Evaluation is an ongoing process that should be an integral
 
part of the entire project cycle. All SS project designs should
 
include an evaluation plan and should specify its relation to the
 
project's overall MIS. 

A project's MIS has three principal components: administra
tive, monitoring, and evaluation: 

* 	Administrative information provides management with an 
internal accounting of the use of physical, human, and
 
financial resources.
 

* 	Monitoring information allows project decision makers to
 
track progress along a predetermined path.
 

* 	Ongoing evaluations provide project managers with a
 
means to compare the effects of project activities with
 
project goals and objectives.
 

A well-functioning MIS should:
 

* 	Provide critical decision-making and oversight informa
tion in a timely, useful, and cost-effective manner;
 

* 	Enhance the efficiency and effectiveness of SSE project
 
planning and implementation;
 

" 	Help project administrators manage resources to achieve
 
the desired development objective within the prescribed
 
timetable;
 

" 	Track the flow of project inputs, activities, and outputs
 
for accounting and planning purposes;
 

* 	Assist managers to modify project activities within the
 
parameters of the project design;
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* Serve as an early warning system to signal serious
 
deviations from expected project development and thus to
 
prompt selective interventions in project implementation;
 
and
 

* Report progress and identify problems to be solved.
 

c. Designing the Management Information System
 

An MIS must be developed by project administrators to
 
maximize its usefulness during the project and ensure that it
 
will be continued after donor funding ends. It must provide
 
information that is appropriate for decision-making needs at each
 
level of planning and implementation. Although the responsibility
 
for operating, using, and modifying the system rests with the
 
project implementing agency, the donor agency may provide tech
nical assistance to help design and review the system. Outside
 
technical assistance is needed especially when donor funds are
 
used to create institutions or attach new functions to existing
 
agencies.
 

The cost of operating the MIS should be proportionate to
 
the total cost of the project. No rules exist for what ratios
 
should be applied; however, experimental or pilot projects should
 
be expected to devote a greater percentage of project resources
 
to monitoring and evaluation activities than other, more
 
standard, SSE promotion activities.
 

The general parameters for the content and sophistication of
 
the system should be determined by its financial and economic
 
returns -- its enhancement of decision-making efficiency and
 
effectiveness versus the cost of operating the system. In
 
theory, the short-term costs of introducing a new computerized
 
system, for example, should be outweighed by long-term efficiency
 
gains. The practical problem in taking a quantitative approach is
 
that, although costs can be easily identified as the bills stack
 
up, the benefits are less easily quantified.
 

The computerization of a large SSE loan program, for
 
example, will be extremely costly in the short term. A heavy
 
front-end investment will be required to key all existing data
 
into the new system. However, if a manual system of record
 
keeping does not provide accurate information on a timely basis,
 
computerization may be necessary to maintain a viable program in
 
the long term. Project designers and those administering the
 
project should be certain that this institution can survive in
 
the long run, since efficiency gains may not be realized until
 
several years after the idea of computerization was first
 
advanced. Indeed, cost savings resulting from computerization
 
may not be seen until after project completion.
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The specific design of an MIS should be a function of the:
 

9 
Project type;
 

* Project scale and scope;
 

9 
Project design flexibility;
 

* Trained personnel available;
 

• Operational constraints; and
 

e Agency planning and management capacities.
 

Designers of the system should identify who needs what
 
information, when, in what form, and why. Next, the project
 
designer should specify the level of financial, personnel, and
 
support resources that the project can allocate to meet these
 
ongoing information needs. Organization and information flow
 
charts may be constructed to show who supplies and receives
 
information as well as feedback mechanisms. Without active
 
feedback, information streams quickly dwindle into trickles. The
 
system should also have built-in checks for information
 
reliability and validity.
 

Donors that want the SSE implementing agency to collect
 
additional information must be willing to provide funds
 
specifically for this purpose. If the implementing agency staff
 
have the discretion to use these funds for other activities, it
 
should be assumed that they will do so; if the funds are ear
marked for certain evaluation activities that the implementing
 
agency does not believe are useful or in its best interests,
 
these funds may never be used without donor pressure. Commercial
 
lending institutions, for example, should not be expected to
 
monitor the economic performance of SSE clients that repay loans
 
on time; if the donor wishes this information, specific
 
provisions must be made in advance and carefully followed.
 

d. 	 Formal and Informal Components of a Management
 
Information System
 

An MIS is composed of formal, written and informal, oral
 
components. Formal, written components of the donor and
 
implementing agencies, at a minimum, should include tracking the
 
delivery of project inputs and quarterly financial reports that
 
show the use of these inputs. The donor should also fund midterm 
and final assessments of the project's socioeconomic impact in 
terms of overall objectives, implementation strategy, field
 
operation, and results. More specific examples of what may be
 
included within the MIS of a donor, implementing institution, or
 
SSE may be found in chapters dealing with the evaluation of
 
these sources.
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Some organizations rely almost completely on more informal,
 
oral means of transmitting information. When decisions are made
 
solely on the basis of oral communications, however, institu
tional memory is dependent on the actors involved. Evaluations
 
then must rely on the participants' memory to reconstruct
 
events; if controversy arises, those with supporting documenta
tion invariably have a stronger position than those without.
 

3. Sources of Secondary Data Relevant to SSE Projects
 

Prior to collecting information from those involved in the
 
project to be evaluated, at least one team member should visit
 
some standard sources of published material that relate to
 
enterprise development projects. A checklist of common sources
 
of reference materials in most developing countries that may be
 
useful for an SSE impact evalution are listed in Table III-I.
 

4. Background Data on Project Context
 

The quality of relevant secondary source material varies
 
greatly between countries. Statistics are often out of date or
 
too aggregated to be of much use to most SSE evaluations. Rather
 
than using the data as given, analysts should try to discern
 
trends that may influence the interpretation of evaluation data.
 
For example, the financial performance of assisted SSEs is
 
influenced greatly by their economic environment; at a minimum,
 
the evaluation team should investigate local, regional, and
 
national economic trends immediately prior to, during, and after
 
the project's operating period.
 

An example of data that may be collected from secondary
 
sources is found in Table 111-2. This table also specifies which
 
information is most important for evaluating the performance of
 
project donors, financial and technical assistance implementing

institutions, SSEs, and communities, as well as 
which information
 
is required to synthesize these findings into a project-level

evaluation. Further details on how to use this information are
 
discussed in Chapters Five through Ten.
 

B. NEW DATA BASES
 

1. Data Collection Principles
 

a. Choice of Methodology
 

Team members must be prepared to sacrifice some, if not
 
most, components of their ideal evaluation methodology to conform
 
to existing constraints. The team leader should be familiar with
 
the methodological options, have practical experience using
 



TABLE III-I 

COMMON SOURCES OF REFERENCE MATERIALS
 

Government
 

Statistics Bureau
 

Census Bureau 

Ministry of Induistry, Commerce, Finance, Planning, 

Economy, and/or Rural Development 

Cooperative Development Agencies
 

Central Bank
 

Trade Bureaus
 

( ) Research Stations 

Private Sector
 

Chamber of Commerce
 

Labor Unions
 

Private Trade Promotion Groups
 

Manufacturers Associations 

Lobbying Grojps
 

Donors
 

Country or Sector Reports 

Project Preparation Documents
 

Other SSE Projects
 

Special Studies or Evaluations
 

Annual Reports
 

Other Archives
 

Libraries
 

Universities
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TABLE III-2
 

CHECKLIST OF DATA AVAILABLE FROM SECONDARY SOURCES OF
 
INTEREST TO SSE IMPACT EVALUATIONS
 

0 CL 
-. I
 

C."0 

Economic Trends during Past Decade
 

Gross domestic product growth X X X X
 

Inflation 
 X X X X X X
 

Urban and rural consumer price index X X X X
 

(rediscount, commercial, informal)
 

(yearly, seasonal, regional, drbn/rural)
 

Exchange rates (market and official) X X X X X X
 

Agricultural production X X X
 

Imports and exports X X X
 

Balance of payments X X
 

Credit terms and conditions X X X X X
 

Price trends for SSE inputs and otputs X X X X
 

Composition of the Economy
 

Major agricultural and industrial sectors X X
 

Differentiation by major regions X X
 
(relative importance and differing
 
patterns of production)
 

Differentiation by urban centers X X
 
versus rural areas
 

Composition of trade X X
 

(major imports and exports)
 

Distribution of income X X X X
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TABLE 111-2 (Continued)
 

~0 M 
M n-

Composition of the industrial sector 
 X X X
 
in which SSEs operate (including sub
contracting/piece work arrangements,
 

markets, and products)
 

Degree of competition in SSE-related X X X
 

economic activities
 

Informal credit (prevalence, source) X X X X X
 

Policies
 

Labor (including minimum wage, benefits, X X X X X 

and restrictions on firing employees) 

Informal sector X X X 

Industrial (SSE definition, X X X X X X
 
promotion policies)
 

Export subsidies and composition X X X
 

Import quotas, tariffs, and their X X X
 
composition
 

Banking regulations X X
 

Credit X X X X X X 

Agricultural X X X
 

Tax regulations X X X
 

Internal marketing policies X X X X
 

to promote SSE activities
 

',ocial
 

Unemployment/underemployment estimates 
 X X X
 

Distribution of jobs by sex 
 X X X X X X
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TABLE 111-2 (Continued)
 

C= c') -4 C C n 

Legislation or customs that restrict 

participation of females or ethnic 
groups in the economy 

l l l x x 

Major socio-political divisions 

by region 

Migration patterns 

x x x x x 

Institutional 

Donor institutions that assist $SEs 

or industrial development, amount 
of funding and nature of programs 

x x 

Public and private implementing 
organizations that assist 
SSEs and descriptions of their projects 

Regulatory agencies affecting SSEs x X x 

Political 

Background on political history 

of country and project region 

X X X X x 

Decision-making authority 

for policies affecting SSEs 

Infrastructure 

Transportation, electricity, water, 

and communications in project area 

X X 

Marketing centers 

Industrial estates 

x x 

X 

X 

X 
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TABLE 111-2 (Continued)
 

WI 0 

M 
04 

Micro-level Socioeconomic Issiies 

Relationship between off-farm 

activities and farming systems 
(Including labor allocation, income 
use, and investment) 

X X X 

SSE objectives (profit-maximization, 

risk minimization, diversification, 
vertical integration) 

X X X 

Household composition/definition 

of unit of analysis 

X X X 

Enterprise budgets X X 

Principal constraints, underutilized 
resources, unexplored options 

X X X X X X 
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various methodologies, and have a general idea about their
 
feasibility and costs. Often the team has little choice about
 
what evaluation methodology to use: the evaluation's purpose,

budget, and timing and the needs of implementing institutions
 
narrow what can be done. Moreover, the availability of existing
 
data on the project's environment and assisted enterprises
 
determines what information would be most cost-effective to
 
collect.
 

The methodology and accompanying logistical considerations
 
should be planned carefully at the outset of the evaluation. If
 
they are made up as the evaluation proceeds, confusion,
 
mismanagement, incompatible data, and lack of logistical support
 
are likely to result. The donor is responsible for outlining a
 
general methodology after discussions with the SSE project
 
implementing agency.
 

The evaluation team should present a written revised plan
 
within the first week of the evaluation. The plan must be
 
formulated so that all actors with a stake in the evaluation have
 
a common starting point. Although the methodology should be
 
written, it is not exempt from being changed. The plan should be
 
flexible enough to respond to changing circumstances. Many

unforeseen problems will force alterations throughout the
 
evaluation.
 

The range of methodologies described in this manual are
 
geared to the typical six- to eight-week field assignment

followed by several weeks of report preparation. The
 
methodologies range from conducting small sample surveys to less
 
structured rapid rural reconnaissance journeys. The methodology
 
should be kept as simple as possible -- logistics, staffing
 
problems, and lack of infrastructure greatly increase the amount
 
of time needed to perform the simplest evaluation. Complicated
 
evaluation designs often create practical problems that offset
 
any theoretical benefits.
 

b. Special Considerations
 

Special difficulties involved in collecting data in
 
developing countries include cultural factors, language problems,
 
and lack of infrastructure. Most people do not like strangers

investigating their personal affairs; some groups feel more
 
strongly about this than others. Questions that appear innocuous
 
in some regions may be highly offensive in others; time and 
distances have different meanings -- tomorrow may be a code for 
never, and a mountain dweller may believe a town that is a full 
day's walk from his village is nearby. The term "family" or 
"household" may be used to include distant relatives who may or 
may not live with the family. In some areas, male surveyors
 
should not attempt to interview females and vice versa. Most
 
important, in many cultures it is considered polite to tell
 
interviewers only what they want to hear.
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Language difficulties also may restrict how the survey is
 
conducted. Whenever possible, all interviews and questionnaires
 
should be in the interviewees' first language. However,
 
governments attempting to impose an official language to help
 
build a sense of national unity may object to interviews
 
conducted in local dialects. Moreover, interviewers may not be
 
fluent in all the dialects spoken by those to be interviewed.
 

The accurate translation of SSE interviews is a difficult
 
task whose importance is often underestimated. The evaluation
 
team member is at the mercy of the interpreter; for example, if a
 
five-minute conversation between an interpreter and the project
 
participant is translated as a simple "no," the evaluator may
 
believe that something has been lost in the translation but is
 
relatively helpless to do anything about it. In addition, oftell
 
certain terms cannot be translated accurately: Arabic, a Michigan
 
State survey team discovered, has no equivalent term to denote
 
inventory."
 

Capable translators may be identified by using the technique
 
of back-translation. In this test, the candidate translates part
 
of the questionnaire from the evaluator's native tongue into the
 
local language. A bilingual colleague, possibly an implementing
 
agency staff member, then retranslates the text into its orginal
 
language. If the meaning is unchanged, the evaluator can be sure
 
that the translator is qualified.
 

Lack of infrastructure also may constrain the team's
 
activities. If questionnaires must be written in the field, the
 
team should know before arrival in the country whether
 
electricity, copying machines, paper, and telephones are
 
available. If not, the team must bring all supplies with them and
 
be prepared to work with carbon paper by the light of kerosene
 
lamps. Roads may be passable only during certain times of the
 
year.
 

One large problem involved in collecting information from
 
small enterprises in developing countries is that they often have
 
no addresses or are extremely difficult to find. The only
 

solution i-o this common problem is to solicit the assistance of
 
implementing agency staff.
 

This solution, however, involves some methodological
 
tradeoffs. The implementing agency staff member can be essential
 
in locating assisted SSE clients, encouraging them to speak to
 
the evaluator, and translating to and from local dialects.
 
However, the staff member's presence during an interview might
 
strongly bias the client's responses.
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One compromise is for the evaluator to travel with the 
implementing agent to the SSE, to exchange pleasantries and to
 
explain the purpose of the interview together. The staff member
 
subsequently attends to other business in the area while the
 
evaluator conducts the interview with, if necessary, a
 
translator.
 

c. How to Restrict the Amount of Data to Collect
 

Often those who commission evaluations have an unrealistic 
expectation of how much can be done within six to eight weeks. 
Competing offices within the donor and implementing agency will 
try to slip additional tasks into the team's agenda throughout
 
the evaluation. When the team does not have enough time to focus
 
the evaluation at the outset, it becomes all things to all
 
people, inevitably leading to disappointment.
 

The team leader must continually strive to narrow the focus 
of 	the evaluation. Those who have a stake in 
the evaluation
 
should be pressed to reveal whether they have any hidden agendas;
 
the purpose of the evaluation should be clarified within the
 
first week and the 
focus be relatively unchanging after the
 
second week.
 

After the specific objectives of the evaluation are clear,
 
the team can narrow the data collection effort by limiting the:
 

* 	 Geographic region: try to visit accessible areas
 
with clusters of respondents; otherwise valuable time is
 
wasted just trying to reach the respondents. The
 
evaluator nevertheless should bear in mind that degree of
 
access may be an important variable affecting
 
implementing agency and SSE performance;
 

* 	 Number of respondents: determine whether the team should 
extrapolate the results of a survey to a larger

population or whether it only should to get a sense of 
the project. The difference in cost may be tremendous;
 

* Number of subgroups: is the project's target population 
fairly homogeneous, or does it have many different
 
subgroups with distinct characteristics? Does the team
 
need information on all of these subgroups or can they be 
narrowed down; and
 

0 Type of information: what kind of information must the 
team derive from respondents to assess whether project

objectives have been met? Accurate financial data can be
 
extremely time consuming to collect.
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Enumerators should code data as soon as they are collected
 
to save time during the data analysis period. The evaluator
 
should conduct a preliminary analysis of the coded data's
 
quantity, quality, and reliability. This analysis may help to
 
identify extraneous data and alert the evaluator when more data
 
are being collected than possibly can be analyzed. Further cuts
 
in the questionnaire may then be made.
 

Agencies funding evaluations also often underestimate the
 
time and funds required to complete a representative survey of
 
SSEs. Often short cuts are proposed to reduce the time required
 
without a corresponding cut in evaluation objectives. The results
 
of the data analysis, despite numerous footnotes urging caution
 
and discretionary use, frequently are misused.
 

Another method to reduce the data collection effort is to
 
bear in mind the amount of time necessary for data analysis.
 
Often more data are collected than can be usefully analyzed in a
 
short-term assignment. Those who fund the evaluation and lead the
 
team should estimate the time for data analysis by calculating
 
the number of person-days that analysis would take if calculators
 
break, computers crash, and data analysts quit. This number
 
should then be multiplied by two. A conservative rule of thumb is
 
to allocate equal amounts of person-days for data analysis and
 
data collection.
 

2. Data Collection Techniques
 

a. Introduction
 

Although there is a wide spectrum of data collection
 
techniques, each with different implications regarding required

skills and resources, this manual will emphasize those techniques
 
most appropriate for relatively short-term, low-cost SSE impact
 
evaluations. These data collection techniques include censuses,
 
sample surveys, rapid rural reconnaissance, and case studies.
 

The objective of this section is not to explain different
 
data collection techniques in any depth. The references cited at
 
the end of this chapter serve this purpose. Rather, this section
 
is to review special considerations related to SSE evaluations.
 

b. Censuses
 

Taking a census entails collecting data from every member of
 
the entire population targeted for development assistance, rather
 
than gathering data from representative members of that
 
population. In the case of an SSE program o, project impact
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evaluation, this would mean collecting data on each branch of the
 
implementing institution, or on every SSE that had received
 
assistance under this development assistance activity.
 

This technique is most appropriate for programs with a very
 
small pool of participants, or when canvassing for a very small
 
amount of information from all possible respondents. Credit
 
agency branches, for example, should be able to telex responses
 
to basic questions about their financial performance with little
 
problem.
 

Otherwise, a census is extremely expensive, time consuming,
 
and often an exercise in futility whereby data accuracy and
 
relevance are compromised in a counterproductive drive for
 
universal coverage.
 

c. Sample Surveys
 

(1) Overview
 

Conducting a sample survey entails collecting data from
 
selected members of an entire population targeted for development

assistance, rather than trying to interview every member of this
 
targeted population. Sampling is based on the premise that if
 
evaluators select a subset population characteristic of the total
 
population, they can then infer characteristics of the universe
 
of potential respondents.
 

This section will review:
 

0 Types of sampling techniques;
 

* Sample size;
 

* Sampling errors;
 

* Non-sampling errors; and
 

* Community surveys.
 

(2) Types of Sampling
 

Sampling may be divided into probability sampling and non
probability or model sampling. In probability sampling, every
 
element in the population has a known non-zero probability of
 
being selected. Selection of respondents is completed through
 
some mechnical operation of randomization, so that statistical
 
inference to population values can be based on measures of
 
variability computed from the sample of data.
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In other words, if a project assisted 100 enterprises, and
 
the evaluation team planned to interview a sample of 40 of these
 
enterprises, the sample would be selected in some random manner
 
so that each of the 100 enterprises would have an equal chance of
 
being selected. For example, the evaluation team might write the
 
name of each enterprise on a piece of paper, put all names in a
 
box, and then draw the pieces of paper one at a time, much like a
 
lottery drawing. At the beginning of the drawing, each 
enterprise would have an equal chance of being drawn -- 40 
percent (40 draws from a pool of 100 slips of paper).
 

This basic selection process is called simple random
 
sampling. However, this technique is often modified to make a
 
survey design more practical, economical, or precise than a
 
simple random drawing might allow. Several techniques for
 
modifying probability sampling include:
 

* Unequal probabilities for sample elements;
 

* Cluster sampling;
 

" Stratified sampling;
 

* Systematic selection of sampling units; and
 

" Two-phase sampling. 

In model sampling, the evaluator draws on elements of the
 
entire population, based on broad assumptions about the
 
distribution of survey variables in the population. Examples of
 
model sampling include haphazard sampling, purposive sampling,
 
quota sampling, and mobile sampling.
 

The most appropriate samply survey technique depends on a
 
combination of interdependent factors, including:
 

* Existing base-line data;
 

• Previous sampling of the same population;
 

" Availability of financial records;
 

* Evaluation timetable; and
 

a Evaluation resources.
 

Interviewing enterprises that have been chosen using
 
probability sampling techniques is more expensive and time
consuming than interviewing the most conveniently located ones.
 
Using the latter technique is justified if:
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9 	All enterprises, implementing agency branches, etc. are 
alike (so that if interviewing one is the same as 
interviewing them all);
 

* 	Knowledge of the project's impact on the entire group is
 
not necessary;
 

* 	Only a few implementing agencies, SSEs, or communities
 
were assisted so that statistical techniques are not
 
relevant; or
 

* 	No sampling frame is available.
 

(3) Sample Size
 

A mistake commonly made when planning for an evaluation of
 
SSEs is the belief that the size of the sample should be
 
proportionate to the number of all assisted SSEs. A sample that
 
includes 10 percent of assisted enterprises is therefore believed
 
to be twice as reliable as a 5 percent sample. Although this may
 
seem to be a logical presumption, it is false. Only the absolute
 
size of the sample influences the data's reliability. Thus, if
 
5,000 relatively homogenous SSEs received credit, the difference
 
in reliability between sampling 100 or 1,000 enterprises is
 
relatively insignificant. The difference in cost easily cancels
 
out the small degree of additional accuracy.
 

In reality, enterprises are not homogeneous; each one often
 
seems unique. However, if sampling is to be used to make
 
inferences about the general group, SSEs must be divided into
 
relatively homogeneous subgroups. Factors to consider when
 
grouping enterprises include economic sector, scale, and
 
geographic region.
 

After enterprises have been grouped, conventional wisdom is
 
that 25-30 cases are needed from each major subcategory to draw
 
extrapolations from these groups to the larger population that
 
they represent. The evaluation team should assume that as many as
 
one-fourth of the cases selected may not yield useful data;
 
thus, about 40 enterprises from each subgroup should be chosen.
 

The evaluator should be careful, however, when attempting to
 
compare the financial performance of different types of
 
enterprises. For example, the gross or net margins of manufac
turing and merchandising SSEs should not be compared, even if
 
sufficiently large samples exist (see Chapter Eight). Although
 
sample size is one factor that legitimates certain statistical
 
manipulations, the evaluator must use common sense to determine
 
whether they should be performed.
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(4) Sampling Errors
 

Sampling errors arise when estimates from a selected subset
 
of a population fail to reflect accurately characteristics of the
 
population. For example, if a population of assisted enterprises
 
comprised businesses located both in population centers and at
 
remote rural sites, but an evaluation team's sample included only
 
businesses in or near cities, this sample would have a strong
 
urban bias. Sampling errors are usually caused by incomplete
 
population lists, inaccurate population information, or biased
 
selection procedures.
 

Sampling errors can best be controlled by resampling, after
 
correcting for the source of sampling error. However, if
 
sampling errors are discovered after it is too late to resample,
 
the best the evaluation team can usually do is:
 

* Temper and qualify its interpretation of survey results
 
with an explicit and detailed acknowledgment of the
 
sampling bias; and
 

o Supplement data collected from the formal survey with
 
information gathered via other data collection
 
techniques, sometimes referred to as "triangulation."
 

(5) Non-sampling Errors
 

Non-sampling errors are all errors that do not result from
 
differences between characteristics of the sample and attributes
 
of the total population. Non-sampling errors include non
response errors, response errors, and recording errors.
 

Non-response errors are data distortions resulting from lack
 
of sampled units' response. Sources of non-response fall into
 
the following general categories:
 

o Not-at-homes and no-returns;
 

o Refusals;
 

• Incapacity or inability;
 

o Not found; and
 

o Lost forms.
 

All of these categories of non-response refer only to eligible
 
respondents, and may apply to entire interviews or to certain
 
questions during these interviews.
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The non-response rate should be tracked, categorized, and
 
tabulated. This will help evaluators to understand the sources
 
of non-response and thus to:
 

* 	 Control or reduce non-response;
 

* 	 Estimate its possible effects on survey results;
 

* 	 Correct for these effects if possible; and
 

" 	 Predict non-response in future surveys of a similar type.
 

Response errors are data distortions stemming from factors 
that alter the nature of someone's answers. These factors 
include: 

* 	 Poor questionnaire design or wording;
 

* 	 Language or translation problems;
 

* 	 Desire of the respondent to answer correctly; and
 

* 	 Desire of the respondent to misrepresent the situation or
 
falsify data.
 

Recording errors are data distortions resulting from factors
 
that affect the way an enumerator writes down information during
 
an interview. They are usually caused by:
 

" 	 Poor enumerator training;
 

" 	 Enumerator bias;
 

* 	 Confusing questionnaire format; and
 

* 	 Extenuating interview circumstances, such as poor light,
 
significant distractions, or an ill enumerator.
 

It is important to try to keep both recording and response
 
errors at a minimum, as they tend to:
 

" 	 Give survey results an overall upward or downward bias; 

" 	 Create biases within different subgroups; or
 

" 	 Discredit survey findings through unsystematic and random 
distortion. 

Some techniques for controlling or reducing non-response are
 
to:
 

e 	 Institute new data collection procedures, such as
 
providing guarantees of anonymity, increasing respondent
 
desire to cooperate, and providing advance notice of an
 
interview;
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* 	Make repeat calls on not-at-homes and repeat mailings to
 
no-returns;
 

* 	Subsample these call-backs; and
 

* 	Substitute non-responses with responses from those having

similar characteristics.
 

Care in enumerator training and questionnaire design results
 
in 	more accurate data. Response and recording errors can best be
 
controlled by making sure the questionnaire incorporates cross
checks and repetition to test for respondent consistency and
 
reasonableness, sometimes referred to as the income tax method.
 
Moreover, enumerators should be informed of these controls, so
 
that they can use them during interviews to repeat portions of
 
these interviews if answers seem inconsistent or unreasonable.
 
Finally, questionnaires should be pre-tested for clarity of
 
format, operational feasibility, and content appropriateness.
 

Response and recording errors can be controlled further by
 
proper enumerator training, support, and supervision. Enumera
tors can perform most efficiently and effectively if they:
 

* 	Understand the survey purpose and survey data collection
 
instruments;
 

* 	Are familiar with the program or project being assessed,
 
as well as some of the SSEs that participated in these
 
activities;
 

* 	Speak the language and know the area in which the
 
respondents live;
 

o 	Receive proper training and participate in questionnaire
 
pre-tests;
 

* 	Are not responsible for more area or respondents than
 
they can reasonably cover in the allotted amount of time
 
and approved survey budget; and
 

o 	Are provided with an appropriate incentive to meet this
 
schedule, and still collect valid data.
 

For example, the BKK survey in Central Java, Indonesia, used
 
BKK managers as enumerators and field supervisors from the bank
 
providing technical supervision to the BKK as survey supervisors.

However, both the enumerators and the survey supervisors worked
 
in 	areas other than their own during the survey. Thus, they were
 
familiar with the BKK program and geographic area and spoke the
 
local language, Javanese, but did not face a conflict of interest
 
by interviewing their own clients. Furthermore, both enumerators
 
and supervisors were offered cash incentives for good

performance: enumerators for number and quality of interviews,
 
and supervisors for vigilance in screening bad questi nnaires.
 
Finally, the evaluation team, together with the bank,fspent
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almost a week revising the questionnaire and the survey schedule
 
to 	incorporate the suggestions of the survey team, as well as
 
training this team to execute the survey.
 

This methodology enabled the survey team to interview 662
 
SSEs in 20 subdistricts throughout Central Java. Although finan
cial data on sub-borrowers were not obtained, the surley did
 
provide valuable information on the functioning and i-mpact of the
 
BKK program. The survey team also administered a second
 
questionnaire to the heads of the 20 BKK included in the survey

sample; this served as a crosscheck on bank statistics, and gave
 
an overview of current BKK operations and their potential for
 
future growth.
 

SSE surveys tend to underestimate survey preparation and
 
enumerator training time and, consequently, usually omit or
 
compromise the quality of one or more of the following steps:
 

* 	Consultation with donors and implementing institutions
 
regarding survey objectives and overall strategy;
 

* 	 Questionnaire drafting, review, revision, and transla

tion;
 

9 	Questionnaire pre-testing;
 

e 	Questionnaire re-drafting, review, revision, and transla
tion;
 

* 	 Enumerator selection and training; and
 

* 	 Protocol and logistical arrangements in the survey area.
 

In the BKK survey, for example, survey preparation took
 
approximately the same amount of time as survey execution.
 
Results from other surveys indicate that an SSE evaluation team
 
should allocate a minimum of 1.5 weeks to prepare the
 
questionnaire, train enumerators, and conduct a pre-test. This
 
assumes that a word-processing machine or capable secretaries are
 
available to revise the questionnaire throughout this time. A
 
word-processing machine allows changes to be quickly incorporated

during the questionnaire design, enumerator training, and pre
test stages without having to retype the entire questionnaire
 
(see "Using Computers for Data Collection" at the end of this
 
chapter).
 

(6) Community Surveys
 

Community surveys differ from institutional and SSE surveys

in their scale, scope, and ambiguity, primarily because the
 
universe of potential respondents is usually larger and more
 
indefinite. Thus, community surveys are generally more expensive
 
than are institutional and SSE surveys, as data take longer to
 
collect and to analyze.
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However, even if sampling for community surveys is based on
 
well-defined criteria rather than on draws from a comprehensive

list, the likelihood that an evaluation team can match a sample
 
of community households that participated in project activities
 
with non-participant community households is low to nil.
 
Furthermore, it is also exceedingly difficult to collect or to
 
identify longitudinal data on either group of community house
holds.
 

Thus, although community surveys are a conceptually sound
 
technique for gauging the development impact of SSE projects,

their limitations in practice greatly restrict their usefulness
 
Lack of longitudinal or cross-sectional control groups, together
 
with inherent sampling errors and biases, makes causal links
 
between project activities and survey findings tenuous at best.
 
Furthermore, extrapolations to the community as a whole tend to
 
be largely unsubstantiated. The following sections explore
 
alternatives to sample surv2ys to collect SSE impact data.
 

d. Rapid Rural Reconnaissance
 

(1) Overview
 

Rapid rural reconnaissance is a popular alternative to
 
sample surveys because it is geared to evaluations that have
 
tight time constraints. This method combines informal data
gathering methods in a semi-structured fashion and relies heavily
 
on 
the analyst's knowledge of the subject matter, familiarity
 
with the project's socioeconomic context, interviewing skills,
 
and common sense. 

Rather than using a standardized pre-set questionnaire
 
followed by formal quantitative analysis of the response data,
 
reconnaissance surveys use proxies for complex dynamics and
 
perform spot checks of those dynamics. For example, examining how 
an SSE displays its merchandise is often a good proxy for the 
manager's sales and organizational ability. If goods are dirty 
and not displayed neatly, this may indicate that the enterprise
 
is not faring well, which in turn would cause the evaluator to
 
examine other proxies.
 

Investigators should, however, be aware that things are not
 
always what they seem to be, especially when dealing with cross
cultural evaluations. The validity of these proxies should always
 
be discussed with those familiar with the local situation and
 
verified before reaching any conclusions. Rapid rural
 
reconnaissance surveys comprise six methods, some of which are
 
discussed under separate sections:
 

* Examination of written records;
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Group discussions with donors, implementing agencies,
 
entrepreneurs, and community leaders;
 

* 	Confidential interviews with multiple sources;
 

* 	Open discussions with key informants;
 

* 	Direct observation of behavior (especially assisted and
 
unassisted SSEs); and
 

* 	Workshops to solve problems, discuss issues, and plan
 
actions.
 

The advantages of using rapid rural reconnaissance techni
ques for SSE evaluations are that they:
 

Allow evaluators to collect data in a relatively
 
unobtrusive, quick, and cheap manner. This minimizes the
 
effect of people adjusting their normal behavior to suit
 
real or perceived evaluator expectations, and saves
 
time and money;
 

* Reduce non-sampling error by allowing team members to
 
have more direct contact with enterprises, rather than
 
relying on enumerators;
 

* Provide a dynamic iterative approach to data collection 
that stresses a daily re-evaluation and refocusing of 
data. Formal surveys are restricted to information
 
gathered through an unchanging questionnaire; and
 

" Encourage the collection of qualitative data and probe
 
into the SSE decision-making process. It is extremely

difficult to learn about an entrepreneur's problems and
 
factors affecting decisions through a formal survey.
 

However, because rapid rural reconnaissance relies on
 
individual perceptions and indirect measures of impact, observer
 
biases and ignorance can greatly distort conclusions solely based
 
on this data collection technique. For this reason, evaluators
 
should be careful about using findings gained from a rapid rural
 
reconnaissance of assisted SSEs to generalize about the entire
 
group.
 

The most common causes of observer misperceptions or mis
understanding are:
 

" 	Unrepresentative site or enterprise selection;
 

" 	Operational difficulties;
 

* 	Informant biases; and
 

* Cognitive filters.
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(2) Site and Enterprise Selection
 

Time and logistics constraints usually force evaluators to
 
select project sites and enterprises that are most accessible,
 
visit these locations when they are easiest to get to, and warn
 
project staff on location of impending visits. Thus, the
 
tendency is to reinforce spatial, seasonal, and theater biases.
 

Spatial bias refers to an evaluator's proclivity to stay
 
near urban centers, rely on vehicles and paved road networks, and
 
trust in roadside development as representative of activities and
 
conditions in remote, unobserved areas.
 

Seasonal bias means the unlikelihood of seeing rural poverty
 
at its worst, during the rainy season, traditionally a hungry and
 
sick season in developing countries. Food is scarce, food prices

high, work especially grueling, and infections and malnutrition
 
prevalent; morbidity and mortality rise, while health, body
 
weight, and income decline.
 

Theater bias refers to the creation of highly visible
 
projects unrepresentative of overall programs or regions. These
 
projects are usually a respectable but not excessive distance
 
from headquarters, and easily accessible by car or plane. They

constantly host visiting officials, and are thus transformed into
 
neatly manicured, nicely groomed, specially staffed and supported
 
showpieces, with well-briefed and much-practiced hosts who know
 
just what to say and exhibit to visitors.
 

(3) Operational Difficulties
 

Sometimes evaluators manage to avoid the pitfalls of
 
unrepresentative site or enterprise selection, only to be
 
frustrated by an inability to reach representative locations.
 
The most common operational difficulties are:
 

* 	 Lack of vehicles;
 

* 	 Mechanical breakdowns;
 

• 	 Impassable roads;
 

* 	 Poor communications;
 

e 	 Inability to locate specific businesses or entrepreneurs;
 
and
 

* 	 Personal or business emergencies.
 

These operational difficulties can wreak havoc with the
 
best-laid plans and most carefully selected project sites.
 
Evaluators are then stuck with all of the distortions that result
 
from the selection of unrepresentative project sites or
 
enterprises.
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(4) Informant Biases
 

Regardless of the project site or enterprise, some
 
evaluators invariably interview and interact with a small and
 
unrepresentative subset of site residents or enterprise staff.
 
In project communities, these include the local elite, active
 
project participants, and selected area residents. At selected
 
enterprises, these include dominant management and model workers.
 

The local elite are the most powerful, wealthy, articulate,
 
and conspicuous community members. These leaders appear to speak
 
with authority and knowledge of village affairs, and the
 
evaluator, in turn, is relieved to find someone with the apparent

sophistication and confidence to piece together stray impressions
 
and diffused information. The elite thereby monopolize the
 
visitor's time and attention, while the dissident, powerless, and
 
poor community members, who are usually disorganized,
 
inarticulate, and inconspicuous, remain isolated, unseen, and
 
unheard throughout the visit. Although easily accessible and
 
apparently accurate, local leaders can be misleading, for they
 
usually represent a particular political, social, ethnic, or
 
religious group, and tend to have partisan views. Also, they are
 
usually male, as rural women are a subordinate class in many
villages. A parallel situation exists within an enterprise's 
work force. 

The extra effort necessary to locate and elicit responses
 
from lower-status and poorer community members or enterprise
 
staff is seldom expended by evaluators, especially since these
 
are the people most difficult to find and hardest to learn from.
 
Moreover, interviews of these people often fail if conducted in
 
the presence of outsiders, such as government officials or
 
project officers. In these situations, the respondent is
 
perpetually on guard and reveals little.
 

At the other extreme, these interviews can result in an
 
equal willingness to exaggerate in the belief that the visitor
 
has some power to change conditions, or attempt to answer
 
correctly rather than truthfully in the hope of gaining some
 
tangible advantage from a pleased interviewer.
 

Another difficulty is the so-called model project
 
participant, that average, representative entrepreneur or worker,
 
who is -*.no way either average or representative. Responses are
 
well re-earsed, and not the spontaneous answers they are
 
purported to be.
 

(5) Cognitive Filters
 

Even when evaluators manage to select and visit fairly
 
representative project sites or enterprises, as well as to talk
 
to a cross-section of project participants, their perceptions are
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often clouded by subconscious observer biases, or cognitive

filters. The most serious observer biases 
are usually cultural
 
and professional.
 

The crossing of national or provincial borders changes more
 
than one's geographic setting: also altered are one's social,

political, economic, and social environment. Awareness of and
 
sensitivity toward the local context in which the site visitor
 
intends to operate are critical determinants of the ultimate
 
value and validity of the visitor's findings.
 

However, evaluation teams are often assembled using
 
technical expertise as the sole criterion in member selection.
 
These teams are then sent to countries and regions about which
 
they know nothing, under the assumption of an automatic, cross
cultural value transferability. Thus, psychological and
 
emotional maps drawn for self-location and self-identity within a

society are constantly imposed on new and inappropriate terrain,
 
in spite of the consensus that it is far easier to adjust and
 
adapt technical knowledge and personal expectations than to
 
transform entire cultures.
 

The misperceptions caused by cultural ignorance are
 
compounded by the frequent inability of visitors to speak the

local language. This forces them to use interpreters, who can
 
hinder as much as they can assist these visitors to gather

truthful, helpful information. Aside from the truism that
 
interpreters invariably add something of themselves to what they

translate, they may have a stake in, or grudge against, the
 
object of evaluation, as well as a friendship or feud with
 
concerned parties.
 

Nonetheless, knowledge of a local culture is a necessary but
 
insufficient requirement for the fruitful execution of a rapid

rural reconnaissance visit. A fool who speaks the language

fluently will be more easily recognized as a fool.
 

Regarding professional bias, evaluators tend to focus their
 
observations on their own professional specialty, instead of
 
perceiving the linked aspects of rural development. The most
 
common way of compensating for this tendency is to conduct SSE
 
impact evaluations with interdisciplinary teams. If rapid rural
 
reconnaissance is to be a principal data collection technique for
 
the evaluation, then sites should be visited by at least two team
 
members, each with a different technical specialty.
 

e. Case Studies
 

Case studies are detailed investigations of a few population

members, usually selected community residents or entrepreneurs.

These studies are often the most viable means of assessing the
 
complex qualitative community impact of SSE development

assistance activities. They are conducted in the classical
 
anthropological tradition, only in considerably less detail.
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Case studies allow evaluators to place SSE activities in more
 
human and personal terms than do most alternative data collection
 
techniques. As a result, their work is often more understandable
 
and useful to their readers.
 

Case studies also enable evaluators to view the household as
 
an economic unit, and the project setting very much as an
 
extended household. This helps one trace the intricate internal
 
and external interactions of a family's SSE activities. Finally,
 
case studies often give evaluators access to project non
participants, as this data-gathering technique is less
 
threatening than more formal and quantitative alternatives.
 

The drawback of using information from case studies is that
 
the number of cases is invariably small and, therefore, is
 
subject to serious bias. Evaluators must be careful not to
 
extrapolate case study data to the larger group, but rather to
 
use this information to complement survey data.
 

3. Data Collection Tools
 

a. Introduction
 

The previous sections of this chapter reviewed SSE data
 
collection from various parties using alternative data collection
 
techniques. This section discusses the two principal SSE project
 
data collection tools -- questionnaires and open-ended interviews
 
-- and how portable computers may be used to make data collection 
more efficient. 

b. Questionnaires
 

(1) Overview
 

Questionnaires are one commonly used tool to collect data on
 
SSE program or project impact. Methodologically, they present a
 
relatively straightforward and economical way of gathering and
 
recording information. At the same time, they are adaptable to
 
the practicalities of field conditions and evaluation exigencies.
 

(2) Principal Questionnaire Alternatives
 

Questionnaires come in many forms, including:
 

" Detailed or outline form;
 

" Structured or unstructured;
 

" Open or closed;
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" Pre-coded or uncoded; and
 

* Uniform or systematically varied.
 

A detailed questionnaire is one that articulates all
 
questions to be asked by the interviewer, whereas a questionnaire
 
in outline form (topic questionnaire) lists only categories of
 
questions. The main difference between detailed and outlined
 
questionnaires is that the former, although more time consuming

and expensive to prepare and produce, gives evaluators more
 
control over the order and wording of an interview.
 

Only evaluation team members should use an outline or
 
unstructured questionnaire during SSE evaluations. Enumerators
 
should always use detailed, structured questionnaires that
 
prevent them from forgetting questions, confusing the respondents
 
over their order or wording, or inducing respondent error by
 
conveying intentional or subconscious innuendoes and biases.
 

A structured questionnaire stresses the sequencing and
 
wording of questions much more than an unstructured
 
questionnaire. This is especially important while collecting
 
financial data from SSEs, because the ordering of questions can
 
often make it more difficult for the entrepreneur to misrepresent
 
data by concealing the true line of inquiry. The sequencing of
 
questions can also help the entrepreneur reconstruct financial
 
statements by guiding the respondent through each step in the
 
drawing up of these records.
 

A closed questionnaire provides alternative responses to a
 
question, such as yes/no, true/false, or multiple choice, whereas
 
an open questionnaire is like an essay question on an exam. A
 
closed questionnaire is easier to tabulate and analyze than an
 
open questionnaire, but can often miss important data by
 
providing a respondent and enumerator with restricting or leading
 
answers from which to chose. 

A pre-coded questionnaire gives each answer that the
 
evaluator intends to tabulate and analyze a unique code, usually
 
a number or letter. This code greatly facilitates data
 
reduction, manipulation, and presentation, whether manual or
 
automated, by allowing the evaluator to deal with data in small,
 
standardized units. Pre-coding also helps to ensure respondent

anonymity and data integrity. The major drawback to this
 
approach is that it requires considerable presurvey preparation
 
time to realize the post-data collection benefits.
 

The final principal questionnaire alternative, uniform or
 
systematically varied, refers to the choice of asking the same
 
questions in the same or in a different order from questionnaire
 
to questionnaire. This becomes a concern if the evaluators are
 
worried that respondents or enumerators will copy responses from
 
one questionnaire to another questionnaire. The evaluators then
 
precode all questions and questionnaires, and produce several
 
different versions of the same set of questions.
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(3) Questionnaire Planning
 

The evaluation team should go through the following steps
 
when preparing a questionnaire:
 

* 	Clarify the objectives of the invcstigation and the
 
hypotheses that are to be tested;
 

* 	Establish what minimum data will be reaired from
 
respondents to satisfy the evaluation'r objectives and
 
test hypotheses;
 

* 	Design tables that show what data relationships (over
 
time, causal) the evaluation report will contain;
 

" 	Prepare questions to obtain data bits (examples of
 
questions found in Chapters Five through nine); and
 

* 	Alter questions based on comments from enumerators and
 
pretest results.
 

Only after these steps have been completed should the
 
evaluation team worry about the questionnaire's format.
 

(4) Questionnaire Format
 

A questionnaire can be used most efficiently and effectively

if it is presented in a format with the following
 
characteristics:
 

* 	Clearly printed, with space between questions;
 

* 	Printed on one side of the paper only, so that longer
 
responses can be scribbled on the back;
 

Room at the top for the name of the interviewer, date,
 
signature of the supervisor, and the respondent's name or
 
code and address or region; and
 

* Space along the left margin, or at the questionnaire's
 
beginning or end, for the enumerator to indicate the
 
respondent's reliability.
 

Moreover, the questions should be in clear, simple, local
 
language that is geared to the educational level of both the
 
enumerator and the respondent. In striving for clarity, the
 
evaluator should avoid the use of jargon, vague terminology, and
 
leading phrases. If the questionnaire has been translated into a
 
local language, the evaluators should retranslate the
 
questionnaire into its original language to test the
 
translation's accuracy. The retranslated text should have the
 
same meaning as the original text.
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Finally, the questionnaire should take no longer than one
 
hour, and preferably 30-45 minutes to administer. Anything

longer decreases respondent accuracy and increases respondent
 
hostility.
 

c. Informal Interviews
 

(1) Overview
 

Information collected from project archives should be cross
checked by donor-level interviews and field data collection by
 
the evaluationl team. Although donor archives often are a helpful
 
reference point and data base, personal interviews at this level
 
usually provide useful elucidation. Subsequent field
 
investigation can either validate, clarify, or contradict donor
 
archives.
 

(2) Advantages and Drawbacks
 

The primary strength of informal interviews is their
 

flexibility. They allow the interviewer to:
 

" Place project documents in context;
 

* Fill in gaps in the written record;
 

" Pursue complex or sensitive processes and issues; and
 

* Relax respondents by allowing them to remain anonymous.
 

The major weaknesses of conducting interviews are their:
 

" Time intensiveness;
 

" Relative lack of comparability; and
 

* Tendency for interviewer and respondent bias.
 

(3) Making the Most of Interviews
 

Evaluators can benefit from interviews they conduct if they:
 

" Prepare as completely as possible before the interview;
 

" Interview a broad cross-section of personnel at each
 
level of data collection;
 

" Use a creative mixture of interviewing techniques;
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a 	 Remain attuned to respondent sensitivities during the
 
interview; and
 

* 	 Press for examples rather than relying on one-word
 
answers.
 

Pre-interview preparation is important to make optimum use
 
of contact time with the respondent. Preparation saves the
 
interviewer the time it would take to ask for information readily
 
availabla from other sources, and allows the interviewer to
 
interpret responses and to formulate follow-up questions.
 
Moreover, pre-interview preparation encourages respondent

cooperation because it indicates the seriousness with which the
 
interviewer has approached the meeting, and also increases the
 
likelihood of covering fresh material during the interview.
 
Information that is especially useful to know before the inter
view are the respondent's background and philosophical tenets,
 
and the program or project's general history and current status.
 

Interviews are most useful if they are with a representative
 
cross-section of agency staff, SSE personnel, or community

members. Perspectives and biases often differ dramatically by a
 
person's place and function in an organization or community. As
 
a result, the same activity is often viewed and interpreted

differently by professional colleagues or community neighbors.
 

For example, if a project-assisted SSE were to be threatened
 
with bankruptcy because of restricted access to foreign exchange,

this event would have very different ramifications for the
 
donor's operations section personnel and the donor's program

planning and evaluation department staff. The former would be
 
most interested in facilitating project implementation by saving

the failing SSE, whereas the latter would be more interested in
 
incorporating lessons from this experience into new project
 
designs.
 

During an interview, the evaluator must usually stray from a
 
prepared list of questions to pursue interesting points or to
 
elicit clarifications of unclear answers from evasive
 
respondents. The most common techniques to achieve these objec
tives include probing discreetly, asking one or more follow-up
 
questions, posing hypothetical situations, adopting the position

of a devil's advocate, and providing positive reinforcement when
 
appropriate.
 

Finally, evaluators must remain attuned to respondent
 
sensitivities throughout an interview, for a respondent once
 
offended is difficult to placate. The most common respondent
 
sensitivities include threatening first questions, implicit or
 
direct challenges, interviewer biases and unarticulated agendas,
 
and confidentiality of information.
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4. Using Microcomputers for Data Collection
 

a. Overview
 

Microcomputers can be helpful in preparing for data
 
collection and in actually gathering field data. Moreover, the
 
design of an evaluation's data collection strategy can either
 
greatly facilitate automated data processing during data
 
analysis, or virtually eliminate the feasibility of using
 
computers in the subsequent processing of field data.
 

b. Preparing for Data Collection
 

The most dramatic contribution of microcomputers in
 
preparing for data collection is in the area of drafting and
 
revising questionnaires. This is essentially a word-processing

application, so is one of the most accessible of the wide
 
spectrum of microcomputer evaluation applications that are
 
currently available.
 

For example, the evaluation team conducting the Indonesia
 
BKK evaluation was able to compose a trilingual questionnaire

(English, Indonesian, and Javanese) in a fractioi of the time it
 
would have taken using a typewriter. Daily revisions were easily

made during the training of survey team supervisors and
 
enumerators, and after the questionnaire pretest. Consequently,
 
the final questionnaire was more precise and better presented
 
than traditional production techniques would have allowed, given

evaluation time and resource contraints. This, in turn,
 
increased the questionnaire's credibility from the perspective of
 
the survey team, especially since the end product was a joint
 
effort based on an iterative process.
 

Another area of data collection preparation that can benefit
 
from the use of a microcomputer is the assembling of a relational 
data base with survey data. That is, if evaluators want to 
create a profile of SSE borrowers, they might find it helpful to 
pre-define a data base structure, and then to ensure that data
 
are gathered in a form compatible with this structure for 
subsequent data processing and analysis.
 

c. Undertaking Data Collection
 

As microcomputers continue to shrink in size and weight,
 
they become increasingly more self-contained, and truly portable.

This, in turn, makes them ever more amenable to direct data input
 
while conducting field surveys.
 

It is now possible, for example, to record questionnaire
 
results directly into a lap computer during interviews at an
 
entrepreneur's place of business. This technique not only
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facilitates subsequent data processing, but also allows the
 
enumerator to perform some simple pre-programmed calculations to
 
test the validity of financial data offered by the respondent.
 

A drawback of using portable computers for data collection
 
is that this technique may distract entrepreneurs from the
 
substance of the interview. Many respondents undoubtedly will
 
wish to receive demonstrations of how the computer works, adding
 
to the length of the interview. And finally, until the :ost of
 
this equipment is reduced, its indestructibility increased, and
 
the predilection for user error minimized, its use for field data
 
collection will be limited to evaluation team members rather than
 
locally hired enumerators.
 

d. Technical Constraints
 

Most technical constraints to using microcomputers in SSE
 
impact evaluations will be discussed in Chapter Four. However,
 
there are two major drawbacks to using microcomputers that
 
pertain particularly to data collection.
 

The first serious restriction to using microcomputers as
 
data-gathering tools is that the quantity of data the evaluator
 
can record is limited by the very small memory of most portable
 
computers. This could require the evaluator either to carry
 
extra data storage equipment to the field, as a cassette recorder
 
or portable disk drives, or to search for this equipment at
 
inopportune times and locations.
 

The second serious restriction to using microcomputers in
 
data collection is that the format for recording these data does
 
not usually accommodate qualitative comments or annotations.
 
Thus, insightful observations or valuable visual data cross
checks can be lost because of the contraints of data input
 
formats.
 

C. KEY REFERENCES
 

Agency for International Development. Manager's Guide to Data
 
Collection. AID/PPC/CDIE Program Design and Evaluation Methods
 
Series, November 1979.
 

• Guidelines for Selecting Data Collection Methods and
 
Preparing Appropriate Scopes of Work. AID/FPC/CDIA and U.S.
 
Bureau of the Census, forthcoming 1985.
 

Mickelwait, Donald R., et al. Information for Decisionmaking in
 
Rural Development. 2 vols. Washington, D.C.: Development
 
Alternatives, Inc., 1978.
 

Moser, Claus, and Kalton, G. Survey Methods in Social
 
Investigation. New York: Basic Books, 1972.
 



54
 

Rhodes, R.E. The Art of the Informal Agricultural Survey.
 
Lima, Peru: International Potato Center.
 

Sweet, Charles F., and Rosengard, Jay K. Guidelines for the
 
Design and Use of Monitoring and Evaluation Systems in Managing
 
Rural Development. Washington, D.C.: Development Alternative, 
Inc., January 1983. 

Warwick, Donald P., and Lininger, Charles A. The Sample Survey: 
Theory and Practice. New York: McGraw-Hill, 1975. 



CHAPTER FOUR
 

General Guidelines
 
for Data Analysis
 

re ". ........ 
 mary~n / c/;.Sv-4,*c ltynT 

KiDr-> of'Me 5or-i/retp," 

#rean~ers/ay ofc P~c 

BL9CKo 3k m 'Rcta'A'en7'4 
-V-is", '/y A y, 0 Aes,../ 

44I 



55
 

CHAPTER FOUR
 

GENERAL GUIDELINES FOR DATA ANALYSIS
 

A. GENERAL PRINCIPLES
 

1. Analytic Framework and Development Hypotheses
 

The first step in data analysis is not to examine the
 
numbers themselves, but to choose the analytic framework within
 
which the data are to be analyzed. The most critical part of
 
this process is the formulation of specific, relevant hypotheses
 
that will be verified or rejected by examining the data. There
 
are no short cuts to developing a set of hypotheses or the
 
framework itself, since these depend on the issues to be examined
 
and the nature of the assistance. Chapters Five through Nine
 
begin by stating the key development hypotheses that should be
 
examined when analyzing the performance and impact of donors,
 
implementing agencies, SSEs, and the direct impact of SSEs on
 
their community or region.
 

The broad underlying phenomenon being neasured and explained
 
by SSE impact analyses is change in the SS*s, the institutions
 
that support them, and their communities, and the effect of the
 
project on national income and well-being. This measurement may
 
be divided into two fundamental parts:
 

" What has been the change?
 

* What has caused the change?
 

It is easier to document that change has occurred than to 
link this change to the project. Often, SSE evaluations adopt a 
best-case attitude -- that positive changes result from the 
project -- without providing sufficient evidence. Since this is 
what those funding the evaluation usually want to hear, little
 
attention is paid to the lack of evidence to support positive
 
claims. However, if the evaluation team makes the same assumption

about causality to justify criticism of the SSE project, an
 
outcry can be expected. The evaluation team should be keenly
 
aware of this double standard; professional ethics demand that
 
they not profit from it.
 

The second step prior to data analysis is to clarify from 
whose perspective the data are to be analyzed. A given set of
 
financial records generally has differing interpretations,
 
depending on whether the records are analyzed from the perspec
tive of the lender, the owner of the SSE, its manager, or its
 
clients. Each defines costs and benefits differently. For
 
example, wages to employees are viewed as a cost to the firm but
 
a benefit to the employee. Equally, the investors' evaluation of
 
the costs and returns of a given financial investment differs
 
from the valuation that society would place on the same
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investment. Investors judge an investment in 
terms of the set of
 
prices they face and their objectives (usually enhancing their
 
own income), whereas a social valuation must correct for distor
tions in prices and markets and for the SSE's impact on broader
 
social goals, such as employment generation, income for
 
disadvantaged groups, or export oromotion.
 

To provide a framework, this manual divides the evaluation
 
into discrete parts, based on four different levels of SSE
 
project impact. Each level has its own set of 
concerns and
 
requires it3 own analysis. Benefits on one level do not
 
necessarily imply benefits on other levels. These levels are:
 

" Donor level: an examination of donor effective
ness and efficiency in supporting SSE
 
and institutional development and
 
achieving other objectives (Chapter
 
Five); 

" Implementing 
institution level: analysis of a donor's impact on the 

financial and administrative perfor
mance and viability of credit and
 
technical assistance institutions
 
(Chapters Six and Seven);
 

" SSE level: analysis of the implementing agency's
 
impact on the financial performance
 
and viability, administration, and
 
production of assisted firms (Chap
ter Eight); and
 

" Community level: an examination of assisted SSEs'
 
impact on community and regional
 
income, employment, and quality of
 
life (Chapter Nine).
 

In Chapters Five through Nine, data analysis is viewed from
 
the perspective of each level in the chain of institutions
 
affected by the project; Chapter Six, for example, explains how
 
to evaluate the performance of a credit agency using criteria
 
normally used to analyze these institutions. Chapter Ten
 
examines how to synthesize the results by adopting a broader,

national perspective. 
This chaptet merely touches on some
 
techniques cited in earlier chapters. Interested readers wishing
 
more in-depth information are referred to the standard
 
statistical texts cited at the end of this chapter.
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2. Determining Causality
 

Causality is not the same as association. The two charac
teristics may always be found together, with no implication that
 
one causes the other. Causality must have a theoretical basis,
 
that is, there must be a reason for thinking that one event
 
causes another. Causality cannot be proved statistically, but
 
statistical analysis can support a hypothesis of a causal rela
tionship between two variables.
 

The careful analyst will attempt to formulate and test
 
alternative hypotheses to check the validity of the main proposi
tions formed at the beginning of the analysis. Alternative
 
hypotheses must also be formulated to explain facts that do not
 
square with the original hypothesis. The analyst should be open
 
to the possibility that alternative hypotheses may replace the
 
original, disproven model.
 

It is important to include all of the most important
 
variables in the analysis, because leaving out a powerful factor
 
can make it impossible to measure the impact of those factors 
included in the analysis. Excluding important factors will tend
 
to confound the analysis by exaggerating the effect of factors
 
that push in the same direction as the excluded variables, while
 
reducing the apparent influence of factors that push in the
 
opposite direction. Again, the best way the evaluation team can
 
avoid this problem is to specify clearly the variables they wish
 
to include in their analysis, based on an understanding of what
 
they are studying.
 

The combination of hypotheses adopted by the evaluation team
 
creates a model to explain the performance of the SSE project.

The basic test of the validity of a model is whether it fits the
 
facts and explains more about the way the system works than the
 
bare facts alone. Validity tests therefore revolve around
 
measurements of how well the facts fit with the model and how
 
much variation is left over. Formal models, such as regression
 
models, have equally formal tests, but, in most cases, analysis
 
rests on comparing the model's prediction with what is actually
 
observed.
 

The most tenuous causal link in SSE project analysis is the
 
effect that outside assistance agencies have on SSEs. This is
 
because small businesses are extremely sensitive to all external
 
forces and overly dependent on a few internal factors. It is
 
often impossible to distinguish the effect of the SSE's economic
 
environment from outside assistance. Good entrepreneurial skills 
-- possibly the most important universal factor behind SSE 
success -- also cannot be quantified. Data from control groups,
the scientific way to control for the effect of exogenous
 
variables, usually are not available or not reliable (see Chapter
 
Three). The analyst must then decide the extent to which outside
 
assistance helped SSEs to profit from an economic boom or
 
withstand a recessionary period.
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When causality cannot be proved, some evaluators may adopt a
 
so-called black box analysis attitude -- that is, watching

project inputs enter and outputs emerge without analyzing how or
 
why changes took place. In this case, the evaluator would
 
describe the change in implementing agencies and assisted SSEs
 
without worrying about what caused this change. This approach,

however, does not provide findings that instruct donors whether
 
to continue such projects or how they may be improved.
 

Fortunately, it is easier to prove causality for some types
 
of SSE development projects than others. A clear link can be
 
shown between loans used to purchase capital equipment and SSE
 
production changes. However, it is usually extremely difficult to
 
attribute changes in SSE financial performance to management
 
training or working capital loans. Thus, the evaluator may have
 
to be content with relying on the percepticns of assisted
 
clients.
 

3. Judging the Validity of Results
 

No matter how careful the evaluation team plans and carries
 
out data collection, errors are bound to creep in. Errors and
 
bias fall into two categories: those the analyst knows about (but

could not get rid of in advance) and those the analyst does not
 
know about. The first group should be corrected for by

eliminating observations the analyst knows to be in error -- this
 
does not mean discarding observations that do not fit the
 
analysis. With regard to the second group, the analyst can only
 
maintain alertness in analyzing the data, trying to identify

additional sources of bias and error because analysis adds to an
 
understanding of the situation.
 

Another factor affecting the validity of results is data
 
reliability. Reliability refers to the consistency of the
 
results. Data reliability may be checked by, for example,
 
dividing the data into two subsets and analyzing each separately.
 
The two groups should yield similar results, or, if they do not,
 
the reasons for the difference should be identifiable. Results
 
can also be compared with other analyses, although in practice
 
comparable studies rarely exist.
 

In addition, the analyst should confirm the internal and
 
external validity of data. Internal validity refers to whether
 
data are internally logical and consistent. External validity
 
refers to whether data accurately reflect underlying phenomenan
 
they are supposed to measure.
 

If the evaluation involves a survey of randomly selected
 
SSEs, the validity of results is judged by their statistical
 
significance. Measures of significance indicate whether a given
 
estimate is statistically different from another number.
 
Statistical significance is usually expressed at a given level of
 
probability. For example, if an estimate is said to be
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significantly different from zero at the 95 percent level, the
 
chance of arriving at this estimate when the true value is zero
 
is only 5 percent (1 in 20).
 

Confidence intervals, 
a related concent, are t!ie estimated 
upper and lower bounds for the number the analyst is trying to 
estimate, with a specified degree of assurance. For example, if 
the analyst estimates a value to be .50 and calculate the 95 
percent confidence interval to be +/- .05, then there is 95 
percent certainty that the real value lies between .45 and .55. 

Application of either the significance or the confidence
 
interval concept requires that the analyst know or 
assume a
 
distribution for the real values being measured 
(such as a normal
 
or bell-shaped distribution). Crop yields may be assumed to have
 
a bell-shaped distribution, whereas SSE enterprise profit levels
 
may not, for example. Once this is determined, the calculations
 
are fairly simple and are described in any statistics text.
 

4. Basic Adjustments
 

a. Inflation
 

Prior to comparing financial data stemming from two time
 
periods, the evaluation team must adjust 311 monetary values to
 
eliminate the distortions caused by inflation. This is necessary

when absolute monetary values, such as net profits, are to be
 
compared; it is not necessary when ratios such as net
 
profits/sales are compared from two different time periods.
 

Two methods exist to correct for inflation:
 

* Converting all past monetary figures into constant
 
monetary values by using some price index (for

example, gross domestic product-deflator, wholesale
 
price, or consumer price). Each year has a multiplier

factor against which all monetary values for that year
 
are multiplied. One problem with using some composite

price index to adjust for inflation is that inflation
 
tends not to affect all prices equally; goods purchased

by poorer members of the population may be more affected
 
by inflation than the general population's basket of
 
goods. And, although separate indices for the consumer
 
orice index are calculated for urban and rural areas,
 
these aggregates still mask regional disparities in
 
inflation rates.
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e Converting all past monetary figures into constant
 
monetary values based on yearly exchange rates with donor
 
hard currency. This assumes that official exchange rates
 
reflect the true relative purchasing power of domestic
 
and foreign currencies. Moreover, it does not take into
 
account inflation of the donor country's currency. For
 
these reasons, it is preferable to use the price index
 
method and then convert to donor currency using the
 
current exchange rate. Only when price indices are
 
unreliable should this second method be used.
 

b. Time Value of Money
 

If the analyst uses monetary data to conduct a benefit-cost
 
analysis, monetary values need not be adjusted prior to the
 
analysis. Since money has different values depending on the
 
period in which it is spent or received, costs and benefits in
 
the future must be discounted to compare them to costs and
 
benefits in the present.
 

The principle of time preference for money underlies the use
 
of discounting to compare benefits and costs over time. The
 
discount rate that is used reflects a basic principle of
 
financial and economic analysis: a dollar (and other desirable
 
things) is worth more now than it will be in the future. It is 
assumed that, given a choice between a dollar now and a dollar 
tomorrow, most people would choose the former. Discounting
 
refers to the process by which the present value of a sum due in
 
the future is derived, rather calculating the effect of interest
 
rates in reverse. The present value of $105 due in one year,
 
invested at a 5 percent annual interest rate, for example, is
 
$100.
 

The principle of the time-value of money underlies economic
 
theory on interest rates and the rate of return to investment.
 
These two concepts are related and indeed based on the idea of
 
time preference in two ways. First, it is argued that, since
 
money now is preferable to money later, people who lend or invest
 
money must receive a larger amount in the future to make up for
 
losing the use of their money in the interim. Second, it is
 
argued that one reason why money now is more highly valued than
 
money later is that it is possible to invest a dollar now and
 
receive more than a dollar later.
 

These two concepts give rise to two competing but, in
 
theory, consistent ways of measuring time preference. The first
 
is to determine what the social time preference for money is, by
 
asking decision makers or the populace at large hypothetical
 
questions regarding a dollar now versus two dollars tomorrow. The
 
evaluation team should use the discount rate calculated through
 
more sophisticated methods by the local Ministry of Planning.
 
This will also allow evaluation results to be compared with other
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projects using the same rate. Social discount rates usually range

between 10-15 percent; the World Bank often has used a 12 percent
 
rate.
 

The second method is to examine alternative investments to
 
determine what rate of return on capital is currently available
 
to investors in the economy at large. This may or may not be
 
eqnivalent to the interest rate offered by banks and other
 
lenders, particularly if capital markets are controlled or if
 
inflation is high. Although in theory the analyst should
 
determine the real rate of return to the marginal investment, in
 
practice it is more common to construcz a weighted average of
 
real 	rates of interest (that is, rates corrected for inflation
 
and different riskiness in the various capital markets). This
 
second approach to constructing a discount rate is more
 
appropriate for financial than social benefit-cost analyses.
 

B. 	 DATA ANALYSIS TECHNIQUES
 

1. 	 Approaches to Data Analysis
 

Data analysis techniques can be sorted into a multi-tier
 
hierarchy of increasing difficulty and complexity. The lowest
 
level involves exploratory and informal analysis techniques that
 
rely 	heavily on the evaluator's common sense. More complicated

techniques involve sophisticated statistical manipulations.
 
Before choosing which technique to use, the analyst should
 
confront the data and ask: are these data worth any analysis?
 
The sophistication of the data analysis technique should be
 
directly related to the quality of the original data.
 

The benefits of the lower levels of the hierarchy should be
 
exhausted before the analysis is extended to the next higher
 
level. Often lower levels will give results as useful as much
 
more expensive higher-level analyses, with only a slight decrease
 
in the level of detail or the assurance of the estimates.
 
Higher-level techniques also require more data, better data,
 
longer analysis time, and greater resources to give better
 
results. This additional resource commitment is not always
 
justifiable.
 

2. 	 Single Period, Before-After, or Time Series Data
 
Analysis
 

The essence of development is change over time. Therefore,
 
it is generally not sufficient to focus exclusively on the state
 
of the SSEs, supporting institutions, and communities at the time
 
of the impact evaluation, even if this evaluation is undertaken
 
at the end of the project, without making an effort to determine
 
how their conditions have changed over time. To do this, the
 
analyst must have information about time periods other than the
 
present. This translates into a need either to analyze data
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collected in the past or to collect data referring to periods in
 
the past (either generating new recall data or analyzing existing
 
records intended for other uses). If none of these approaches is
 
possible, there is no alternative to a single-period analysis,
 
describing the current situation without drawing conclusions with
 
regard to improvement or other changes.
 

When data for more than one period are available, more
 
revealing analyses can be undertaken, depending on the nature of
 
the data and other analytic resources available. At a minimum,
 
analysis can be completed on a before-after basis, examining what
 
changes have taken place since project initiation and attempting
 
to determine the project's role in these changes. If data and
 
other resources permit, a multi-period or time-series analysis
 
can be undertaken, to identify trends over time and examine more
 
closely the connections between project activities and changes in
 
the SSEs, supporting institutions, and communities.
 

3. Exploratory and Informal Analysis
 

A surprising amount of information can be gained by the
 
simplest examination of the data if done with imagination and a 
good understanding of the subject matter. For example, in a loan 
program, do the loans per year increase as the project gets going 
or winds down? Does the average loan per SSE increase or 
decrease? Does the project staff double each year? Put pins in
 
a map where SSEs are located; is there an obvious pattern, such
 
as clustering around one or two cities? A variety of techiques
 
have been developed to formalize this most informal of data
 
analysis methods.
 

4. Statistical Techniques for Pattern Analysis
 

Possible patterns identified from the theoretical framework
 
or the exploratory analysis can be confirmed using statistical
 
analysis. As with the analysis in general, statistical analysis
 
techniques proceed in a hierarchy from the simplest (and usually
 
most useful) to the more complex. These include:
 

Mean, Median, Mode: The mean is otherwise known as an
 
average, the median is the value of the
 
middle observation, and the mode is the
 
most common observation. In a
 
hypothetical series of observed annual
 
incomes (in thousands) of 1,2,2, 
3,4,9,14 the mean is 5, the median is 3, 
and the mode is 2. 
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Deviation: 	 The most common measurement of deviation 
is the so-called standard deviation,
 
which describes how far the typical
 
observation is from the mean.
 

Variance: 	 Simply defined, the variance is the
 
standard deviation squared.
 

In addition to simply computing the variance and standard
 
deviation of the data as a whole, it is often useful to analyze
 
the different patterns of mean and variance within various
 
subsets of the population (small SSEs versus large SSEs, for
 
example) and to compare these figures with the means and variance
 
between these groups.
 

A related concept is correlation, which measures whether
 
changes in one variable appear to occur at the same time as
 
changes in another variable. For example, if large SSEs receive
 
large loans and small SSEs receive small loans, loan size and SSE
 
size are said to be correlated. The correlation coefficient,
 
which varies from zero for unrelated factors to one for factors
 
that are perfectly correlated, provides a statistical measure of
 
this relationship.
 

5. Regression Analysis
 

None of the above analysis requires anything more
 
complicated than a hand calculator. Regression, however, is
 
impractical without a computer (or a very sophisticated
 
calculator) and appropriate software. Regression is simply an
 
extension of correlation and variance analysis, in that it not
 
only describes whether two (or more) variables move together or
 
how closely they move together, but also gives an estimate of the
 
change in one variable that would be expected if the other
 
variable(s) change.
 

Regression analysis requires firm understanding of the
 
underlying phenomena affecting change in a given dependent

variable in order to construct a meaningful model. Its
 
usefulness also requires that good quantitative data be fed into
 
the model. Analysts can have lots of fun regressing this on that
 
and that on the other, but this exercise is useless and
 
misleading if the model is faulty or the data are inadequate.
 

An example of a potential regression model is an equation

that shows the relationship betwean one dollar of loan funds and
 
the additional income generated by SSE clients. This
 
relationship can be estimated through regression analysis only if
 
the model includes all important factors that affect SSE income.
 
If these factors cannot be included, as is usually the case, a
 
regression analysis will lead to spurious results.
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6. Sensitivity Analysis Techniques
 

Sensitivity analysis tests how much the analysis is affected
 
if certain key assumptions are changed. It is particularly

important if the analyst is unsure about how accurate the
 
measures are or thinks that the conclusions may be very sensitive
 
to small changes in some of the factors.
 

Since sensitivity analysis is time consuming, the focus
 
should be on the most important variables for testing, but it is
 
almost always a good idea to do some sensitivity testing.
 

a. Break-even Analysis
 

Break-even analysis is a form of sensitivity analysis that
 
allows the analyst to examine how changes in cost, production

volume, and price affect profits. In general, break-even analysis
 
is useful because it shows the minimum conditions under which an
 
implementing agency or assisted SSE can maintain operations.
 

Data required to perform a break-even analysis are estimates
 
of:
 

" 	 Fixed costs (F), those costs that do not vary with the 
level of production; 

" 	Variable costs per unit of production (V), the cost
 
associated with producing one additional unit of output;
 

" 	Price per unit (P), the sales price of the output
 
produced; and
 

* 	Volume of production (Q), the number of units produced.
 

The break-even point is defined as the point at which
 
revenues earned equals variable costs plus fixed costs. A simple
 
linear depiction of this relationship is shown in the equation:
 

P x Q = F + VQ 

This assumes that a linear relationship between these
 
variables exists; non-linear break-even equations can also be
 
constructed if necessary. The equation also assumes that it is
 
possible to separate costs neatly into fixed or variable
 
categories; certain items, however, cannot be neatly classified.
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b. Risk Analysis
 

Another form of sensitivity analysis incorporates risk into
 
the analysis. Impact evaluations generally examine the results of
 
actions and programs that have already been completed, so by
 
definition risk is absent. However, benefit-cost analysis is used
 
typically to extrapolate past performance to predict future net
 
benefits. Risk and uncertainty enter the analyses since the
 
variables used to determine project performance depend on future
 
events whose occurrence cannot be predicted with certainty.
 

Entrepreneurs and bureaucrats alike prefer to plan their
 
activities as though the future were definite, with a known
 
demand for as-yet-unproduced products and a known set of prices
 
for goods and services. This outlook is of course unrealistic,
 
and future estimates should ideally be an average of the likely
 
future levels weighted by how likely each is, rather than a
 
single guess of the future level. These weights are usually
 
expressed as probabilities, the percentage chance that something
 
will happen or that a price, say, will take a given value.
 

When probability is known, this is called risk. If you flip
 
a coin, you face a situation of risk, because you know there is a
 
50-50 chance of heads. When you do not know what the
 
probabilities are, this is referred to as uncertainty. The
 
latter is far more common than risk in the real world. Even in a
 
situation of uncertainty, evaluators can still use information
 
and judgment to estimate the probabilities and act accordingly.

Sometimes additional information may be learned that helps to
 
estimate probabilities or even values that are unknown, thus
 
moving an analysis toward one of risk or certainty rather than
 
uncertainty.
 

Decision trees and simulation models are formal,
 
sophisticated techniques can be used to evaluate a project's

risk. These techniques, however, usually will not be appropriate
 
for short-term SSE evaluations.
 

7. Financial and Economic Project Analysis Techniques
 

Several benefit-cost techniques exist to analyze the
 
financial or economic worth of a project. The three main
 
techniques to conduct financial or economic project analyses are:
 

" Net present value;
 

" Benefit-cost; and
 

" Internal rate of return.
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All three techniques are based on discounteC cash-flow

techniques to take account of the time value of money. That is,

all future costs and benefits are discounted to their present

value so that projects may be compared.
 

The net present value and benefit-cost techniques assume a
given discount rate, whereas the internal rate of return

technique does not. The net present value technique subtracts the
 
present value of discounted costs from the present value of
discounted 
benefits; all independent projects with a net present
value equal or greater than zero are acceptable. Benefit-cost
 
ratios divide the present value of benefits by the present value
of costs; all 
ratios equal or greater than one are acceptable.

The internal rate of return method solves for the yield, or
interest rate at which the present value of benefits minus the
present value of costs equals zero; 
the solution should be equal

to 
or greater than the market cost of capital (financial

analysis) or social discount rate 
(economic analysis).
 

The mathematical formulas that solve these equations are
shown in Table IV-I. Further information on these methods is
discussed in Chapter Ten and may be found in reference works

cited at the end of that chapter.
 

TABLE IV-!
 

MATHEMATICAL FORMULAS OF DISCOUNTED MEASURES
 
OF PROJECT WORTH
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C. DATA ANALYSIS TOOLS
 

1. Manual versus Computer-assisted Data Analysis
 

Although analysis of SSE impact evaluation data has
 
traditionally been performed with the assistance of little more
 
than hand calculators and offire adding machines, the revolution
 
in microcomputers over the las: few years has made evaluators
 
reconsider the tradeoffs between manual and automated data
 
processing.
 

The dilemma is straightforward: microcomputers are growing
 
ever more powerful, portable, and cheaper, thus making them an
 
increasingly attractive tool for data analysis. At the same
 
time, they have introduced a new set of considerations in trying
 
to reconcile the potential advantages of computer-assisted data
 
analysis and the drawbacks of high technology limitations and
 
induced dependencies.
 

In choosing between hand calculators and microcomputers,
 
evaluators should consider the:
 

9 	 Principal objectives of data analysis for the evaluation
 

in question;
 

0 	 Quality, quantity, and format of collected data; and
 

* 	 Relative abundance or scarcity of available resources.
 

If 	an evaluation does not call for highly quantitative data
 
analysis, and this data analysis will therefore be of little use
 
to the evaluation's intended audience, it is pointless to use
 
high technology to fill wastepaper baskets. Moreover, if the
 
quality of collected data is highly suspect because of data
 
collection difficulties, as discussed in Chapter Three, even the
 
most sophisticated data incantations will not conjure up so much
 
as the essence of data credibility. Similarly, if the quality of
 
data is relatively good, but not much data have been collected or
 
if these data would have to be substantially rearranged to allow
 
comp.ter-assisted processing, it would probably be more efficient
 
to do data tabulations and calculations by hand.
 

Computer analysis should be rejected if trained personnel
 
for analyzing data by hand are plentiful, and the evaluation team
 
has access to only one microcomputer. In this case, regardless
 
of 	the survey sample size, it would probably more cost-effective
 
to divide the work among this team, and except for some special
 
or summary analyses, forgo the microcomputer fcr hand
 
calculators, large worksheets, pencils, and erasers.
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Finally, this technology may not be appropriate even if the
 
evaluation calls for sophisticated data analysis, a significant
 
volume of relatively high-quality data has been collected in a
 
format conducive to automated processing, and the evaluation team
 
has access to several microcomputers. If the physical
 
infrastructure cannot support this system, dependence on
 
microcomputers for data analysis could be an invitation to
 
disaster.
 

Technical problems can make both current data-processing
 
activities and all viable alternatives impossible. The worst
 
case would be to depend exclusively on computer analysis, only to
 
have the machine break down ap a result electricity fluctuations
 
during the last weeks of the evaluation. Although this scenario
 
might appear dramatic, it occurs with distressing frequency,
 
especially given such common problems as equipment failure
 
without sufficient redundancy built into the configuration and
 
power outages without back-up sources. These problems are then
 
exacerbated by the tremendous time and resource contraints of
 
most SSE impact evaluations. Stories about the horrors that have
 
befallen those using portable computers in the field are quickly
 
replacing evaluators' complaints about gastrointestinal
 
ailments.
 

However, when circumstances are such that a microcomputer is
 
an appropriate tool to assist in data analysis, it can be
 
invaluable. Its main contributions are in:
 

Data tabulation and compilation using data-base
 
management packages;
 

* 	 Data analyses and extrapolations using statistical
 
packages; and
 

* 	 Data financial reconstructions and calculations using
 
electronic spreadsheets.
 

When used in one of the above applications, microcomputers
 
can allow evaluators to:
 

Conduct studies whose data volume and complexity would
 
have prevented their being undertaken or greatly
 
increased their cost if all data processing had to be
 
performed manually;
 

e 	 Use data they have collected more completely and
 

creatively;
 

e 	 Reduce errors in data reduction and analysis;
 

* 	 Savr. time in analyzing data and thus use more of their 
time supervising and monitoring the quality of data
 
collection and analysis; and
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0 Use computer-dependent techniques of multivariate
 
analysis, such as segmentation and regression.
 

2. Data Base Management
 

Data base management (DBM) packages provide a framework for 
storing and retrieving data in an orderly manner. The more 
complex packages allow for some crude processing of information
 
while it is being stored or retrieved. Any data that are seen as
 
possessing relevance beyond the current project certainly should
 
be archived with the aid of a DBM package. Information that
 
exceeds the matrix-building capability of electronic spreadsheets
 
will, de facto, have to be stored with the aid o, a file
 
management tool, and the DBM packages generally are to be
 
preferred over custom data file programs.
 

Since one reason to use a DBM package is to keep information
 
accessible for uses beyond any current analytic project, the
 
choice of the software package and the hardware on which it will
 
run has far reaching consequences for the evaluation funding

organization. Choice of too limited a set-up will limit future
 
growth of the organization's ability to deal with computerized
 
data.
 

Some requisite characteristics for any DBM package are:
 

* 	 Self-documenting (produces printed programs that can be
 
modified by someone else);
 

Presentation of straightforward method for establishing 
basic file structure; 

Ability to access data from several files at the same 
time; 

* 	 Full screen editing (for data input and file definition); 

* 	 Query language and report generator; 

* 	 File compatibility with software that accepts delimited 
strings (such as spreadsheets and BASIC programs) and
 
field-defined input (the ANSI standard COBOL equivalent);
 

* Ability to restructure basic field format of files; and
 

Availabilit%, of a programming language to automate
 
activities requiring multiple file access.
 

The anticipated scale of effort is important in choosing a
 
DBM package. If the survey is likely to produce more data than
 
can be kept on one floppy disk, the evaluation team should
 
consider systems that are:
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* 	 Compiled into machine language, rather than interpreted
 
one statement at a time. (This can reduce a search-and
sort operation from several hours to 30 minutes or
 
less.); and
 

* Designed from scratch for operation in the larger storage
 
areas of hard disks. (Packages that have been adapted

from floppy to hard disk often perform erratically when
 
performing indexed access to large files.)
 

The degree of adaptation to a multi-user environment can be
 
a factor. Even when only a stand-alone personal computer is to be
 
used, sometimes it is desirable to protect access to certain
 
parts of the information on file. When several users access the
 
same data base from several work stations, security measures to
 
maintain confidentiality may be important; automated file-locking

at 	the level of the individual record is absolutely necessary for
 
the protection of data integrity. Thus, if the data will ever be
 
accessed in a multi-user environment, other highly desirable
 
characteristics are:
 

* Some system of user profiles, perhaps with password
 
protection for initial access and certainly with
 
provision for data security at the file level; and
 

* Record-locking against simultaneous multiple access. (The

necessity of opening files before use and closing them
 
afterwards is evidence that a given DBM package cannot be
 
used in a multi-user environment and cannot be adapted to
 
a multi-user environment without extensive custom
 
programming.)
 

And finally, no DBM package should ever be purchased without
 
consideration of the spreadsheet and the statistical package that
 
will be used to manipulate the data to be stored there. The
 
three items will be expected to function together as though they
 
were a single package and should be purchased with that fact in
 
mind.
 

3. Statistical Packages
 

Statistical packages assist in the statistical manipulation
 
of data. However, to be of real assistance to an SSE evaluator,
 
the statistical package should perform at least the following
 
statistical and data management routines:
 

" 	 Onivariate descriptive statistics;
 

" 	 Frequency distributions;
 

" 	 Cross-tabulations (contingency tables);
 

" 	 One-way and two-way analysis of variance;
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* 	Multiple linear regression with a least seven independent
 
variables, plus the capability to save residual values;
 

* 	Capability to handle missing values;
 

* 	Algebraic, logarithmic, and exponential variable trans
formations;
 

* 	Grouping of continuous variables;
 

* 	Capability to select a subset of variables or cases that
 
can then be analyzed separately or written to a disk as a
 
new file; and
 

e 	Capability to append (concatenate) two or more files to
 
form a new file.
 

Moreover, the statistical package should meet the following
 
minimum technical requirements:
 

* 	Both keyboard data entry and permanent disk file storage
 

supported within the program;
 

• 	Variables of at least seven digits permitted;
 

* 	Maximum allowable data file size of no less than 40
 
variables and 100 cases;
 

a 	Able to read files created by other software using Ameri
can Standards Code for Information Interchange (ASCII)

codes and produce ASCII-coded output data files; and
 

* 	Possible to make legal back-up or archival copies of the
 
program.
 

4. Electronic Spreadsheets
 

Electronic spreadsheets are usually some variation of a
 
large matrix of user-defined rows and columns, the best of which
 
also have multiple built-in mathematical, financial, and DBM
 
functions.
 

Key criteria for evaluating electronic spreadsheets are:
 

" 	 Random access memory (RAM) capacity (minimum, maximum,
and virtual memory); 

" 	Spreadsheet specifications (number of rows, columns,
 
cells, and maximum cell capacity); 
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* 	Display characteristics (number of columns, highlights, 
and numeric precision); 

* 	User-friendliness features (tutorials and on-screen
 
help);
 

e 	Formating features (global, columns, rows, and cells); 

e 	Print formating (headers, footers, margins, pagination,
 
and fonts);
 

* 	Recalculation (manual, automatic, interactive, and
 
sequence);
 

* 	Inter-sheet links (data channels, consolidation, and
 
single cell); 

e 	Data base functions (internal, stored on disk, sorting,
 
criteria operations, and statistics);
 

* 	Graphics functions (adapter, varieties, and specifica
tions);
 

* 	Programmability (IF/THEN, GOTO, QUIT, user defined, and
 

menus);
 

* 	Speed (addition, multiplication, and loading); and
 

* 	Built-in functions (mathematical, statistical, financial,
 
logical, time, and special). 

5. Hardware Considerations
 

In addition to these methodological and software considera
tions, evaluators should also be aware of the following hardware
 
concerns:
 

* 	If possible, stock spare parts, including boards and
 
fuses, and have redundant (back-up) equipment; 

* 	Carry any special tools, test equipment, and hardware
 
manuals (with schematics) necessary for field repairs;
 

e Carry all special supplies for regular operations,
 
including diskettes, ribbons, and paper; and
 

e 	Protect the machine from power dips, outages, surges,
 
spikes, and electrical disturbances by using an uninter
rupted or standby power supply, or an independent power
 
source that filters and regulates the microcomputer's
 
power supply.
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CHAPTER FIVE
 

EVALUATING SMALL-SCALE ENTERPRISE DONORS
 

A. KEY ISSUES AND DEVELOPMENT HYPOTHESES
 

The primary objective in evaluating the public or private
 
donor agency funding SSE development activities is to learn
 
whether current donor policies are implemented efficiently and
 
effectively. This, in turn, will affect the operations of
 
intermediary implementing institutions and their client SSEs and,
 
ultimately, will help to determine whether project activities
 
have a positive development impact on their intended
 
beneficiaries.
 

The key SSE development issues at the donor level are:
 

* 	 The status of resource flows: are donor resources
 
disbursed to, and collected from, the implementing
 
institution(s) in a timely and judicious manner?
 

* 	 The efficiency of resource flows: are donor expenses for
 
this project in line with donor expenses for comparable
 
development activities?
 

* 	 The effectiveness of donor assistance: who receives
 
donor resources, and how do they use these resources?
 
How do actual recipients and uses of donor assistance
 
compare with donor development policies and the project
 
design?
 

B. GENERAL EVALUATION STRATEGY
 

In terms of data collection and analysis, evaluators should
 
focus on the size, nature, and flow of donor resources to
 
implementing institutions, and on the subsequent application of
 
these resources. If the activities in question include loans to
 
implementing institutions, data collection and analysis at the
 
donor level should also entail the subsequent recovery of these
 
loans. In addition, the donor-level evaluation should include
 
qualitative observations regarding project or program impact, and
 
its relation to the development policies and priorities of the
 
donor.
 

A least-cost evaluation strategy thus entails a comparison
 
of projected resource flows and planned resource applications
 
with actual flows and uses of this development assistance, based
 
primarily on interviews with donor staff. A more intensive
 
evaluation strategy also uses donor financial statements and
 
other project documents to investigate these items in greater
 
detail. A still more rigorous evaluation strategy adds multiple
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perspectives and crosschecks to data collection and analysis by
 
incorporating the views and documents of implementing institu
tions. The level of effort required by this hierarchy of
 
strategies for evaluating donor performance ranges from a low of
 
2-3 person-days to a high of 8-14 person-days, as depicted in
 
Table V-i. 

The above hierarchy of evaluation strategies is a
 
generalization based on typical field conditions rather than on
 
any specific evaluation or setting. The strategy most
 
appropriate for a given SSE evaluation would therefore have to be
 
adapted to the specific context in which that evaluation is to be
 
conducted. It should also be noted that, in the following
 
discussion, "donor" refers to the most immediate source of
 
external assistance, and not to distant financial intermediaries.
 
"Resource flows" refers to money, commodities, guarantees, and
 
technical assistance given or lent to implementing institutions
 
by the donor.
 

The principal source of data in assessing donor performance
 
is usually some combination of project archives and personal

interviews with donor staff. Evaluators should be prepared to
 
find that records of older SSE projects may be in storage arid are
 
not easily accessible. The team should therefore make a list of
 
important project files and accounting records at the beginning

of the assignment so that donor staff can find them before the
 
team departs.
 

Staff of an international donor agency usually change
 
geographic locations every few years; thus, the evaluation team
 
may find that those involved in SSE project implementation are
 
no longer in the same field office. If the project no longer
 
receives donor funds, no one in the donor agency's field office
 
may be able to provide background information on the project. The
 
team leader should find out if this is the case and, if so, track
 
down and contact donor staff involved in implementation prior to
 
leaving for the field.
 

The team leader should spend time with donor agency staff
 
during the first two weeks of the evaluation clarifying
 
evaluation objectives, writing a methodology plan, and arranging
 
logistics. The down time in between these activities can be used
 
to talk to staff, examine general files, and review resource
 
flows. Information gained from these sources should be shared
 
with whomev-, collects data from the implementing agencies since
 
discrepancie. will inevitably exist.
 

C. THE STATUS OF RESOURCE FLOrVS
 

Information on the status of resource flows from donors to
 
implementing institutions can be divided into three categories:
 
the provision of resources, repayment of these resources, and
 



77 

TABLE V-1
 

HIERARCHY OF STRATEGIES TO EVALUATE DONOR PERFORMANCE
 

Evaluation 
Strategy 

General Evaluation Methodology 
For Data Collection and Analysis 

Level of 
Effort 

Low Compare projected resource flows 
and planned resource applications 
with actual flows and uses of 
this development assistance; rely 
primarily on interviews with donor 
staff 

2-3 
person
days 

plus 

Medium Break down resource flows and 
resource applications into 
appropriate program or project 
management categories; draw on 
donor financial statements and 
general project documents 

4-7 
person
days 

Plus 

High Add multiple perspectives and 
crosschecks on the status, 
efficiency, and effectiveness of 
donor assistance by incorporating 
the views and documents of 
implementing institutions 

8-14 
person
days 
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reimbursement for expenditures. The key issue, as well as
 
principal alternative evaluation strategies, regarding the status
 
of resource flows, is presented in Table V-2.
 

The least-cost method for determining whether the donor
 
provides resources in a timely and judicious manner is to compare

donor obligations with donor disbursements, whether for advances
 
or reimbursement, and, if appropriate, compare planned and actual
 
repayments of donor resources. The project timetable and budget,
 
and donor-implementing institution repayment agreements (if any),

would serve as the standards of comparison and points of
 
reference. Donor staff would serve as the evaluator's principal
 
data source.
 

A more intensive analysis of this issue would entail also
 
comparing donor resource authorizations, appropriations, and
 
allocations with donor obligations; analyzing donor
 
disallowances/rationales for disallowances; and studying the
 
recycling of donor resources. This type of evaluation would draw
 
heavily on donor financial records as well as donor staff.
 

A yet more intensive analysis of the provision and recovery
 
of donor resources would include the perspective of the recipient

of donor resources, usually the implementing institution, through
 
interviews with staff members of the implementing institution and
 
a review of its financial records. The principal additional area
 
of analysis would incl..de a comparison of donor provision and
 
collection of resources with the resource needs of the
 
implementing institution.
 

Data needed regarding the provision and recovery of donor
 
resources are:
 

e 	A timetable of the donor's budget cycle;
 

e 	A description of donor clearance levels and protocol;
 

e 	 Dcior financial statements indicating donor resource
 
authorizations, appropriations, allocations, obliga
tions, disbursements, and, if appropriate, collections;
 

e 	 Implementing institution financial statements covering

financial transactions with the donor and applications of
 
resources received from the donor;
 

* 	 A project or program budget, timetable, and legal or
 
contractual stipulations;
 

* 	 Donor criteria for reimbursement;
 

o 	 Major rulings or interpretations of reimbursement 
criteria; 

* 	 Requests for donor reimbursement from implementing
 
institutions;
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TABLE V-2
 

EVALUATING THE STATUS OF RESOURCE FLOWS
 

K Issue:
 

Are donor resources disbursed to, and collected from,
 

the implementing institution(s) in a timely and 
Judicious manner? 

Evaluation Indicator for Methodology for
 
Strategy 
 Data Analysis 	 Data Collection
 

Low 	 Using the project timetable Interviews with
 
and budget as thP standard donor staff
 

of comparison, compare donor
 
obligations with donor
 

disbursements, whether for
 
advances or for reimburse

ments; using donor
implementing institution
 

agreements as the reference
 

point, compare planned and
 

actual repayments of donor
 
resources
 

plus 	 plus
 

Medium 	 Using the same standard, com- Review of donor
 

pare donor authorizations, financial
 
appropriations, and statements
 
allocations with donor
 
obligations; analyze
 

patterns in donor dis

allowances/rationales
 
for donor disallowances;
 

using the same reference
 

point, analyze the
 
recycling of donor
 

resources
 

plus 	 plus 
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TABLE V-2 (Continued) 

Evaluation 

Strategy 

Indicator for 

Data Analysis 

High Using the same standard and 

reference point, compare 

donor provision and collec-
tion of resources with 
implementing institution 
resource needs; calculate 
the average time between 
requests for donor advances 

or reimbursements, ind 
actual doncr payments 

Methodology for
 

Data Collection
 

Interviews with
 

implementing
 

institution staff;
 
review of imple
menting institu
tion financial
 
statements
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* 	Donor reimbursements of implementing institutions;
 

" 	 Elapsed time between reimbursement requests and payments; 
and 

* 	Disallowances.
 

The evaluator should collect these data for the life of the
 
assessed activities, by budget time unit (month or quarter) and
 
line item, if possible. The best sources for these data are
 
usually donor operations manuals and memoranda, periodic reports

from implementing institutions accounting for the amount and
 
application of resources drawn, donor project or program
 
accounts, and donor staff. Table V-3 presents a checklist of
 
questions to aid the evaluator in collecting data on the status
 
of resource flows between donors and implementing institutions.
 

D. THE EFFICIENCY OF RESOURCE FLOWS
 

In 	addition to assessing the status of resource flows
 
between donor agencies and implementing institutions, the
 
evaluator should determine the cost of providing these resources.
 
The key question, as well as principal alternative evaluation
 
strategies, regarding the efficiency of resource flows is
 
presented in Table V-4.
 

The least-cost method of evaluating the relative efficiency
 
of donor assistance is to compare donor expenditures on project

implementation (including time, money, and people), with
 
expenditures on alternative but comparable donor activities, and
 
to rely primarily on interviews with donor staff for data. A
 
more intensive evaluation method would consist of a more detailed
 
analysis of donor expenditures on project implementation, and
 
would supplement staff interviews with a review of donor
 
financial statements. An even more intensive evaluation strategy
 
would entail computing appropriate cost-efficiency ratios. such
 
as cost per project participant, cost per project deliverable,
 
and cost per project staff member. The last approach would also
 
require the review of implementing institution records and
 
interviews of implementing institution staff.
 

Data that will indicate the cost of providing implementing
 
institutions with donor resources include:
 

" 	A description of donor staffing and organization;
 

" 	The donor's operations budget;
 

* 	Donor expenditures on project implementation; and
 

o 	Donor expenditures on alternative but comparable
 
activities.
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TABLE V-3 

QUESTIONS ON THE STATUS OF RESOURCE FLOWS BETWEEN 
DONORS AND IMPLEMENTING INSTITUTIONS 

What is the timetable of the donor's budget cycle? 

What are the most critical dates within this timetable?
 

What are the institutional protocol and standard
 

operating procedures for screening, approving, and
 

monitoring budget requests?
 

What are the critical legal regulations and contractual 
stipulations regarding the donor's budget processes? 

What is the donor's estimated budget during each year 
of program or project implementation?
 

What is the donor's estimated timetable during each 
year of program or project implementation?
 

What is the donor's actual budget during each year of 
program or project implementation? 

What is the donor's actual timetable during each year 
of program or project implementation?
 

How much has the donor authorized during each year of
 

program or project implementation?
 

How much has the donor appropriated during each year of
 

program or project implementation?
 

How much has the donor allocated during each year of 
program or project implementation?
 

How much has the donor obligated during each year of 

program or project implementation?
 

How much has the donor disbursed during each year of
 

program or project implementation? 

If applicable, how much has the donor collected during
 

each year of program or project implementation?
 

What have been the principal constraints, if any, in
 
adhering to planned disbursement schedules?
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TABLE V-3 (Continued)
 

What are the principal donor criteria for reimbursement
 
of implementing institution expenditures?
 

What have been the major areas of dispute or ambiguity
 
regarding these reimbursement criteria during program
 
or project implementation?
 

What have been the critical rulings and interpretations
 
of these reimbursement criteria during program or proj
ect implementation?
 

What ,mounts have implementing institutions filed for
 
reimbursement during program or project implementation,
 
if possible by budget period and category of expense?
 

How many of these requests has the donor paid during
 
program or project implementation, also by budget
 
period and category of expense If possible?
 

How much time has elapsed between reimbursement 
requests by the implementing institution and donor pay
ment of these requests? 

How much has the donor disallowed?
 

Into what expense categories do these disallowances fall?
 

Why has the donor disallowed these expenses?
 

What have been the principal constraints, if any, to 
smooth and timely donor reimbursement of implementing 
institution expenditures?
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TABLE V-4
 

EVALUATING THE EFFICIENCY OF RESOURCE FLOWS
 

Key Issue:
 

Are donor expenses for this project in line with donor
 

expenses for comparable development activities?
 

Evaluation 

Strategy 

Indicator for 

Data Analysis 

Low The difference between 

the total cost of providing 

donor resources and expendi

tures on alternative 
but comparable donor 

activities 

plus 

Medium A disaggregation of donor 
project costs by appropriate 

management categories 

plus 

High Cost-efficiency ratios, 

such as cost per project 
participant, cost per 
project deliverable, and 

cost per project staff 

member 

Methodology
 

Data Collection
 

Interviews with
 

donor staff
 

plus
 

Review of donor
 

financial
 

statements
 

plus
 

Interviewr 'ith
 

implement
 
institution
 

staff; review
 

of financial
 

statements of
 

implementing
 

institution
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The evaluator should collect these data over the life of the
 
assessed donor intervention, if possible, by operational function
 
such as transport, communications, and secretarial support.
 
However, donor expenses in administering a specific project or
 
program often are not accounted for separately from other donor
 
activities. Thus, the evaluator might have to abandon the
 
attempt to quantify donor costs, and instead rely on estimates by
 
donor staff. If available, these data are usually presented in
 
donor periodic and special reports. Table V-5 comprises a
 
checklist of questions to aid the evaluator in collecting data on
 
the cost of providing implementing institutions with donor
 
resources.
 

E. THE EFFECTIVENESS OF DONOR ASSISTANCE
 

The key question, as well as principal alternative
 
evaluation strategies, regarding the effectiveness of donor
 
assistance is presented in Table V-6.
 

The least-cost method for evaluating tho quality of donor
 
assistance would be to assess donor staff familiarity with donor
 
and project priorities, objectives, field conditions, and
 
activities, primarily based on interviews with donor staff. A
 
more intensive evaluation strategy also would be to calculate the
 
elapsed time between requez;ts for donor assistance and responses
 
to 	these requests, which would entail a review of donor project
 
files. Still more intensive would be to assess the
 
appropriateness of donor interventions in project implementation
 
as compared with project needs and objectives, and to include the
 
perspective of implementing institution staff. The level of
 
effort required for this hierarchy of evaluation strategies
 
ranges from a low of 2-3 person-days to a high of 8-14 person
days.
 

Data regarding the quality of donor assistance include:
 

" 	 A description of donor development priorities, and
 
alternative donor strategies for meeting these
 
priorities;
 

" 	 A description of the nature of donor home-office support
 
to field activities;
 

A description of donor staff familiarity with donor and
 
program or project priorities and objectives;
 

* 	 A description of donor staff familiarity with field
 
conditions and program or project activities;
 

" 	 The elapsed time between requests for donor assistance
 
and responses to these requests; and
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TABLE V-5
 

QUESTIONS ON THE COST OF PROVIDING IMPLEMENTING
 

INSTITUlIONS WITH DONOR RESOURCES 

What is the donor's basic organizational structure? 

What are the donor's basic staffing patterns within
 
this organizational structure?
 

Which staff members are responsible for the
 
program or project being assessed?
 

To whom do these staff members report?
 

Is the program or project being assessed the primary 
responsibility of these staff members?
 

If so, what are the operating budgets of these staff
 

members or of their departments?
 

How have these operating budgets changed during program 
or project implementation? 

If the donor treats the program or project being
 
assessed as a separate accounting unit, what have been 
this unit's operating expenses during program or proj
ect implementation? 

How much does the donor spend on alternative but
 

comparable development activities? 

If none of the above figures is available, what are the 
best estimates of donor staff regarding donor expenses 
for implementing the program or project being assessed?
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TABLE V-6
 

EVALUATING THE EFFECTIVENESS OF DONOR ASSISTANCE
 

Key Issue: 

Who receives 	donor resources, and how do they use these
 
resources? How do actual recipients and uses of donor
 
assistance reflect dnnor development policies and the
 

project design?
 

Evaljation 	 Indicator for 


Strategy 	 Data Analysis 


Low 	 Donor staff familiarity with 

donor and project priorities, 


objectives, field conditions,
 
activities, and Participants
 

plus 


Medium 	 Elapsed time between requests 


for assistance and responses 

to these requests
 

plus 


High 	 Appropriateness of donor 

interventions in project 

implementation as compared 

with project needs and 


objectives, and donor 

development policies 


Methodoloqy for
 

Data Collection
 

Interviews with
 
donor staff
 

plil s 

Review of donor
 

project files
 

pll s
 

Interviews with
 
implementing
 
institution staff;
 
review of
 

project files
 
of implementinq
 
instituwtion
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The appropriateness of donor interventions in program or
 
project implementation.
 

Because these data rely primarily on qualitative
 
assessments, the evaluator should take great 
care in seeking
 
multiple perspectives from sources with different departmental
 
loyalties and developmental biases. Moreover, an often
 
underutilized source of these data is project-related memos and
 
correspondence. Table V-7 presents a checklist of questions to
 
assist the evaluator in collecting data on the effectiveness of
 
donor assistance.
 

F. CONCLUSION
 

Regardless of the scale and scope of the evaluation, SSE
 
evaluators should be able to address to 
some degree the three
 
principal issues regarding the performance of SSE donors: the
 
status of resource flows, the efficiency of resources flows, and
 
the effectiveness of donor assistance. 
Of course, the more
 
rigorous the evaluation, the more credible its results.
 

In an experimental project, for example, the donor might
 
find that reimbursement procedures should be revised so they do
 
not discourage innovative activities by indiscriminately
 
punishing unsuccessful ventures. Similarly, the donor might find
 
that it promotes exports while the host government restricts
 
imports. Other types of problems that an SSE impact evaluation
 
might highlight are appropriate development strategies being
 
inefficiently implemented, or well-conceived and well
administered projects that are actually benefiting the wrong
 
target group. However, the team may find that the project design

is inappropriate to achieve project objectives, or that donor
 
assistance has hurt the implementing institution's effectiveness.
 
Successful, efficient implementing institutions can easily be
 
destroyed by receiving too much money, too soon.
 

In dealing with these issues, the evaluation will help both
 
the donor and the implementing institution assess the quality of
 
donor assistance in support of policy, program, or project
 
implementation. Thus, both parties might work to replicate those
 
areas of high donor performance, while addressing donor
 
deficiencies by revising donor development policies and
 
operational guidelines, staffing, field activities, or other
 
domains requiring improvement.
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TABLE V-7
 

QUESTIONS ON THE EFFECTIVENESS OF ODNOR ASSISTANCE
 

What are the donor's general development priorities?
 

What alternative strategies has the donor selected to
 
meet these development priorities?
 

How much agreement is there among donor staff regarding
 
general donor development priorities?
 

How much agreement is there among donor staff regarding
 
the relative viability of alternative donor Interven

tions?
 

According to donor staff, what are the primary
 
objectives of the program or project being assessed?
 

According to donor staff, what are the primary field
 
activities of the program or project being assessed?
 

According to donor staff, what have been the principal
 

constraints to meeting program or project objectives?
 

How many times have donor staff visited the site of
 
program or project activities?
 

How many times have implementing institution or project 
field staff visited the donor? 

How often has the implementing institution requested
 
donor operational assistance?
 

What has been the nature of these requests? 

How has the donor responded to these requests?
 

How mich time has elapsed, on average, between 
implementing institjtion requiests for assistance and 
donor responses to these requests? 

According to donor staff, how appropriate have donor
 

responses been?
 

According to donor staff, what have been the principal 

constraints to responding more quickly or effectively 
to implementing institution requests for assistance? 
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CHAPTER SIX
 

EVALUATING SMALL-SCALE ENTERPRISE
 
CREDIT INSTITUTIONS
 

A. KEY ISSUES AND DEVELOPMENT HYPOTHESES
 

Credit programs are the most prevalent means of assisting
 
SSEs. These programs provide donors with a relatively convenient
 
mechanism to disburse large sums to the SSE sector. They are
 
administered by national development banks (such as industrial
 
banks) and private commercial banks as well as smaller public and
 
private agencies. Often funds flow through the central bank on
 
their way from the donor to financial institutions. The terms
 
credit "institution," "agency," and "unit" will be used inter
changeably in this chapter.
 

Normally, a credit institution's performance is measured
 
against three criteria:
 

* 	Financial performance: what has been the financial
 
performance of the institution, and can it be financially
 
self-sustaining after the removal of donor resources?
 

* 	Administrative performance: what has been the credit
 
institution's administrative performance? Is the credit
 
agency a strong, administratively viable institution? Has
 
credit been delivered efficiently to SSEs?
 

* 	Client profile: did the institution deliver resources to
 
the intended target group? What are the socioeconomic
 
characteristics of clients?
 

B. GENERAL EVALUATION STRATEGY
 

SSE financial assistance programs can be divided into two
 
groups: those that are tied to SSE technical assistance programs
 
and those that are completely independent. In the former case,
 
technical assistance is provided to promote the productive use of
 
financial resources; sometimes, financial assistance is used to
 
induce firms to accept technical assistance.
 

Projects that have financial and technical assistance
 
components sometimes have the same institution fulfill both
 
functions. Larger credit organizations usually will separate
 
their technical assistaiice division from the loan division.
 
Smaller organizations, however, sometimes have the same people
 
acting as loan agents as well as technical assistance agents. In
 
these cases, it is extremely difficult to separate the effect of
 
the loan from that of the technical assistance. Also,
 
administrative costs cannot realistically be divided between
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these two functions. In these cases, the institution should be
 
analyzed according to criteria cited in this chapter as well as
 
the following chapter on technical assistance agencies.
 

Table VI-1 presents some guideiines for a general evaluation
 
strategy for a credit agency. If only a few days are available,
 
the evaluator will have barely enough time to conduct a simple
 
comparison of general targets with actual achievements based on a
 
cursory review of documents and discussions with head office
 
staff. Disaggregated and more detailed comparisons, based on in
depth analyses and multiple perspectives, would take about four
 
to six calendar weeks and a survey team to assist in data collec
tion and analysis. This high-level evaluation strategy would
 
entail crosschecks on information bv several sources, gathering
 
survey information from branches and clients and reconstructing
 
financial statements. A much shorter effort would rely on a
 
modified data collection effort based on rapid rural reconnais
sance -- anecdotal information collected from nearby branches and
 
clients complemented by a more rigorous examination of secondary
 
source information found at the credit agency.
 

If the findings of the evaluation are to be used to set
 
policy or commit additional resources from the donor, it is
 
strongly recommended that the high-level evaluation strategy be
 
performed. A less intense effort may result in erroneous
 
findings that, if followed, perpetuate or magnify ongoing
 
problems. Short cuts, in the long run, may not be cost
effective.
 

A financial or banking analyst with experience working in
 
developing countries should be in charge of collecting and
 
analyzing information from a credit agency. If the analyst does
 
not know how to assess the financial condition of the agency or
 
critically review its accounting practices, the analysis will
 
probabaly he incomplete and inaccurate. The analyst should
 
have experience working in developing countries since financial
 
reporting and performance criteria are sometimes more lax than
 
those in industrialized nations. Preferably, the analyst
 
should be familiar with the basic accounting procedures used in
 
the host country.
 

The financial analyst must take a rigorous approach to data
 
collection from credit agencies:
 

* The analyst must persevere even if agency officers claim
 
that the information is unavailable. Often data may be
 
Lound in another department of the institution or the
 
inquiry may have been misunderstood.
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TABLE VI-1
 

HIERARCY OF STRATEGIES TO EVALUATE A
 
CREDIT INSTITUTION
 

EvalLation 
Strategy 

General Evaluation Methodology 
for Data Collection and Analysis 

Estimated 
Level of Effort 

Low Simple comparison of general 
targets versus achievements 

based on a review of basic 
documents and interviews 
with staff 

3-7 
person-days 

plus 

Medium Disaggregated and more detailed 
comparisons based on careful 
examination of financial 
documents, and interviews with 
et a few nearby branches and a 
few accessible clients 

14-21 
person-days 

High Presentation of multiple 
perspectives on administrative 
and financial performance, 

reconstruction of financial 
statements, sensitivity analysis 
and profile of clients based on 
survey of bank branches and 

clients, and discussions with 
staff of other similar credit 
programs 

42-84 
person-days 
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* The analyst should adopt a cautious attitude toward data
 
that the institution has already analyzed. This is
 
especially true for information on repayment rates,
 
which often are defined incorrectly. For example, an
 
agency in Upper Volta claimed a high 90 percent repayment
 
rate. However, this calculation was based on incomplete

information and did not include loans that were still
 
delinquent after their last payment should have been
 
made. A reconstruction and recalculation of this 
repay
ment rate indicated that only 77 percent of the amount of
 
outstanding loans were not delinquent.
 

0 The analyst should systematically verify or, if impossi
ble, discard data that do not seem authentic or accurate.
 
It is better to leave an important issie of the evalua
tion unanswered than to draw conclusions based on
 
erroneous assumptions. In the field, however, it is
 
often tempting to fill in gaps with unreliable data
 
when time is a constraint.
 

It is essential that data gathering not begin before the
 
institution's top management has been fully briefed on the scope

and anticipated benefits of the evaluation. Their support or
 
intervention is essential throughout the evaluation process.
 

Data collection should be approached with as neutral an
 
attitude as possible. Data gathering should be kept separate

from data analysis. The analyst should not jump to early
 
conclusions or, worse still, voice them to SSE loan 
officials
 
before the data collection and analysis are complete. This
 
neutral attitude will help the analyst win the confidence and
 
cooperation of SSE agency counterparts.
 

Although the analyst should have a general idea about 
 the
 
credit organization's history, the focus should be collecting
on 

data that describe the situation from immediately prior to the
 
initiation of the SSE program to the time of the evaluation. If
 
donor resources ended at 
least one year before the evaluation,

particular attention should be paid to any organizational changes
 
that resulted from the removal of these resources.
 

Most credit agencies should regularly receive financial data
 
from all their branches. However, more decentralized institu
tions may not have such financial information as loan repayment
 
rates at headquarters. In these cases, the analyst should
 
request that telexes be sent to all or a large randomly selected
 
sample of branches requesting financial data. When selectinlg the
 
size of a sample, the analyst should bear in mind that many
 
branches may not be able to provide a quick response to these 
queries. It is therefore safer to select a large random sample
 
and try to adjust for non-response errors during data analysis.
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The financial analyst should also try to visit as many

branches as possible during the data collection phase. Several
 
branches from among those that have excellent, good, and poor

financial performance should be chosen so that the reasons behind
 
these differences may be better understood.
 

C. FINANCIAL PERFORMANCE
 

1. Evaluation Strategy
 

Gathering information on the financial performance of 
a
 
credit institution is necessary to determine its long-term

sustainability. Loan funds will erode rapidly if operating

losses are high or collection performance is poor. This weakens
 
the institution's ability to continue operations after donor
 
support has been withdrawn.
 

The general topics that should be covered when performing a
 
financial analysis of a credit institution are its:
 

9 Financial policies;
 

• Financial condition;
 

* Profitability;
 

* Sources and applications of funds;
 

e Loan portfolio quality;
 

e Loan collection performance;
 

e Loan portfolio yield; and
 

* Financial viability.
 

Table VI-2 shows different levels of effort for data
 
collection and analysis. At a minimum, the analyst should under
stand the financial policies of the agency since they provide a
 
context for 
interpreting its financial performance. If accurate
 
and complete financial statements exist, only a few days should
 
be required to analyze the institution's past performance and
 
future prospects. The low level of analysis involves examining

three basic financial statements: the balance sheet, income
 
statement, and sources and applications of funds statement.
 

The medium and high options involve gathering and analyzing

data that complement or help to reconstruct the financial state
ments. The analyst must cover these additional topics if
 
financial documents provided by the credit agency are not
 
complete or accurate. It is strongly suggested that the analyst

adopt the high level of analysis and data collection whenever
 
possible.
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TABLE VI-2
 

DETERMINING A CREDIT INSTITUTION'S
 
FINANCIAL PERFORMANCE
 

Key Issue:
 

What has been the credit agency's financial
 
performance? 

Data Collection Indicators/Topics 
and Analysis Effort for Data Analysis 

Low General trends in 
financial policies, 
financial condition, 
profitability, and 
sources and 
applications of 
funds 

plus 

Medium Rigorous analysis 
of financial 
condition and 
profitability, 

and analysis of 
loan portfolio 

quality, loan 
collection 
performance, and 
portfolio yield 

plus 

High Reconstruction of 
financial documents 
to determine 
financial viability 
using sensitivity 
analysis methods 

Methodology in
 
Data Collection
 

Clscu.sions with
 
staff inhead
 
off;ce; review of
 
credit institu

tion's financial
 
statements
 

plus
 

In-depth exam
ination all
 
relevant docu
ments; dis
cussions with
 
staff in branch
 

offices
 

plus
 

Inclusion of
 
macroeconomic
 
data from
 
secondary source;
 
discussions
 
with staff of
 
other, similar
 
credit programs
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The high option is usually warranted because collecting and
 
analyzing financial data are not as straightforward as they may
 
appear. Although the required data are essentially quantitative
 
in nature, the availability and quality of th2se data vary
 
dramatically by institution. One development bank in Africa, for
 
example, had not produced a balance sheet in two years, and many
 
smaller SSE credit agencies do not even have basic data such as
 
repayment rates. In these cases, financial data must be
 
reconstructed using lengthy crosschecks and computations. This
 
method is tedious and time consuming, but must be used if an
 
accurate analysis is required. If the credit agency's financial
 
statements present inconsistent or incomplete information, they
 
should not be the basis for any analysis efforts.
 

2. Financial Policies
 

Before collecting quantitative data on the financial
 
performance of the agency, the analyst should investigate its
 
governing financial policies and why they were instituted. In
 
some cases, agencies have no discretion over setting policy
 
since they are dictated by the donor agency, the government, or
 
regional central banks. The West African Central Bank, for
 
example, sets maximum interest rate spreads for all financial
 
institutions using its rediscount facilities. The analyst
 
should question senior management on the agency's policy on the
 
checklist of issues shown in Table VI-3.
 

3. Financial Condition
 

The balance sheet is the prime document to consult to deter
mine the agency's financial health. The analyst should be aware
 
that the presentation of the balance sheet may differ from the
 
standard American system. Under the French accounting method,
 
which is used throughout Francophone Africa, assets are presented
 
from the least to the most liquid and liabilities from long- to
 
short-term -- the reverse of the system used in the United
 
States. Nonetheless, in all cases the document aims at
 
describing the agency's financial condition at a given point in
 
time.
 

The analyst should collect balance sheets for several
 
years prior to the initiation of the program until the time uf
 
the evaluation. This should include the last interim (quarterly
 
or monthly) balance sheet, if available. Balance sheets should 
relate to fiscal year-ends (December 31 for example) or at least 
to the same month of each year for them to be comparable. If 
balance sheets are not available, the analyst should not try to
 
reconstruct them unless substantial time and data are available.
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TABLE VI-3
 

QUESTIONS ON A CREDIT AGENCY'S FINANCIAL POLICIES
 

Credit risk 


Portfolio 


management 


Profitability 


pol icy
 

Interest rates 


Capital 


contributions 


On what criteria are loans made?
 

What percentage of loan value, if
 

any, must be backed by collateral?
 

How thorough is project appraisal 

in the loan approval process?
 

How does the agency diversify its 

risk? 

What is the agency's policy
 
toward delinquent clients, follow-up
 

of clients, and reporting from
 

borrowers? How does the agency
 
implement this policy?
 

Does the agency repossess collateral
 

on delinquent loans?
 

Is this a for-profit agency?
 

Is the agency's primary objective
 

to maximize profits?
 

How is profit allocated?
 

How does the agency control
 

operating expenses?
 

What is the agency's bad debt
 

provision and loan write-off policy?
 

Does the agency have any effective 
,iscretion to set interest rates?
 

How does the agency determine what
 

interest rate to charge?
 

How does the agency manage its
 

spread between the interest rate
 

on its loans and its cost of
 

funds?
 

What are the sources of equity 
capital? What is the relationship
 

between the source of capital
 
of the agency and its profitability?
 



TABLE VI-3 (Continued)
 

Does the agency regularly receive
 

fresh infusions of outside capital?
 

Can the agency rely on regular
 
infusions in the future?
 

Liquidity What level of cash is considered 

pol icy appropriate? 

How does the agency manage cash on 
an overall basis? 

To what extent do expected and
 
actual sources and uses of funds
 
match? 
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The analysis should focus on:
 

Net worth: net worth (equity) is constituted by paid-in
 
capital (contributed in the form of shares, equity
 
capital, or other) augmented by accumulated profits or
 
reduced by accumlated losses. Net worth will vary with
 
the size and type of the development- finance institution,
 
but should in any case represent at least 15 percent of
 
the total balance sheet. Commercial banks, which
 
typically incur lower risk loans than development banks,

have their net worth constitute at least 5 percent of the
 
balance sheet.
 

The composition of these capital funds should also be
 
examined since the magnitude of accumulated profits or
 
lossos gives a historical perspective on the institu
tion's profitability. Also, the breakdown in ownership of
 
shares is especially useful to indicate who has majority
 
interest and, presumably, control over major decisions.
 

* Indebtedness: debt comprises:
 

Short-term liabilities, defined as all debt payable
 
within one year including demand deposits, savings
 
accounts and time deposits; and
 

Long-term liabilities, defined as all debts maturing
 
at least one year after they were incurred, including
 
donor loans, bank loans and debentures.
 

The level of debt is important in terms of its compara
tive weight against overall resources.
 

The level of indebtedness is best measured by the debt
to-net worth ratio (also called leverage), which repre
sents
 

total debt which is the 
 total assets - net worth
 
same as 

net worth 
 net worth
 

Financial institutions normally have greater debt burdens
 
than non-financial enterprises. Leverage of around 20:1
 
is average for commercial banks; development banks should
 
have leverages of only about 8:1, due to the higher risk
 
of their lending operations. (A leverage of 20:1
 
indicates that capital funds represent about 4.8 
percent
 
of liabilities plus equity.) The World Bank has used a
 
model that provides interest-free or low-interest loans
 
subordinated either to share capital or to other term
 
debt. This quasi equity has amounted to 1.5 to 3 times
 
the development bank's share capital, resulting in 
an
 
effective leverage of 9-15 times the share capital.
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The compo-ition of debt and the matching of maturity risk
 
should also be carefully examined:
 

The level of non-current assets (mainly medium- and
 
long-term loans) should not be higher than total non
current liabilities (including equity). This is
 
because it is dangerous for any financial institution
 
to finance a large amount of medium- and long-term
 
loans with short-term deposits. If maturing debt used
 
to finance long-term loans cannot be refinanced, the
 
institution will be strapped for funds. Even if
 
funds can be raised, if inflation heats up it may
 
cause a substantial increase in the cost of borrowed
 
funds (including deposits) while yields on the
 
institution's own long-term portfolio remain
 
basically unchanged, resulting in a negative spread.
 

Short-term debt should not exceed liquid assets (see
 
liquidity below).
 

* Liquidity: this measures the availability of cash and
 
other current assets required for daily operations. The
 
basic liquidity ratio to examine is:
 

current assets
 

short-term debt
 

Liquidity should be sufficient to cover short-term debt,
 
in case the credit agency's customers chose to withdraw
 
their funds at short notice. The liquidity ratio, thus,
 
should be greater than one. However, if the liquidity
 
ratio is too high (over two), it will negatively affect
 
profits. This is because the agency will be holding these
 
funds (or placing them in low-interest bearing deposits)
 
rather than reinvesting them in high-interest loans. The
 
credit institution should, therefore, carefully monitor
 
its overall liquidity and reinvest any excess in new
 
loans.
 

The BKK units in Indonesia, for exemple, stop lending
 
funds about two months prior to Labaran, a holiday for
 
which :,avers withdraw their funds. During the rest of the
 
year, however, all funds that are received are
 
immediately relent. Unanticipated catastrophes such as
 
drought caused a run on some BKK units and forced them to
 
close. Surviving BKK learned that close supervision of
 
their cash flow is necessary to keep them viable.
 

An examination of a credit agency's liquidity is
 
particularly important if the donor agency is considering

additional funding. This analysis can determine whether
 
such assistance is warranted.
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An example of an Indonesian development bank's balance sheet
 
is shown in Table VI-4. Balance sheet categories do not conform
 
to those of a standard balance sheet. The analyst must
 
frequently recast statements prior to their interpretation. It
 
is important to note whether the credit agency constitutes
 
reserves for bad debt once a year. If it does not, as was true
 
for the indonesian financial institution, its balance sheet
 
cannot represent its true financial condition. The analyst, in
 
this case, should prepare a pro-forma balance sheet that includes
 
these reserves. To calculate a reserve for bad debt, the
 
analyst must collect information on the aging of delinquent
 
loans. (See section on "Financial Viability" for further
 
discussion of this issue.)
 

Analysis of the profitability of the -rqanization over a
 
period of time should be based primarily on its income statement
 
(also called profit and loss statement), which provides informa
tion on income and expenses incurred during the year. In
 
essence, the institution is viable if income exceeds costs.
 

4. Profitability
 

The basic ratios that should be used to judge the
 
profitability of the institution are shown in Table VI-5 with two
 
examples of results.
 

Ratios that rely on disaggregated balance sheets may not be
 
appropriate for smaller credit programs. 
 In any case, the analyst

should examine the extent to which assets can generate income and
 
ensure that income covers expenses (net margin). It should be
 
noted that the BKK program is a remarkable example of an
 
extremely profitable program.
 

These ratios should be based on the financial statements of
 
the credit agency only if the analyst believes that they include
 
all costs and accurately reflect its financial position. Other
wise, the analyst should undertake the data collection and
 
analysis effort described in the "Financial Viability" section.
 

5. Sources and Applications of Funds
 

This statement depicts the origin and uses of funds for the
 
SSE loan program over time. Major in-flews usually are in the
 
form of capital contributions from the SSE project donor, the
 
host country government, and/cr private shareholders, and loan
 
repayments. Applications of funds mainly include loans
 
disbursed, increases in 
short-term liquidity, and other short- or
 
long-term investments.
 

An analysis of the SSE portfolio's sources and applications
 
of funds over time gives a clear indication of how the institu
tion allocates fresh sources of capita. It also shows the extent
 
to which donor funds contributed to any growth in lending activities
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TABLE VI-4
 

EXAMPLE OF AN SSE CREDIT AGENCY'S BALANCE SHEET:
 

BKK PROGRAM COMPARATIVE BALANCE SHEETS
 

September 30,
 
1981
 

(486 BKK)
 

85.8
 

3,024.7
 

44.3
 

144.7
 

17.4
 

3,317.0
 

520,8
 

19.5
 

24.0
 

631.1
 

1,625.6
 

496.0
 

3,317.0
 

Assets and 

Liabilities 


Assets
 
Cash 


Loan portfolio 


Savings deposits
 
with BPD 


M&terials building
 
and equipment 


Other 


TOTAL 


Liabilities
 

Provincial govern

ment/BPD 


Kas desa 


Dinas deposits 


Member savings 


Accumulated equity 


Net profits from
 
preceding year 


TOTAL 


December 31, 

1975 


(343 BKK) 


(millions of 


33.3 


894.4 


6.1 


22.6 


7.3 


963.7 


349.8 


18.1 


22.8 


247.3 


199.3 


126.4 


963.7 


December 31, 

1978 


(397 BKK) 


rupiah)
 

65.9 


1,463.6 


16.2 


78.0 


7.8 


1,631.6 


311.0 


24.9 


11.6 


359.7 


669.4 


254.9 


1,631.6 


Source: Bank Pembangunan Daerah Jawa Tengah
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TABLE VI-5
 

PROFITABILITY RATIOS AND EXAMPLES 
(in percentages)
 

Return on equity 


Return on assets 


Return on inter-


est-earning 


assets 


Return on total 


income 


Return on port-


folio
 

Interest income on 


loans 


Interest spread on 


loans 


BKK[a] Bangladesh 
(reconstructed Sonal I 

financial Bark~b] 

statements) (1983) 

net income
 
--------.-
 13.2 119.13
 
average equity 

net income 7.6 8.4
 

average total assets 

net income 8.5 8.7
 

average interest
earning assets
 

net income 20.4
 

total income
 

net income 7.0 10.3
 

average loan
 
portfolio
 

interest from loan 3.1.4
 

average loan 
portfolio
 

total interest 32.5 5.7
 

earned - total inter

est expense
 

average loan port

folio
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TABLE VI-5 (Continued) 

BKK[a] Bangladesh 
(reconstructed Sonali 

financial Bank[b] 

statements) (1983) 

Operating costs on total operating 16.6 2.6 

loans cost (including pro

visions forbad 

debts, excluding 

interest expense) 

average loan port

folio 

Net margin interest spread on 15.9 3.1 
loans - operating 

costs on loans 

Sources: a Susan Goldmark and Jay Rosengard, Credit to 
Indonesian Entrepreneurs: An Assessment of the BKK 
Program (Washington, D.C.: Development 

Alternatives, Inc., May 1983). 

b Jean-Jacques Deschamps, Appraisal Report on 
Somali Bank (Washington, D.C.: Development 
Alternatives, Inc., June 1984). 

the 
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If this statement is not available, it can be constructed
 
from the last two balance sheets and 
the prior income statement.
 
Any increase in liabilities (for example, an increase in capital
 
funds or retained earnings) or 
decrease in assets (for instance,

reduction in cash) is 
a source of funds, whereas any decrease in
 
liabilities or increase in assets 
is an application of funds.
 

The analyst should be aware that, 
when attempting to
 
construct these charts from various sources, large discrepancies
 
may arise. Donors may record one amount as having been
 
disbursed, whereas the recipient records another amount. 
These
 
discrepancies may be particularly acute 
in countries with high
 
inflation rates because of rapid changes 
in exchange rates
 
between donor and local currency.
 

An example of a sources and applications of funds statement
 
is shown in Table VI-6. 
This table shows that 90 percent of new
 
sources of funds came from deposits in FY 1983, an unusually high

proportion. More than one-half of these funds were used 
to repay

existing borrowings during that year, a particularly onerous
 
burden. Vormally, 75 nercent of funds 
were invested in new loans
 
(FY 1980-1982), a more typical breakdow. of available resources
 
for development financial institutions.
 

6. Loan Portfolio Quality
 

Since the loan portfolio usually represents 70-80 percent of
 
total assets, the quality of the portfolio has a direct bearing
 
on 
the credit agency's financial condition and profitability. If
 
the agency has 
never written off bad debts, the percentage of the
 
portfolio constituted by overdue loans will be higher (and

therefore the portfolio quality lower) than 
if these loans were
 
written off every year. The agency's assets (loans outstanding),

similarly, will be overstated. in this case, the analyst should
 
subtract all loans 
that the agency believes to be uncollectable.
 
A conservative method would write off all loans overdue for two
 
years and for which 
no payment, even partial, has been received
 
in the past two years.
 

Some credit agencies do not write off bad loans because they

fear that delinquent borrowers will interpret this action 
to mean
 
that they no longer must repay their debt. 
Word will spread
 
among clients that loan repayment is not taken seriously. This
 
problem 
can be easily avoided, however, if the agency maintains a
 
strict distinction between its 
official policy toward delinquent
 
clients and internal bookkeeping adjustments.
 

Government accounting regulations, in some cases, prohibit

public agencies from writing off bad loans without parliamentary
 
approval. Writing off loans is an
viewed as unauthorized
 
expenditure of public funds. 
 In these cases, credit agency 
management should be encouraged to conduct its own private 
analysis of portfolio quality. 
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TABLE VI-6
 

SONALI BANK
 
SOURCES AND APPLICATION OF FUNDS FY 1980-1983
 

(millions of thakas)
 

FY 1980 - 92 FY 1983 Structure of Resources 

and Assets at the clse of
 

FY 1979 FY 1983
 
Amount % Amount % t
 

SOURCES 13,352 too 5,013 100 100 100
 

Deposits 7,573 57 4,536 90 78 78 
9orrowings 4,627 35 - - 1.7 14 
Miscellaneous 

Liabilities 1,115 8 397 8 4 7
 
Equity 37 0 80 2 1 1
 

APLICATIONS 13,352 100 5,013 100 100 100
 

Loans 10,076 75 179 4 63 64
 
Investments in
 
Government and
 
Other Securities 1,421 11 776 15 1A 16
 
Liquid Assets 1,054 8 1,325 26 t0 13
 
Fixed and Other
 
Assets 801 6 13) - 9 7
 
Repayment of
 
Borrowing3 2,746 55 N.A. N.A.
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The best measure of the portfolio's overall quality is 
the
 percentage of the portfolio (before reserves 
for bad debts) that

is constituted by overdue outstanding loans:
 

overdue outstanding loans
 

gross value of the portfolio
 

The interpretation of a portfolio quality ratio depends 
on

the age of the program and the rate of which the portfoli.o
expands. A portfolio's quality ratio 
is zero 
until the first loan

is due and rises to 100 percent when loans are fully disbursed
and after all good loans are collected on time. If lending

activity ceases, only problem loans will constitute the

portfolio. 
Thus, analysts should compare only the portfolio

quality of similar programs.
 

Given 
the poor repayment rate performance of SSE programs in
general, mature programs with ratios under 10 percent should be
considered good; 
10-20 percent as adequate, and more than 20
 
percent as poor. 
 If the institution regularly writes off

uncollectable loans, the ratio of 
overdue loans should be
 
lower.
 

7. Loan Collection Performance
 

Poor loan repayment performance is usually the single most
important factor affecting the viability of an SSE credit
 
program. When loans 
are not repaid, the funds available for new

loans are 
reduced unless capital replenishment is secured.
 

Collection performance is best measured by the repayment
rate on SSE loans. Analysts should be aware 
that SSE credit

institutions often differ 
in the definition of their loan repayment rate. 
Too often the repayment rate figures that SSE credit
agencies use are meaningless, or have a the
cendency to overstate 

true collection performance. It is extremely important that the
analyst not simply accept repayment rate figures from the

implementing institution. 
The analyst instead must understand

fully the formula used by the institution and determine the
extent to which repayment rate 
figures represent the true collec
tion performance. 
If they are unsatisfactory, 
 the analyst

should try to recalculate these rates.
 

The strictest definition of a loan repayment rate includes
only principal payments made to those due. 
Since credit institu
tions should apply partial payments to the interest portion of
the loan before the principal, this definition leads to lower
 
repayment rates than if they 
were based on both interest and
principal repayments. In addition, there are 
two variations on

the repayment of principal formula. 
The first considers only
collection performance on loans that matured during the period.

The second definition is more stringent since it includes loans

overdue from previous periods:
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total principal collected on loans matured
 
during the period
 

total loans matured during the period
 

or
 

total principal collected on loans matured during the
 
period and on overdue loans
 

total loans matured during the period plus those over
due at beginning of period
 

A rule of thumb for interpreting the repayment rate
 
performance of an SSE program using the seond definition is as
 
follows:
 

SSE Program Regular Commercial Loans 

Excellent: over 85% over 99.5% 
Good: 75-85% 99-99.5% 
Insufficient: 65-75% 98-99% 
Mediocre: 55-65% 95-98% 
Bad: below 55% less than 95% 

To interpret a repayment rate that includes only principal
 
requires an understanding of the loan repayment policies. For
 
example, these definitions are not appropriate for loans that
 
grant customers long grace periods during which only interest is
 
paid, or those calculated on a declining balance method that
 
front-loads interest payments. The definitions are appropriate

for programs that discount interest at the time of loan disburse
ment and those that divide principal repayment evenly across
 
payments.
 

Many SSE programs include interest in their repayment rate
 
definition. Some examples are:
 

total number of payments made (interest and principal)
 
falling due during the period
 

total number of payments due
 

total number of payments made (interest and principal)
 
falling due plus payments overdue at start of period
 

total number of payments falling due plus payments
 
overdue at start of period
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total value of payments made (interest and principal)
 
that were falling due
 

total value of payments falling due
 

total value of payments made (interest and principal)
 
falling due and payments overdue at startof period
 

total value of payments falling

due plus payments overdue at start of period
 

Repayment rates that include only loans due during the
 
period overstate the true repayment rate performance. Since SSE
 
programs often have a large number and high amount of loans
 
delinquent from previous periods, repayment rates 
that include
 
these loans are preferable.
 

The simplest repayment rate figure is calculated by having

collection officers put a check mark beside each client's name 
to
 
signify a payment. Then the number of checks is compared with
 
the total number of boxes available to calculate a repayment
 
rate.
 

Other repayment rate ratios used by SSE credit ratios 
are
 
based on the cumulative amount of loans paid versus disbursed
 
since the initiation of the program:
 

cumulative value of loans paid since program inception
 
(principal and interest)
 

cumulative value of loans disbuised since
 
program inception
 

cumulative number of loans paid since
 
program inception (principal and interest)
 

cumulative number of loans disbursed since
 
program inception
 

Since loans outstanding grow far more rapidly than delin
quent loans, this results in very high repayment rate figures.

However, this repayment rate figure does not provide useful
 
information on repayment rate performance during the period

immediately preceding the evaluation.
 

Sometimes SSE agency officers erroneously confuse repayment
 
rates with the percentage of the portfolio constituted by non
overdue loans. This percentage is an indication of portfolio
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quality, which should be analyzed separately from the repayment
 
rate. The former examines the status of the portfolio at one
 
point in time, whereas the latter indicates performance over a
 
period of time.
 

If the organization does not include all delinquent loans
 
that were due within the period, the analyst must examine the
 
agency's loan records and include these loans. If the organiza
tion does not keep a record of the repayment rate on its SSE
 
loans, or if the rate seems suspicious, the analyst must try to
 
construct this ratio from the raw data. The method used will
 
depend on the time and staff available as well as the size of
 
the portfolio. If the portfolio is fairly small -- less than
 
500 loans outstanding -- the analyst should review the status of
 
each loan. Otherwise, the analyst should randomly choose a
 
fairly large sample of loans and review for their repayment
 
status.
 

In addition to carefully analyzing the definition used by
 
the organization, the analyst must also factor in the effect of
 
the agency's loan repayment policies and terms and conditions.
 
Some agencies have never written off old debts while others
 
regularly roll over (relend the amount due) or reschedule debts.
 
Some key questions to determine loan conditions are included in
 
Table VI-7.
 

8. SSE Portfolio Yield
 

The analyst should also be aware that the nominal interest
 
rate charged by the institution may understate the true cost of
 
the loan to the borrower. Common mechanisms by which financial
 
institutions raise the effective cost on SSE loans include:
 

* 	Applying administrative fees and charges attached to the
 
loan;
 

0 	 Discounting (deducting) the interest at time of loan 
disbursement; and 

• 	Charging a nominal monthly interest rate that is
 
compounded into a yearly rate.
 

If the program does include some of these characteristics,
 
the analyst should calculate the effective cost (or yield) on
 
loans. This cost may then be compared with the average cost of
 
funds and, thereby, reveal the true average spread.
 

The effective cost of a loan (and therefore the yield to the
 
bank on non-delinquent loans) is basically:
 

amount repaid - amount received
 

amount received
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TABLE VI-7
 

QUESTIONS ON LOAN CONDITIONS
 

Does the borrower receive the full value of the loan, or
 
is the interest deducted (discounted) at the time the 
loan is disbursed? Are any other costs deducted from the 
loan amount (such as administrative charges)? 

Do most loans have a grace period? If so, what is the
 
average length of the grace period and is interest
 
repaid during this period?
 

What method is used for principal and interest payments 
(fixed monthly amount covering both items, equal prin
cipal repayments each month or quarter, etc.)? 

Do payments also include forced savings payments by the 
borrower? 

Are interest penalties charged on overdue loans?
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An example of how to calculate the effective cost of a loan
 
from the bank's perspective is shown in Table VI-8. The effective
 
cost of a loan to customers may be significantly higher, since
 
they often incur other costs, such as transport costs to and from
 
the lender's office, bribes, consultants, help with formalities,
 
typing fees, and the opportunity cost of the time they must spend
 
waiting in bank offices. The analyst seeking to determine the
 
effective cost of a loan from the typical customer's perspective
 
should quantify these hidden loan transaction costs.
 

The effective yield of the SSE loan portfolio to the
 
institution should also take into account bad debts. If the bad
 
debt ratio is included, the effective yield on the portfolio
 
declines.
 

When interest is collected throughout the loan repayment
 
period rather than at the time of loan disbursement, the effec
tive yield on the portfolio is also lowered. Few SSE loan
 
programs apply penalties if loan payments are delinquent. In some
 
cases, SSEs receive the full value of the loan at disbursement
 
and then make no payments until the last installment. In these
 
cases, the effective and the nominal interest loan rates are the 
same. However, the real return on the loan is lowered as a 
result of the erosionary effect of inflation. 

The cost of the loan in real terms is calculated by 
discounting the effect of inflation, To calculate this real 
return, the analyst should discount each payment (principal and 
interest) to its value at time of loan disbursement; this amount 
then becomes the present value of the amount repaid by the 
borrower in the above equation. 

The real rate of return on loans involving periodic payments
 
of principal and/or interest can be determined by calculating the
 
present value of all future payments (principal or interest) due,
 
adding up all these present values, and comparing them with the
 
amount disbursed. Table VI-9 presents an example of this method.
 

An analysis of portfolio yields is helpful to assess the
 
adequacy of the interest rate, fees, and other conditions applied
 
to the loan. Any negative rate of return, as calculated above,
 
reflects the fact that loans are subsidized. If the SSE loan
 
program is not intended to provide loans at subsidized rates, the
 
combination of interest payments and other charges should be high
 
enough to yield a positive rate of return after correcting for
 
inflation.
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TABLE VI-8
 

METHOD TO CALCULATE THE EFFECTIVE COST OF A LOAN
 

If one assumes:
 

Loan amount: $10,000
 
Loan terms: 10 months
 
Interest rate: 12 percent on annual basis
 
Interest payment schedule: at time of loan disbursement
 
Fee: 
 2 percent payable at time
 

of loan disbursement
 
Then,
 

the amount repaid = $10,000 

fee interest 
the amount received =(10,000 - (10,000 x .02) - C(10,000 x 

.12(10/12)] 

- $8,800 

and the effective cost is:
 

10,000 - 8,800 
= 13.6 percent over 

8,800 10 months 

which is equivalent to:
 

1.36 percent per month or a simple annual rate of
 
16.3 percent (12 x 1.36)
 

A higher rate would result if the monthly rate were compounded.
 

To calculate the compounded annual yield rate, assume that the
 
credit institution, which collects $10,000 in month 10, will
 
immediately relend that amount on identical terms for another 10
month period.
 

Consequently, that $10,000 loan will generate:
 

2 months accrued fees: $10,000 x 2 percent x 2 
10 and 

2 months accrued interest: $10,000 X 12 percent X 2 

12 
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TABLE VI-8 (Continued)
 

Plus, the lender will still have $1,200 available (the second 
loan's actual disbursement is $8,800) for another loan at similar 

terms. This will yield:
 

2 months accrued fees: $1,200 x 2 percent x 2 
=175 and 

2 months accrued interest: $1,200 x 12 percent x 2
 

12
 

Thus,
 

the amount earned by and accrued to the credit institution
 

at the end of month 12 = 10,268.8
 

the amount lent at the beginning of month I = 8,800
 

The compounded annual yield rate is, thus,
 

10,268.8 - 8,800
 
-------- = 16.7 percent
 

8,800
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TABLE 11[-9 

CALCULATION OF LOAN COSTS 114CLUDING INFLATION EFFECT 

If the following assumptions are made: 

Loan amount: $10,000
 

Loan terms 5 years
 
Repayment terms 10 equal semi-annual
 

installments (principal)
 
Interest rate 10 percent
 
Interest payment schedule semi-annually on a
 

declining balance 
Fee 2 percent payable at 

time of loan disburse

ment 
Inflation rate 12 percent 

(used for discounting 

future values) 

Payment Month Amount Present
 
No. No. Principal Interest Total Value
 

1 6 1000 500 1500 1415
 
2 12 1000 450 1450 1295
 

3 18 1000 400 1400 1181
 
4 24 .000 350 1350 1076
 

5 30 1000 300 1300 978
 
6 36 1000 250 1250 890
 
7 42 1000 200 1200 806
 

8 48 1000 150 1150 731
 
9 54 1000 100 1100 660
 

10 60 1000 50 1050 596
 

TOTAL 9628
 

Real rate of return present value of future payments
 

amount disbursed
 

9628
 

-1= -1.8
 
10,000 - 200 (fee) 

I 
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9. Financial Viability
 

Financial statements of small credit programs sometimes do
 
not include all expenses incurred by the program. Without
 
subsidies, revenues would decline and costs increase, thereby
 
jeopardizing operations. If sufficient time is available, the
 
financial analyst should present two sets of financial state
ments: those prepared by the SSE credit agency and those
 
reconstructed by the analyst that include hidden project costs.
 
Only if the latter statements are preoared will the true
 
financial viability of the program be known.
 

SSE agency financial statemients often do riot include or
 

accurately reflect:
 

e All operating expenses; and
 

* Reserves for bad debts.
 

Often staff salaries, supplies, rent, and transportation
 
expenses are paid by the host country government or by the SSE
 
agency's parent organization. ,f these expenses are not included
 
in the income statement, the program's true viability is not
 
directly apparent. Depreciation expenses are sometimes also
 
omitted from the income statement. The analyst must, in this
 
case, interview staff and try to approximate the true costs of
 
the program.
 

The value of subsidized operating expenses can be estimated
 
according to two methods: by putting a realistic numerical
 
values on subsidized inputs or by including only those resources
 
for which the agency would be willing to pay. Some public credit
 
programs, for example, employ more staff than necessary to
 
implement the program efficiently because of government pressure
 
on the institution's management. However, agency management may
 
admit that if they were responsible for meeting the payroll they
 
would hire only a fraction of the current staff. In these cases,
 
it might be more useful to include only the number of staff that
 
would be willingly funded. An evaluation recommendation would
 
then be to reassign expendable staff to improve the program's
 
long-term sustainability.
 

The analyst should carefully examine the adequacy of the
 
loan institution's estimates of bad debt levels. The agency
 
should constitute a reserve (or provision) for bad debts once a
 
year that then should appear as an expense on the income state
ment. This estimate should bear a clear relation to the loans
 
that were delinquent at the end of the fiscal year. The total
 
reserve accumulated over the years should appear on the agency's
 
year-end balance sheet, while the income statement carries only

the net variation in the reserve for bad debts from one year to
 
the next, plus any write-offs that may have occurred during the
 
year. When a loan is written off, the gross portfolio as well as
 
the existing reserve should be reduced by the amount involved.
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The simplest way to calculate a reserve for bad debt is to

apply a preset percentage to overdue loans according to their
 
age. The analyst can approximate this percentage by asking loln
 
officers what percentage of overdue loans (according to an aging
schedule) will probably not be collected. A project in Haiti
 
used the method shown in Table VI-10.
 

TABLE VI-1O
 

CALCULATION METHOD FOR RESERVE FOR BAD DEBT
 

Loan Amount Reserve Total
 
Period Overdue Overdue Percentage Reserve
 

0-9 months A 24% A x .24
 

9-18 months B 
 57% B x .57
 

18-36 months C 80% 
 C x .80
 

36-60 months D 95% D x .95
 

over 60 months 
 E 100% E x 1.0
 

TOTAL END OF YEAR RESERVES:
 

Table VI-10 indicates that credit institution management

believes, based on past experience, that 76 percent of 
loans that
 are under nine months overdue will be collected (a 24 percent

reserve). However, officials administering an Indonesian SSE

credit program (whose maximum loan length was three months)

believed that there was virtually no chance of recovering a loan
if it was more than six months overdue. The probability of loan
 
recovery, thus, depends on 
the type of loan and original loan
 
terms.
 

Straightforward ratios such as 
those presented in Table VI
10 can easily be applied to short-term loans. 
 The situation

becomes more difficult with medium-term loans when payments are
 
in the form of regular installments over several years. In these
 
cases, waen one payment is missed, payments on future install
ments become less likely. Thus, reserves for bad debts may have
to be constituted on 
the entire amount of the outstanding loan
 
even if most of it is 
not yet overdue. Indeed, the standard

practice in many financial institutions is to treat any loan
 
payment default as an event 
that makes the entire balance due
 
immediately -- accelerated maturity. 
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Because the reserve for bad debts should be reduced when
 
loans are written off, the total reserve for bad debts that 
appears at the end of the fiscal year on the balance sheet should 
be: 

Previous year balance plus
 
Recoveries on loans previously
 

charged off minus
 
Bad debt write-offs plus
 
Provision for bad debts
 

for this fiscal year
 

Year-end reserve
 

Another factor must also be taken into account when
 
attempting to determine the true viability of a lending agency -
its economic cost of capital. The SSE agency's bookkeeping cost
 
of capital is the interest charged on funds the agency has
 
borrowed. If it received a grant or receives all its funds from
 
investors in the form of equity, its cost of funds on the income
 
statement is zero. Since SSE programs are usually funded
 
through highly subsidized loans or grants, the cost of funds
 
reported on their income statement is low.
 

A determination of the economic cost of capital does not
 
pose any problems if the institution uses money primarily

borrowed from private markets whose charges reflect the actual
 
cost of capital. However, if most of these resources are
 
constituted by highly subsidized loans or equity capital funds,
 
the analyst should adjust these figures. A pro-forma income
 
statement should be prepared that includes these hidden costs -
such as the erosionary effect of inflation -- and thereby better
 
reflects the true financial viability of the loan fund.
 

Interest expense on subsidized loans should be revalued at
 
the prevailing interbank lending rate or whatever best reflects
 
the market cost of capital. Equity capital should be multiplied
 
by the prevailing inflation rate and the result treated as an
 
expense on the income statement. Including this figure compen
sates for the erosion of capital funds through inflation and
 
provides a more accurate reflection of the economic cost of the
 
loan or grant.
 

The analyst should then calculate a weighted average cost of
 
capital including subsidized and equity capital plus all other
 
borrowed funds at their actual cost. The difference between the
 
effective yield on loans and this weighted average cost of funds
 
will be, in effect, the actual spread on loans. An illustration
 
of how to calculate the cost of capital is shown in Table VI-Il.
 

Only when the financial statements have been reconstituted
 
to take into account subsidized operating expenses, the hidden
 
costs of inflation, and the reserve for bad debts can the analyst
 
determine whether the institution is economically viable. An
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TABLE VI-l
 

METHOD TO CALCULATE A WEIGHTED ECONOMIC COST OF CAPITAL
 

(a) (b) (c) (a)x (c) 
Accounting Economic Economic 

Source of Loan Cost Cost Cost 
Capital Amount (P & L) (%) ($) 

Demand $ 100,000 Ow 0% 0
 
deposits
 

Savings $ 200,000 6%
6% $ 12,000
 
deposits
 

Subsidized $ 700,000 6% 14Z[a] $ 98,000
 
gov't loans
 

Equity $ 200,000 0% 12%[b] $ 24,000
 
capital
 

Total $1,200,000 $134,000
 

Weighted cost of capital = 134,000 
------- - 11.17 percent
 
1,200,000
 

a 
 The market rate for money is assumed to be 14 percent;
 
loan capital subsidized by the government at 6 percent
 
has been recosted at that rate.
 

b The inflation rate is assumed to be 12 percent.
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example of original and reconstituted financial statements is
 
shown in Tables VI-12 and VI-13. This indicates that the insti
tution is viable even when taking these expenses into account.
 

If the agency is unprofitable, it may be instructive to
 
estimate what interest charges on SSE loans would be required to
 
enable the agency to break even, all other factors being equal.
 
Other useful break-even analyses may focus on:
 

Loan volume, assuming interest rates, operating expenses,
 
and bad debts remain constant; or
 

9 


e Bad debt ratio (total reserves for bad debts divided by
 
total loans extended), assuming interest rates, operating
 
expenses, and loan volume remain constant.
 

Break-even analyses may be particularly useful when donors
 
contemplate injecting new loan capital into the SSE credit
 
institution.
 

D. ADMINISTRATIVE PERFORMANCE
 

1. Evaluation Strategy
 

A primary concern when evaluating a credit agency's admini
strative performance is to determine how efficiently it has
 
extended credit to the intended target group. Another important
 
issue for most donors is the effect the project has had on the 
institution's administrative strength and long-term administra
tive viability.
 

The main topics that should be covered when analyzing a
 
credit institution's administrative performance are its:
 

* Organizational structure;
 

* Internal credit procedures;
 

* Internal inspection and control procedures;
 

* Staff productivity and efficiency; and
 

e Customer service and follow-up.
 

All of these topics should be reviewed irrespective of the
 
amount of time available for the evaluation. As shown in Table
 
VI-14, lower-level evaluations would analyze only general trends
 
using informal data analysis techniques. This analysis would be
 
based on a review of readily available documents and discussions
 
with headquarters staff. A more time-consuming, thorough evalua

tion of a credit institution's administrative performance would
 
gather information not only from the institution's head office
 

staff, but also from branch staff and clients. Branch management
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TABLE VI-12
 

COMPARISON OF ORIGINAL AND RECONSTRUCTED
 
BALANCE SHEETS FOR THE BKK PROGRAM
 

Original Balance Sheet (September 30, 1981)
 

September 30,

Assets and 
 1981
 
Liabilities 
 (486 BKK)
 

Assets
 
Cash 
 85.8
 

Loan portfolio 3,024.7
 

Savings deposits
 
with BPD 
 44.3
 

Materials building
 
and equipment 144.7
 

Other 
 17.4
 

TOTAL 
 3,317.0
 

Liabilities
 

Provincial govern
ment/BPO 
 520.8
 

Kas desa 
 19.5
 

Dinas deposits 24.0
 

Member savings 631.1
 

Accumulated equity 1,625.6
 

Net profits from
 
preceding year 496.0
 

TOTAL 
 3,317.0
 

Source: Bank Pembangunan Daerah Jawa Tengah
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TABLE VI-12 (Continued)
 

Reconstructed Balance Sheet (Seotember 30, 1981) 

Assets 	 Liabilities
 

(inthousands of rupiah)
 

Cash 	 85,821 BPO Loan 520,846
 

Outstanding loans 3,024,653
 
Kas desa 19,484
 

Less:
 
Provision for
 
bad debts: 	 inas decsits 23,959
 

Loans over
 
6 mo. overdue1 423,451 Savings deposits 631,064
 

Loans 0-180 2
 
days overdue2 75,616 Accumulaced
 

net earnings 1,625,587
 
499,067
 

Net outscanding Earnings 496,014
 
loans 2,525,586
 

Savings deposits Provision for 
with Bpo 44,313 bad debts (499,067) 

Materials, buildings,
 
and equipment 144,717
 

Other 17,448
 
Total Liabilities
 

Total Assets 2,817,885 and Equity 2,817,885
 

Assumptions 1: 	 14% of outstanding loans are more than 6 months overdue and will not be 
recovered 

2: 5% of outstanding cans are 1-180 days overdue: assume that 50% wil not
 
be recovered 

Discrepencies due to roLunding 

Source: Reconstructed frNom Bank ?e_ banquan Oaerah Jawa Tengah stacistics 
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TABLE VI-13
 

COMPARISON OF ORIGINAL AND RECONSTRUCTED
 
INCOME STATEMENTS FOR THE BKK PROGRAM
 

BKK-- Profit and Loss StatementtJanuary 1-December 31, 1981)
 

(in thousands of rupiah)
 

Income
 
Interest from: 
Weekly Loans 
Monthly Loans 
Seasonal Loans 

447,440 
492,052 
32,742 

Total Interest Income 972,233 

Administrative Fees 44,835
 
Other 33,510
 
Residual 725
 

Total Income Rp 1,051,303
 

Exmenses
 

Interest paid to BP 25,030
 
Salaries 152,409
 
Payment to kabupatan 48,101
 
Supplies, gas 38,593
 
Other 78,369
 
Depreciation 15,729
 

Total Expenses Rp 358,230
 

Net Profit Rp 693,073
 

Note: Discrepancies due to rounding
 

Source: Bank Pembangunan Daerah Jawa Tengah
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TABLE VI-13 (Continued)
 

Reconstructed Profit and Loss Statement (January 1-


December 31,1981)
 

(in thousands of rupiah)
 

Income 

Interest 
Administrative fees 
Other 
Residual 

972,233 
44,835 
33,510 

725 

Total Income 1,051,303 

Expenses
 

SalariesI 228,614
 
Payment to kabumatan 48,101
 
Supplies, gas 38,593
 
Other 78,369
 
Depreciation 15,729
 
Bad debts (191)2 72,841
 
Cost of funds 354,957
 

Total Expenses 	 837,204
 

Net Profit 	 214,099
 

Assumption 1: 	 Currently one-third of salaries are paid by the
 
government directly; if this subsidy were removed
 
salary expenses would rise by 50%
 

Assumption 2: Bad debts are 2.5% of the average loans outstanding
 
in 1981
 

Assumption 3: Cost of funds=f0.7% of liabilities
 

Discrepancies due to rounding.
 

Source: 	 Reconstructed based upon information and statistics from
 
the Bank Pembanguan Daerah Jawa Tengah
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TABLE Vl-14
 

DETERMINING A CREDIT INSTITUTION'S
 

ADMINISTRATIVE PERFORMANCE
 

Key Issue:
 

What has been the SSE credit agency's administrative
 
performance? 

Data Collection Indicators/Topics 

& Analysis Effort for Data Analysis 

Low Qualitative analy-

sis of general trends 

of organizational 

structure, internal 
credit procedures, 
internal inspection 
and control, staff 

productivity and 

efficiency, and 
customer service 

and follow-up 

plus 

Medium Quantitative analysis 

using time-series data 

and statistical 

techniques for 

pattern analysis 

plus 

High Quantitative analysis 

using sensitivity 

tests 

Methodology In
 

Data Collection
 

Discussions with
 

headquarters
 

staff; review of
 

documents
 

plus 

Review of
 

operational
 

budgets;
 

interviews with
 

staff at a few
 

nearby branches;
 

interviews with
 

a few accessible
 

clients
 

plus
 

Survey of a
 

random sample of
 

bank branches
 

and clients
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and performance may differ significantly from that of the head
 
office; branches closer to the head office may not be good
 
representatives of more remote branches' performance. Thus, if
 
randomly selected, geographically dispersed branches are not
 
visited then conclusions may false.
 

Clients' perceptions of the loan program's efficiency may

differ significantly from the self-assessment made by staff.
 
Clients lingering around the loan office may have special connec
tions or problems that cause them to be poor representatives of
 
the client group. Thus, even if the medium-level data collection
 
strategy is adopted, the evaluator should not overly rely on the
 
testimony of those found casually on the spot. If the evaluation
 
team interviews clients to determine the project's effect on
 
their performance, it is extremely cost-effective to include a
 
few questions on their perceptions of the efficiency of the loan
 
agency.
 

The amount of time required to assess the administrative
 
performance of an institution is closely linked to the quality of
 
its management information system, the willingness of staff to
 
discuss administrative issues, the size and dispersion of the
 
program, and the number and location of branch offices. Getting
 
a feel for the rhythm of an organization and how staff interact
 
among themselves and with clients requires at least several days,

if not weeks, of careful observation and interviews.
 

2. Organizational Structure
 

Collecting information on the credit institution's overall
 
organizational structure is critical to understanding the chain
 
of command and flow of information within the organization. It
 
is particularly important to know the extent to which those
 
implementing the SSE program have the authority to set their own
 
administrative procedures. Those who have this authority bear
 
the ultimate responsibility for the results of their decisions.
 

When SSE programs are only a small part of a large bank's
 
entire operations, program management often lacks the autonomy to
 
set the administrative procedures that may be more appropriate
 
for this new client group. Managers of SSE programs implemented

by public institutions often have little control over personnel
 
policies: salaries are set by the government, staff cannot be
 
fired except under extraordinary circumstances, and the SSE
 
program can offer few incentives (such as bonuses) to improve
 
performance. These extenuating factors do not excuse poor
 
performance; they merely mean that the culprit lies outside the
 
SSE project implementing agency. Evaluation recommendations,
 
thus, should be addressed to those parties who have the authority
 
to implement them.
 

Larger credit institutions often have an organizational
 
chart that depicts line and staff positions. Interviews should
 
be held with all division chiefs who influence the SSE program's
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operations to determine whether the chart does indeed reflect
reality. In cases in which the chart is 
not available, the
 
analyst should try 
to understand operational responsibilities
 
based on answers to the questions found in Table VI-15.
 

Larger SSE financial institutions normally have separate

departments that report directly to 
senior management:
 

A Credit Department, responsible for loan analysis and

approval from a technical standpoint;
 

* 	A Loan Department, responsible for 
overseeing lending

activities and customer service;
 

* 	A Financial Department, responsible for Derforming all

internal accounting and financing services, monitoring
 
the budget, and keeping track of the institution's
 
overall financial condition and cash position;
 

* 
An Inspection and Control Unit, responsible for making

sure that internal procedures are respected and funds are
 
handled in a proper manner; and
 

* 	 An Administrative Department, responsible for 
personnel,
 
administration, and miscellaneous services.
 

Although agencies may differ in how they are organized, some
 
general principles should be respected by all 
lending institu
tions:
 

0 	 The Credit Department should be able to conduct its
 
analysis independently without interference from the SSF
 
loan Program's senior management.
 

At 	the beginring of most SSE loan programs, influential

local business persons may try to circumvent the loan approval
 
process by going directly to the agency's director. If the
director concedes to this pressure, there is a high probability

that funds will be misused and high delinquency rates will 
ensue.

For example, the director of a small business credit agency in
 
Haiti regularly sent loan applications bearing a priority stamp

to the Credit Department. 
This eroded the latter's indenendence
 
and autonomy.
 

* Loan aonroval should be considered a separate function
 
from loan analysis or be subject to frequent internal
 
audits.
 

This principle helps to ensure 
that loan approvals are made
 
on 
strictly technical and non-nersonal grounds. Some credit
agencies carry this policy to an extreme and require all loans to
 
be approved by the head office, often 
leading to lengthy delays
in 	loan disbursement. 
Often, SSE lending institutions establish
 
independent credit committees composed of responsible local

personalties to separate loan approval from 
loan disbursement.
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TABLE VI-15
 

QUESTIONS ON ORGANIZATIONAL STRUCTURE
 

Which department or individuals are responsible for the
 
analysis and approval of SSE loan requests?
 

Which department or individuals are responsible for
 
overseeing lending activities and customer service?
 

Which department or individuals perform all internal
 
accotnting and financial services, monitor the budget, 
and keep track of the SSE program's financial condition 

and cash position? 

Which department or individuals ensure that internal
 
procedures are respected and funds are handled in a
 
proper manner?
 

Which department is responsible for personnel, admini

stration, and miscellaneouis services?
 

Does the management of the SSE program have the aui
thority to set personnel policies (including salaries
 
and bonuses) and have control over hiring and firing
 

staff?
 

To whom do these various divisions or individuals
 

report?
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Some institutions may not be able 
to 	adhere to this principle;

they should conduct frequent internal audits to spot problem
 
loans.
 

e 	 The Inspection and Control Department should be separate
 
from all departments and report directly 
to 	the agency's

director.
 

This function may be performed through periodic internal
 
evaluations conducted by staff of 
the head office. In all cases,

this unit should be responsible for inspecting head office
 
operations and not just field offices. Often, 
the head office is
curiously exempt from 
this type of scrutiny. In cases in which
 
branch offices have the final approval on loans, other supervi
sion methods should be established, such as credit committees.
 
This method then is 
reinforced through supervision and inspection

visits 
from staff who report to senior management at the head
 
office.
 

o 	The financial management function should not be 
limited
 
to accounting and budget monitoring.
 

This essential task requires specialized training and cannot
 
be undertaken satisfactorily by the head accountant.
 

* 	All departments should cooperate effectively.
 

For example, the collection of overdue loans requires

collaboration between the Loan Department (or whoever follows the
 
customer after loan disbursement) and the Credit Department (or

whoever decides what actions .hould be taken 
to enforce loan
 
repayment 
or 	is responsible for loan collection). The Financial
 
Department (or whoever 
monitors the cash situation) should warn
 
those in charge of loan approval and disbursement of any

foreseeable cash shortages 
so that approved loan applicants are
 
not kept waiting endlessly because of lack of funds. If the

credit agency has a Publicity Department that advertises the SSE
 
program, it too should coordinate its campaigns, based on the
 
availability of cash. 
 Since this coordination is not critical
 
after the initial infusion of donor funds, some agencies are
 
unprepared for dealing with this problem when it 
occurs.
 

3. Internal Credit Procedures
 

These procedures should promote the efficient delivery 
 of
 
services to clients according to preset internal criteria. The

analysis of an institution's internal credit procedures is more
 
subjective than some other evaluation issues. The efficiency of

these procedures involves how long 
the loan approval process
 
takes and whether they are appropriate for reaching the target
 
group.
 

A checklist of questions to ask credit agency staff would
 
include those in Table VI-16.
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TABLE VI-16
 

QUESTIONS ON INTERNAL CREDIT PROCEDURES
 

Credit policies 	 Are internal credit procedures
 

clearly spelled out in a manual or
 

other internal policy documents?
 

Do lending officers in the field as
 

well as in the head office have
 
easy access to these manuals or
 

documents?
 

Are loan officers fully informed
 
of loan criteria and the overall
 

objectives of the SSE program?
 

Are credit policies appropriate to
 
enable the institution to reach
 
the target group as specified in
 
SSE project documents?
 

Loan application Is this analysis rigorous and car
analysis ried out in a professional manner?
 

Have the loan officers been
 
provided with internal guidelines
 

and methods to determine 	a feasible 
loan amount and the applicant's loan
 

repayment capacity?
 

Are loan applications speedily
 

analyzed and forwarded to the loan
 
approval committee with appropriate
 

recommendations?
 

Loan approval Does the Credit Committee meet
 
process regularly?
 

Is the composition of the committee
 
adequate to analyze applications
 
on their technical merit?
 

Are meetings recorded?
 

Are all committee members usually 
present?
 

Are approvals granted independent of
 

outside influence?
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TABLE VI-16 (Continued)
 

Lon Are eventual conditions precedent 
disbursement (including loan terms and condi

tions, guarantees, collateral, and 

capital or "sweat" equity contribu
tion from client) that have been 

set by the Credit Committee 

enforced prior to loan disburse
ment? 

Are safeguards adequate at the 

time of disbursement for the insti
tution's staff and the borrower? 
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4. Internal Inspection and Control Procedures
 

Internal control procedures should be scrutinized because
 
they reflect the tightness with which the SSE agency is run.
 
Particularly among smaller credit agencies, inspections may
 
actually consist of management reviews and more informal internal
 
evaluations. The internal control procedures similarly may be
 
referred to as the agency's internal management auditing system.
 

Common signs of ineffective internal control systems include
 
incomplete or lost files, improper accounting procedures,
 
mishandling or embezzlement of funds, and a low frequency of head
 
office and branch inspections or internal evaluations.
 

The analyst should determine whether:
 

o 	 The inspection (internal review or evaluation) unit has
 
the means (staff, vehicles, and travel funds) and
 
independence to perform its duties to their fullest;
 

* 	 Inspectors (or internal evaluation staff) are dedicated
 
to improving organizational efficiency;
 

0 	 Internal controls are thorough; and
 

* 	 Inspection or evaluation recommendations are promptly
 
implemented.
 

Table VI-17 includes questions that the analyst should ask
 
agency staff both at headquarters and at branch offices to
 
perform an analysis of the agency's internal inspection and
 
control system. The anayst should request the financial insti
tution to provide evidence of the inspection and control system
 
and should examine a random sample of files.
 

5. Staff Productivity and Efficiency
 

Staff productivity is an important indicator of the institu
tion's effectiveness and efficiency. Since SSEs often require
 
loans to meet urgent short-term obligations or take advantage of
 
unique opportunities, the loan may indeed be ineffective or
 
counterproductive if not speedily disbursed. Inefficiencies in
 
lending procedures are a real cost to borrowers.
 

The productivity of staff can be measured through various
 
quantitative measures. When possible, the analyst should try to
 
gather similar data on other loan operations administered by the
 
same organization or on SSE loan programs administered by other
 
organizations in the same country to serve as a source of
 
comparison. The responses to the questions in Table VI-18 are
 
important quantitative measures to analyze the efficiency of the
 
organization.
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TABLE VI-17
 

QUESTIONS ON INTERNAL INSPECTION AND CONTROL PROCEDURES
 

Management 


information 


system 


Inspection 


procedjres 


Type of inspection 


Results of 

inspection 


Does a management information
 
system exist to ensure regular
 
monitoring and evaluation of
 

agency planning and implementa
tion activities?
 

Is information from the manage
ment information system received
 

on a timely basis?
 

Is information disaggregated by
 
user level and decision-making
 

needs?
 

To what extent does this informa

tion contribute to decision
 

making?
 

Is information stored so that it
 

can be retrieved, used, and
 
updated easily?
 

Are files complete and in order?
 

Are there written procedures
 
describing this function?
 

Is the system thorough?
 

Are all branches and project
 
sites visited on a regular basis?
 

Is the inspector viewed as a
 

policeman who concentrates on
 
procedural improprieties commit

ted by the staff or are inspec
tions seen as constructive?
 

Do inspections analyze management
 

performance?
 

What do managerial staff (espe
cially at the branch level) think
 

abolt the quality and usefulness
 
of these inspections?
 

Are inspection recommendations
 
promptly implemented?
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TABLE VI-18
 

QUESTIONS ON STAFF PRODUCTIVITY AND EFFICIENCY
 

Loan volume 	 How many loans were extended during each
 

year immediately prior to and since
 
project initiation (by value of loans,
 

number of loans, and number of different
 

firms, in total and 	 by branch)? 

Loan portfolio 	 What is the amount and number of total 

outstanding loans according to the latest
 
data available (in total and by branch)?
 

Number of SSE 	 How many loan officers (in person-years)
 

agency 	 staff have been involved with loan
 

analysis, disbursement, approval, and
 

supervision each year immediately prior
 

to and since project initiation (in
 

total and by branch)?
 

How many bank employees in total (in

cluding support staff) cortribute to the 
SSE program (in person-years, in total 

and by branch)? 

Administrative 	 What were the actual operating costs of
 

cost 	 the SSE program each year immediately 
prior to and since project initiation? 

What is the value of subsiaies to the
 

SSE program each year immediately prior
 

to and since project initiation,
 

including:
 

* Staff support ard logistics;
 

e Rent;
 

e Use of computer, 	 telex, and other 

services; and
 

* Training programs?
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Three common quantitative measures of staff productivity and
 
efficiency include the number of loans handled by agency staff,

administrative costs per loan, and the number of days it 
takes
 
average loans to be processed. Some examples of the first and
 
second quantitative measures are provided in Table V-19.
 

Although these tables have been aggregated, the analyst should
 
try to analyze them at the branch level 
(if applicable) and note
 
any cause for discrepancy.
 

These figures show a great diversity between SSE loan
 
programs. Some factors that affect the 
interpretation of results
 
include:
 

a 	Geographic dispersion of clients;
 

* 	Distance of clients to branch office;
 

* 	Loan size;
 

* 	Client attitudes toward loan repayment;
 

* 	Amount of follow-up of clients by loan agents;
 

* 	Amount of technical assistance to clients from loan
 
agents; and
 

• 	Age of the loan program.
 

Although the 
cost per loan may vary greatly, loan adminis
trative costs should be only a fraction of the value of loans

disbursed. If it costs as 
much to administer the loan as the
 
loan is worth, it just as economical for the donor to disburse
 
funds without any controls. If no costs are incurred in loan
 
disbursement, any repayment is a net gain.
 

The third efficiency measure, the number of days the agency

requires to process an average loan, is shown in Table VI-20.

These figures should also be disaggregated by branch location,
 
type of loan (first time or repeat), type of enterprise, size of
loan, and purpose of loan, when appropriate. Since the exact
 
number of days was not availabl- a qualitative approximation was
 
used.
 

Again, there is a great discrepancy among agencies in loan
processing time. The greater the number of days between loan

application and approval, the more costly the 
loan is to the
 
borrower. Thus, BKK clients, who must pay high interest rates,
 
are compensated by having short waiting periods. 
This program

has a minimal screening process and offers 
no 	technical assistance.

However, programs that charge low interest 
rates often include an
 
indirect but significant charge by having clients wait 
a long

time or travel great distances to receive their loans.
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TABLE VI-19
 

QUANTITATIVE MEASURES OF CREDIT INSTITUTION
 
PRODUCTIVITY AND EFFICIENCY
 

BKK PfP[a)
 

(one year (three years
 
1-12/81) 7/78-7/81)
 

value of loans extended during the period
 
"-.......................................-
 $10,000 $27,049
 
number of loan officers
 

number of loans extended during the year
 
--.---------------..------------.------. 
 225 41
 
number of loan officers (1981)
 

number of active customers
 
---- ------- ----''''' ' 
 31
 
total bank staff
 

value of total outstanding loans
 
................................ 
 $ 4,921 $ 6.863
 
number of loan officers (6/30/82)
 

number of outstanding loans
 
................................ 
 237 28
 
number of loan officers 	 (6/30/82)
 

Cost 	per Loan:
 

total operating costs for the year
 
.................................. 
 $5.9 $ 1,239
 
number of loans extended during the year
 

Cost 	per S Lent:
 

total operating costs for the year
 
----------------.------------------
 $ .13 $1.87
 
value of loans extended during the year
 

a 	 Data cover a three-year period; staff time based on a weighted
 
average.
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TABLE VI-20
 

STAFF EFFICIENCY MEASURES IN SELECTED SSE CREDIT PROGRAMS
 

(a) 

Between Giving 

Client lian 
Application 

& Receiving 
All Req'd 

Program Documents 

PfP varies; 
usually 

several 
weeks 

BKK immediate 

FDR varies; 
often 

several 
weeks 

FRAI varies; 

usually 
several 

months 

(b) 


Between
 

Receiving
 
Loan Appli-

cation & 

Completion of 

Analysis 


varies 


immediate 


several 

weeks 


2-3 


months 


(c) 


Between 


Completion 

of Analysis 

& Approval 


immediate 


I week 


several 

days 


2-3 


weeks 


(d) 

Between 

Approval 
and Dis-
bursement 

TOTAL 
a-djb-d 

immediate several 
weeks 

immediate I week 

several 
days 

several 
weeks 

1-2 

weeks 

often 

3-4 
months 
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6. Customer Service and Follow-up 

Lack of follow-up of customers after loan disbursement is 
probably the single most important contributor to loan 
delinquency. Thus, information on this function is important 
when analyzing loan repayment performance. 

The amount of follow-up on loans should be proportionate to
 
the credit agency's objectives, loan si7e, and repayment status.
 
Some credit agencies may consider it cost-effective to visit
 
clients only with delinquent loans. Generally, however, staff of
 
programs with larger loans should visit all clients on a regular
 
basis to ensure that loans are used for their intended purpose
 
and motivate the clients to continue loan repayments. One agency
 
that provided loans to rural, dispersed African enterprises found
 
that agents had to visit clients to collect loan repayments. Yet
 
some Peruvian commercial banks implementing an SSE program never
 
visited their clients unless they were delinquent. The adminis
trative costs of the bankc were much lower than the development
 
bank administering the same program that did visit customers
 
regularly, but they did not know whethe: the funds had been used
 
for their intended purpose.
 

Borrowers often visit the implementing institution to make
 
loan repayments, but this is no substitute for staff of the SSE
 
credit agency visiting the client. During these visits, credit
 
agency staff should examine:
 

e 	 Whether the owner or manager is at the work site: 
repeated absences may signal neglect of the business; 

e 	Whether the owner or manager knows about upcoming pay
ments due and other loan conditions (especially impor
tant in high inflation economies in which loan interest
 
rates may be indexed or changed after loan initiation);
 

* 	 The status of accounting books or general knowledge about
 
the firm (including sales and unit costs);
 

* 	 The appearance of the workshop, that is, whether it
 
appears neglected or well-organized; and
 

e 	 The level of activity, inventory, finished goods, etc.
 

Information from loan agents should be corroborated by
 
statements from visited sub-borrowers. Loan agents tend to
 
exaggerate the frequency and content of these visits, whereas
 
borrowers may minimize these aspects. If a high-level evaluation
 
effort is budgeted, a random sample of sub-borrowers may be asked
 
about the frequency and value of these visits.
 

SSE loan programs with a savings component may not require
 
agents to visit clients that have savings accounts. In these
 
cases, the analyst should determine whether the agency has
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voluntary or so-called forced savings methods, whether the
 
procedures to open an account 
are simple and efficient, and
 
whether withdrawal of funds is easy and prompt.
 

A checklist of questions 
to guide the analysis of customer
 
service and follow-up is shown in Table VI-21.
 

E. CLIENT PROFILE
 

1. Evaluation Strategy
 

Information on some general characteristics of the clients
 
and loans of the SSE institution is required to determine the
 extent to which it has enforced its lending policies and reached
 
the intended target group. Before collecting and analyzing data
 
on loan recipients, however, the analyst should have a clear
 
definition of the socioeconomic characteristics of the target
 
group to serve as a source of comparison. This definition should
 
be found in project planning documents and through discussions
 
with donor and implementing agency staff.
 

The most simple, but superficial, method to learn about the
 
socioeconomic composition of borrowers is 
to seek information
 
exclusively at 
the lending agency and extrapolate from the data.
 
Credit institutions have two types of information on 
 SSE sub
borrowers: aggregated information on the composition of their

SSE portfolio and disaggregated information found within 
each
 
sub-borrower's file.
 

The least time-consuming method of data collection, 
as shown
 
in Table VI-22, is to rely exclusively on loan information that

has already been analyzed by the institution. A moderate effort
 
would involve drawing information from loan application forms and

other data found within client files. If the credit institution
 
has disbursed a large number of loans (over 300, for example),

the analyst could draw information on key socioeconomic features
 
of a randomly selected sample of files. The amount of time

required to gather this information depends on the quality of the
 
credit institution's records and ease of locating them.
 

If reliable quantitative information on sub-borrowers'
 
socio-economic status is 
required, a survey should be conducted.

It is 
cheaper to interview clients at a central location, such as
 
the local bank branch, than to have enumerators travel to the
 
clients' place of business. However, if reliable information on
 
client assets, housing, sanitation, and nutrition is sought,

interviews must be held at 
the client's place of business or
 
home. Among smaller firms, one dwelling usually serves both
 
purposes. If time permits, this information should be
 
complemented by data gathered through long interviews of 
a few

clients. A few hours should be allocated for each client inter
view.
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TABLE VI-21
 

QUESTIONS ON CUSTOMER SERVICE AND FOLLOW-UP
 

Loan follow-tp Does the organization have well
defined policy criteria that explain
 
under what circumstances loan officers
 

make follow-up visits?
 

Are visits conducted only when the loan
 

is delinquent?
 

What do loan officers discuss with
 
clients on these visits?
 

Frequency of How often do loan officers make visits
 
visits on average (weekly, monthly, etc.)?
 

How often would a typical borrower be
 
visited during the life of the loan?
 

How often are delinquent clients
 
visited, on average?
 

Content of What do loan officers discuss and observe
 
visits during their client visits?
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TABLE VI-22
 

DETERMINING CLIENT PROFILE
 

Key Issue:
 

What isthe socioeconomic profile of clients?
 

Data Collection 

& Analysis Effort 


Low 


Medium 


High 


Indicators/
 
Topics for 

Data Analysis 


Financial 

classification 

of borrowers 

using informal 

analysis techniques 


plus 


Statistical techni-

ques for pattern 

analysis used to 

classify clients 

according to key
 
socioeconomic
 
features
 

plus 


Statistical techni-

ques used to con- 

struct in-depth 

socioeconomic 

profile of clients 

and make comparisons 

with the general
 
population and the
 
target group
 

Methodology for
 
Data Collec-'ion
 

Review of aggregate
 
data on loans,
 
discussions with
 
implementing agency
 
staff
 

Pu
 

Examination of loan
 
files (random
 
sample, if
 
necessary)
 

Pills
 

Interviews with
 
random sample of
 
clients; in-depth
 
interviews with
 
with selected
 

clients
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2. Financial Classification
 

The most common method of classifying clients is based on
 
financial information collected by the implementing agency to
 
describe its portfolio composition. Popular classification
 
criteria include:
 

9 
 Size of loans (average, range, and distribution): can
 
help to reveal the scale of assisted enterprises since
 
SSEs will have a limited absorptive capacity for funds;
 

* Number of repeat loans: indicates whether a few enter
prises have received many loans or whether loans were
 
disbursed among many different enterprises;
 

e 	 Geographic location: should be divided into urban versus
 
rural or by geographic region. Often SSE programs focus
 
on clients located in urban areas 
to ease loan supervi
sion; often, the capital city and its suburbs capture 
a
 
high share of loans;
 

* 	 Economic sector: may be divided into those in the
 
agribusiness, commerce, artisan/industrial, and service
 
sectors; the type of enterprise should be compared with
 
original objectives; and
 

e 
 Purpose of loans (working capital, fixed assets): should
 
be analyzed in light of the type of enterprises that
 
received loans; commercial SSEs will receive working
 
capital loans, whereas others may receive a mix of fixed
 
and working capital loans.
 

This information should, if possible and appropriate, be
 
disaggregated by loan branch. At a minimum, the analyst should
 
analyze the number and value of loans by branch office. This
 
helps to analyze the performance of the branches and provides a
 
framework for interpreting SSE performance.
 

3. Key Socioeconomic Features of Sub-borrowers
 

General socioeconomic data on sub-borrowers often can be
 
found at the SSE lending agency. Credit institutions vary on how
 
much information they collect on sub-borrowers. Credit programs

for microenterprises usually have little information on 
their
 
clients, whereas commercial banks often require SSEs to submit
 
audited financial statements w4 th the loan application form, and
 
each year until the loan is 
Fuily repaid. Although borrowers may

be required to submit these financial statements during the loan
 
repayment period, the SSE credit institution often is rather lax
 
in enforcing this loan stipulation, unless the loan is
 
delinquent. Not surprisingly, the institutions' interest in 
the
 
financial affaits of its sub-borrowers is closely correlated to
 
whether their payments are made on time.
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Nonetheless, examining the files of implementing agencies
 
can be an efficient means of obtaining background informa
tion. Information that is often found in client files and useful
 
for a socioeconomic analysis .s summarized in Table VI-23. This
 
information should be compared with characteristics of the target

group and general population. Statistical techniques may be used
 
to determine whether a significant difference between the two
 
groups exists.
 

TABLE VI-23
 

GENERAL SOCIOECONOMIC INFORMATION ON SUB-BORROWERS
 
OFTEN FOUND INCLIENT FILES
 

Date of birth!age
 

Sex
 

Marital status
 

Number of dependents
 

Date of business incorporation
 

Specific business activity
 

Legal status
 

Ownership
 

Previous loan history
 

Financial statements
 

Number of employees
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The loan application form usually provides base-line data on
 
the SSE's financial status before loan disbursement. In addi
tion, most loan agencies perform an analysis of what they
 
think the loan's effect will be on their client. This can
 
involve fairly sophisticated sensitivity analyses for larger SSEs
 
or a simple cash-flow analysis to ensure that the firm can meet
 
its loan payments. This background information and projections
 
provide a basis for comparison when interviewing clients and
 
analyzing actual results.
 

Some SSE credit agencies also collect information on the
 
number of employees the firm has at the time of loan application

and number of jobs the loan is expected to help create. These
 
numbers usually are not reliable and do not reflect the degree of
 
underemployment or use of seasonal labor.
 

Commercial banks collect this information only if expressly

required by the SSE program. A Panamanian development bank, for
 
example, set a ratio of loan amount to jobs created that all SSE
 
clients had to meet. The bank director claimed that loans would
 
be withdrawn from clients if they had not reached this target

within one year of the loan's disbursement. This radical example
 
of stressing the employment-generating purpose of SSE loans is
 
unusual.
 

4. SSE In-depth Socioeconomic Profile
 

Key socioeconomic features of sub-borrowers should be
 
analyzed for two purposes: to determine whether the target group
 
was reached, and to provide a context for analyzing SSE
 
performance. The socioeconomic background of entrepreneurs some
times also helps to explain the SSE's financial and administra
tive performance.
 

Although the analyst might locate an in-depth socioeconomic
 
description of SSE project participants in the archives of the
 
donor or implementing institution, such a discovery is the
 
exception rather than the norm. Moreover, if the donor or
 
implementing institution does have a socioeconomic profile of SSE
 
project participants, this profile is typically ambiguous and
 
unverified. Thus, if time is available, analysts should attempt
 
to construct their own SSE socioeconomic profile either as the
 
sole source of this information, or to fill in and crosscheck an
 
already-existing profile. Table VI-24 provides an example of
 
topics to guide the collection of this information.
 

The socioeconomic characteristics of SSE owners and managers

often have a direct bearing on the performance of the enterprise.
 
Certain ethnic minorities in different parts of the world -- the
 
Lebanese in West Atrica or those of Chinese ancestry in Indonesia
 
-- usually are exempt from subsidized government assistance
 
projects. These groups often have a substantial extended family
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TABLE VI-24
 

QUESTIbNS ON THE SOCIOECONOMIC BACKGROUND
 
OF PROJECT PARTICIPANTS
 

By Questioning the Client:
 

How 	many people live and eat with the project
 

participant?
 

How 	many of these people contribute to the p;oaect
 
participant's income? 

Do any family members living elsewhere contribute to
 
the household's income? 

What 	household activity provides the primary source of
 
income for the family? 

Where does the project participant live?
 

Does 	 the project participant's household own land? If 
so, how much and of what quality? 

Does 	 the project participant's household rent land? If 
so, how much and of what quality? 

( ) 	 If the household cultivates land, what are the primary 
crops grown? 

What 	 is the project participant's primary occupation? 

What 	 are the project participant's secondary occu
pations?
 

Which of these economic activities have been added, if 
any, 	since the project participant received technical
 
assistance?
 

Which economic activities, if any, have been dropped
 
since the project participant received technical assis
tance?
 

How many employees are employed by the enterprise?
 

How many of these employees are family members? 

What is the highest level of formal schooling completed
 
by the project participant?
 

Has the client ever received a loan from any other
 
formal credit sources? If so, what was the credit 
source, how much was received, and what were the loan 
terms and conditions?
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TABLE VI-24 (Continued)
 

Has the client ever received a loan from informal
 
credit sources? If so, what was the source, how much 
was received, how much had to be repaid, and what was 
the loan repayment period?
 

Ifthe client has received a loan from an alternative
 
source, why did the client select this source? Why Is
 
the client now borrowing from the credit agency? What
 
would the client have done without the credit agency?
 

Through Observation:
 

What is the client's ethnic group (ifappropriate)?
 

What are characteristics of the client's housing
 
(including roof, floor, and wall-building material;
 
plumbing; electricity)?
 

Does the client's household own a car, motorcycle, or 
bicycle?
 

Does the client's household own a television set, 
radio, or major appliances? 
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involved in their businesses, access to informal sources of
 
capital within their communities, and, perhaps, generations of
 
experience in commercial business.
 

Extrapolations based on socioeconomic characteristics of
 
entrepreneurs 


Age: 


Sex: 


Ethnic: 


Formal
 
Schooling: 


Marital
 
status: 


Legal
 
status: 


Economic
 
activities
 
of family or
 
holding
 
company: 


Location of
 
enterprise: 


Number of
 
dependents: 


Landowning
 
status: 


include:
 

Does the entrepreneur have much experience running
 
a business?
 

If female-owned, does she also manage the
 
business? Are there any stigmas attached to women
 
managing their own business?
 

Is the owner a member of an ethnic group known for 
group its entrepreneurial abilities? Is this
 
ethnic group singled out by the government to
 
receive subsidized assistance?
 

Is the owner literate? (This affects type of tech
nical assistance that would be most useful; is
 
proxy for entrepreneur's economic background.)
 

How many wives does the owner have? (The number of
 
wives may be proxy for economic status; if owner
 
is widow, may have inherited the business.)
 

If the enterprise is not legally incorporated, it
 
may not be eligible to receive assistance from
 
other sources and may be operating illegally.
 
Responses from illegal operations can be presumed
 
to be highly suspect.
 

Needed to determine whether SSE is an independent
 
unit whose analysis will yield meaningful results.
 

Can affect its sales volume and its delivery of
 
inputs and profits.
 

Needed to calculate per capita income of family
 
members.
 

Proxy for economic status and indication of other
 
household activities.
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The evaluation team may be perticularly interested in the
 
availability and cost of alternative sources of credit 
to credit
 
fund customers. Since some informal credit sources may be
 
illegal, it will be difficult to find out whether these sources
 
have been used by clients. Also, it probably will be difficult
 
to determine the effective interest rates on alternative credit
 
sources unless enumerators are skilled at asking the proper

follow-up questions. A more reliable approach is to have the
 
financial analyst on the evaluation team conduct a longer inter
view with a few clients that have received credit from competing
 
sources. Clients should be pressed to reveal their opinions of
 
the advantages and disadvantages of the various credit sources.
 
This information may help to reveal how the credit agency might
 
improve its operations.
 

F. CONCLUSION
 

An analysis of the financial performance and viability of
 
the credit agency can substitute for an administrative analysis.

If the institution performs well financially, it is less
 
necessary to examine its administrative performance. However, if
 
financial performance has not met donor expectations, an analysis
 
of administrative performance should help to explain why and
 
suggest recommendations for improvements.
 

G. KEY REFERENCES
 

Crosse, Howard, and Hempel, George. Management Policies for
 
Commercial Banks. 3d ed. Englewood Cliffs, N.J.: Prentice
 
alT1T80.
 

Deschamps, Jean-Jacques. Appraisal Report on Sonali and National
 
Banks in Bangladesh. Washington D.C.: Development Alterna
tives, Inc., June 1984.
 

Diamond, William, ed. Development Finance Companies: Aspects of
 
Policy and Operation. Baltimore: Johns Hopkins University
 
Press, 1968.
 

Diamond, William, and Raghavan, V.S., ed. Aspects of Development
 
Bank Management. Baltimore: Johns Hopkins University Press,
 

Herrick, Tracy. Bank Analyst's Handbook. New York: John Wiley and
 
Sons, 1978.
 

Tendler, JudiLh; Grindle, Merilie; Hatch, John; and Jiminez,
 
Roberto. Captive Donors and Captivating Clients: A Nicaraguan

Saga. Inter-American Foundation Evaluation Series, November
 
1984.
 



CHAPTER SEVEN
 

Evaluating Small-Scale
 
Enterprise
 

Technical Assistance
 
Implementing Institutions
 

C,,/~ nn~eie7 iu m"" . J 

be p' - S5 S6.1 



151
 

CHAPTER SEVEN
 

EVALUATING SMALL-SCALE ENTERPRISE TECHNICAL ASSISTANCE
 
IMPLEMENTING INSTITUTIONS
 

A. KEY ISSUES AND DEVELOPMENT HYPOTHESES
 

Technical assistance projects vary widely. The most popular
 
type of AID-funded technical assistance is management advice and
 
training to small-scale enterprises. This includes preparing

feasibility and marketing studies, serving as a broker between
 
SSEs and credit sources, locating input supply sources, and
 
implementing accounting and man3gement information systems. Some 
technical assistance agencies focus on production technology:

identifying and installing appropriate technology, establishing
 
industrial parks geared to SSEs, or training skilled workers to
 
maintain and repair equipment. Other training programs teach new
 
or improved techniques to those wishing to enter or excel in
 
artistic handicrafts, metal working, carpet making, leather
 
tanning, food preparation, carpentery, and other crafts. Donors
 
wishing to influence policy fund trade unions and universities to
 
promote research and legislation that favor SSE interests. This
 
manual focuses on technical assistance to SSEs, rather than on
 
those seeking to train individuals or build institutions.
 

Many technical assistance projects are linked to a financial
 
assistance project; sometimes the same agency provides both tech
nical and financial support. Some agencies charge a fee, whereas
 
others provide free technical assistance. And some technical
 
assistance agencies work within a broader framework of community
 
development, group enterprises, or cooperatives, whereas others
 
concentrate on individual firms.
 

The short-term objective of most donor-funded SSE technical 
assistance programs, irrespective of their nature, is to improve

the quality, efficiency, and/or coverage of technical assistance
 
to firms and/or the target labor force. In general, a technical
 
assistance agency's performance is measured against three
 
criteria:
 

0 Administrative performance: has the institution deliv
ered appropriate and high quality technical assistance to
 
clients in an efficient and effective manner?
 

* 	Administrative and financial viability: is the organiza
tion administratively and financially self-sustaining?
 

* 	Client coverage: has the agency provided technical assis
tance to the target group? What are the socioeconomic
 
characteristics of those that have received technical
 
assistance?
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Not all criteria may be appropriate for every technical
 
assistance agency. These criteria must be consistent with each
 
agency's objectives. Many technical assistance agencies, for
 
example, do not intend to become financially self-sustaining;
 
they anticipate outside donor or government support to continue
 
indefinitely. Some international technical assistance agencies
 
hope that each field project will become administratively self
sufficient and staffed entirely by host country nationals,
 
whereas others do not wish to decentralize operations. In these
 
cases, it may be interesting to examine the ability of the field
 
institution to become financially and administratively self
sustaining but should not be used as a basis against which to
 
judge performance.
 

B. GENERAL EVALUATION STRATEGY
 

The merits of a technical assistance program are best judged

by its clients. Assisted SSEs, thus, are the most important
 
source of information on the quality, appropriateness, and effec
tiveness of outside assistance. All three levels of evaluation
 
strategy shown in Table VII-l therefore include interviews with
 
SSEs as part of the evaluation effort. The data collection
 
effort that is least time consumi.-.i would involve short inter
views with a few accessible clients, the medium effort would add
 
more substantial interviews with some representative cases,
 
whereas the most labor-intensive effort would include responses

from a randomly selected group of assisted and unassisted SSEs as
 
well as other, si f-'lar technical assistance agencies in the same
 
region.
 

A close relationship exists between determining the quality
 
of technical assistance and its effect on the enterprise. This
 
chapter focuses on the appropriateness and quality of technical
 
assistance at the institutional level. Chapter Eight discusses
 
how to evaluate the effect of outside assistance on assisted
 
SSEs. If the evaluation team decides to interview clients, by

adopting the medium- or high-level evaluation strategies, both
 
issues should be covered.
 

Since the type of assistance and target group of technical
 
assistance agencies often change over time, the analyst should
 
collect data to provide a historical perspective on the organiza
tion. The focus of the inquiry should be on the period

immediately prior to donor assistance up to the time of the
 
evaluation. Special attention should be paid to lessons learned

by agency staff and what implications these have had for the
 
agency. Not enough is known about how 
to provide technical
 
assistance effectively and efficiently to SSEs; costly mistakes
 
of how not to do it, however, are constantly repeated.
 



153 

TABLE VII-1 

HIERARCHY OF STRATEGIES TO EVALUATE 
TECHNICAL ASSISTANCE IMPLEMENTING INSTITUTIONS 

Evaluation 

Strategies 

General Evaluation Methodology 

for Data Collection and Analysis 

Level of 

Effort 

Low Comparison of general targets 
with achievements through 
review of basic documents, 

and discussions with field 
staff and a few accessible 
clients 

7-10 

person-days 

Plus 

Medium Qualitative assessments of 
technical assistance through 
review of training materials, 
witnessing braining sessions, 
in-depth discussions with moet or 
all of technical assistanc2 s'aff, 
and case study examination! of a 
few representative clients 

14-21 
person-days 

High Presentation of multiple 
perspectives on administrative 
and technical performance, 
sensitivity analysis on 
financial viability, and 
In-depth client profile, 
through discussions with staff 
of similar agencies and 
random sample of assisted 

and unassisted SSEs 

42-84 
person-days 
plus survey 
team 
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Information should be gathered that tries to 
separate

changes caused by the 
infusion of donor funds and technical
 
assistance from those that would have occurred anyway. 
When

possible, the analyst should try 
 to collect information that
 
would provide a comparative base for analyzing the technical
assistance agency. This information includes other technical
 
assistance programs managed by the same institution and similar
SSE technical assistance programs administered by different
 
organizations operating in 
a similar environment.
 

The person evaluating the technical assistance institution,
 
agency, or department should have:
 

e 
Expertise in the specific type of assistance that the SSE
 
agency promotes (including SSE management and accounting

systems, appropriate technology, and training);
 

Familiarity with similar SSE programs in developing

countries; and
 

o 	Knowledge about the country in which the SSE program is
 
operates, if possible.
 

The task of collecting information often is extremely sen
sitive, especially if 
the technical assistance organization

performs below expectations. Staff of small agencies that live
 
in 	fairly isolated areas may be, justifiably, suspicious of
outsiders coming to 
evaluate their program. Thus, the analyst

must be sensitive to these co',cerns as well as possess the
 
necessary technical qualifications.
 

C. ADMINISTRATIVE PERFORMANCE
 

1. Evaluation Strategy
 

Analysis of organizational performance is often limited to
 
quantitative measures (including budgets, number and qualifications of personnel, organizational structure, magnitude of
 
technical assistance, and training provided). 
 Although these
factors are important indicators to be included 
in 	an analysis,

other, qualitative factors 
are equally important (such as incentives or disincentives to the provision of services, emphasis on

short-term outputs or 
longer-term capacity-building objectives,

extent to 
which leadership and initiatives are encouraged or
 
discouraged by organizational norms, and style by which training

and consulting activities are carried out). Quantitative factors
 
help to assess the capacity or 
stock of an agency to provide

services. Qualitative factors, however, indicate the perfor
mance or behavior of the agency in actually applying its
 
resources or capacity in the delivery of services.
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Organizational performance is, for the most part, a factor
 
of a mandate that provides sufficient authority to agency manage
ment to translate broad organizational purposes into specific
 
activities; a decision-making process that includes appropriate

and timely data to support planning, implementation, and evalua
tion activities; trained and experienced personnel; and incen
tives that directly support organizational and specific program

objectives.
 

The following areas, therefore, provide a structure for
 
collecting data from technical assistance agencies:
 

* 	Organizational mandate and objectives;
 

* 	Organizational structure;
 

* 	Internal procedures;
 

* 	Decision-making process and management information sys
tem;
 

* 	Personnel background and staff training;
 

* 	Training methods and content; and
 

e 	Staff productivity and efficiency.
 

This structure should be used for all evaluation levels shown
 
in Table VII-2. Those conducting low-level data collection and
 
analysis efforts may comment briefly on each category, whereas
 
more time-consuming evaluations should go into greater depth. The
 
low-level evaluation strategy shown in Table VII-2 stresses quan
titative measures, whereas more labor-intensive options would
 
include information on qualitative trends. The lowest effort
 
relies primarily on data collected through an examination of
 
basic documents and discussions with agency staff. A more time
consuming effort would involve longer staff interviews that test
 
their knowledge of the subject matter. The analyst should also,
 
when possible, witness training sessions to evaluate the
 
pedagogical techniques used and their relative effectiveness.
 

The highest level would also include information collected
 
through a randomly selected sample of participants and non
participants and conversations with similar technical assistance
 
agencies. The analyst should be aware that it is usually

extremely difficult to derive a frank appraisal of the value of
 
technical assistance, particularly if the technical assistance
 
agent is lingering nearby. Respondents will assume that inter
viewers are associated with the technical assistance agency and,
 
therefore, extoll its virtues. One method of determining partici
 
pants' true appraisal of the value of technical assistance is to
 
observe whether advice is still followed. Another important
 
croswheck is to ask non-participants why they chose not to
 
receive technical assistance and what factors would cause them to
 
reverse this decision.
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TABLE VII-2
 

STRATEGIES TO EVALUATE ADMINISTRATIVE PERFORMANCE
 

Key Issue:
 

Has the institution delivered appropriate and high
 
quality technical assistance in an efficient and
 
effective manner?
 

Data Collection 	 Indicators/Topics 

& Analysis Effort 	 for Data Analysis 


Low 	 General analysis 

of organization-

al mandate and 

objectives, 

organizational 


structure, in-

ternal procedures,
 
decision-making
 
process and
 
management infor
mation service,
 

personnel back
ground and staff
 
training, training
 
methods and content,
 
and staff productiv

ity and efficiency
 

Plus
 

Medium Qualitative assess-

ments of technical 

assistance and staff 

performance; in-depth 

case studies uf 

technical assistance 

efforts 


plus
 

High 	 Pattern analysis of 

respondents' view on 


efficiency, quantity, 

and quality of tech-

nical assistance 


Methodology for
 
Data Collection
 

Review of basic
 
documents; dis
cussions with
 
field staff and
 
a few accessible
 

clients
 

Review of traii
ing materials;
 
participation
 
in training
 
sessions; long
 
discussions
 
with staff and
 
representative
assisted clients
 

Interviews with
 
sample survey of
 

assisted and
 
unassisted
 
clients
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2. Organizational Mandate and Objectives
 

Frequently, it is assumed that the goals and priorities of
 
an organization are commonly understood and shared among its
 
employees as well as client groups. Staff providing technical
 
assistance know what is expected of them and clients understand
 
what technical seriuices can be provided and how these services
 
can be accessed. These assumptions, however, are not always
 
valid.
 

The mandate of the organization may be so generally stated
 
that it does not provide clearly defined authority to set
 
operational objectives or priorities, or it may be so narrowly
 
defined that the organization is restricted to administering

activities dictated by outside sources (parent organizations or
 
donor agencies, for example). Without a clear and adequate

mandate, organizations are limited in their ability to secure
 
necessary funding or set and revise as necessary the priorities

required to achieve their purposes effectively. Questions to help
 
the analyst determine the extent to which an organization has a
 
sufficiently well-defined and established mandate to carry out
 
its work include those cited in Table VII-3.
 

3. Organizational Structure
 

Technical assistance agencies vary so widely in structure
 
and size that no general rules can be set. Sometimes the tech
nical assistance function is performed by a few individuals in a
 
department of a financial institution, whereas other times an
 
entire autonomous institution is devoted to providing this
 
support. The autonomy of this function is critical to
 
interpreting its effectiveness.
 

The analyst should make sure, in any case, that basic
 
functions such as program planning, implementation management,

monitoring and evaluation, personnel administration and staff
 
development, financial management, and administrative support are
 
actually performed and that there are clear lines of authority
 
and responsibility. Management consulting agencies are not
 
exempt from being poorly managed themselves.
 

If technical assistance is provided to complement financial
 
assistance (loans), the analyst should examine carefully the
 
relationship between these two functions. Sometimes, for
 
example, an outside technical assistance agency is responsible
 
for conducting feasibility studies for the credit agency.

However, in one West African case, for example, the financial
 
institution believed that the technical assistance agency wantei
 
to promote its clients rather than help weed out bad risks. The
 
bank disregarded the technical assistance agency's feasibility

studies and, instead, conducted its own separate analysis. The
 
analyst, therefore, should examine carefully whether the two
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TABLE VII-3
 

QUESTIONS TO DETERMINE ORGANIZATIONAL MANDATE
 

Does the organization have a written charter that de
fines its purpose and sets forth the authorities given
 
to its officers?
 

Does this statement accurately represent the work the
 
organization is presently engaged in?
 

Does this statement provide adequate authority to
 
management, particularly over budgets and personnel, to
 
carry out its work?
 

) Are organizational purposes and priorities known
 
throughout the organization?
 

How does the organization convey its priorities to
 
staff members?
 

Do client groups know the purposes and priorities of
 
the organization?
 

What means does the organization use to convey and
 
reinforce an understanding of its purposes and priori
ties to the client groups?
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agencies truly have a collaborative relationship, including

conformity between loan criteria and requirements and technical
 
assistance.
 

When a small agency administers a credit and technical
 
assistance project, the same staff members usually act as loan
 
and technical assistance agents. Although some SSEs may believe
 
that their banker is their friend, this friendship quickly

becomes strained when payments are not made on time. The
 
credibility of an agent may be seriously weakened if at one
 
moment he or she tries to gain the SSE's confidence to introduce
 
a new management technique but soon thereafter tries to collect
 
delinquent loan payments. The analyst should examine the staff
 
responsibilities and help determine whether certain functions
 
should remain independent.
 

The analyst should try to review job descriptions and
 
reconstruct an organizational chart of the technical assistance
 
group or agency that reflects the chain of command and flow of
 
information. A technical assistance agency may be part of 
a
 
worldwide technical assistance agency; the term "technical
 
assistance agency" used in the section refers to the group that
 
operates in-country. Questions to help understand the structure
 
of the technical assistance organization include those in Table
 
VII-4.
 

4. Internal Procedures
 

An agency's administrative procedures should support the
 
efficient delivery of technical assistance to SSEs. These pro
cedures, therefore, should be consistent with specified
 
objectives for the delivery of technical assistance. If, for
 
example, technical assistance agents are expected to visit client
 
SSEs regularly, procedures must allow for access to transporta
tion and adequate per diems to be paid for overnight stays.
 

Technical assistance agencies sometimes operate loosely,

without clear procedures or criteria for providing assistance.
 
In other instances, administrative or personnel procedures unduly

restrict or serve as disincentives for the provision of technical
 
assistance (inadequate or lengthly delays in per diems or promo
tions based on pleasing the supervisor rather than serving the
 
client). The evaluator should analyze the appropriateness of
 
current procedures and the extent to which they serve as incen
tives for carrying out agency objectives.
 

The process by which SSEs are selected for assistance ranges
 
from agencies that have no control over whom they assist to
 
those that set strict criteria. If clients are required to pay
 
for assistance, the analyst should determine whether these
 
charges have excluded poorer SSEs that otherwise demonstrate good
 
potential from the program.
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TABLE VII-4
 

QUESTIONS ON THE TECHNICAL ASSISTANCE
 
GROUP'S ORGANIZATIONAL STRUCTURE
 

) 	Is this in-country agency or group completely autono
mous, or is it part of a larger organization?
 

Who has the final authority to set policies?
 

Do Job descriptions exist that accurately reflect
 
responsibilities and functions?
 

Which department or individuals are responsible for the
 
analysis and approval of technical assistance requests?
 
Isthis decision made by those responsible for pro
viding technical assitance or by those outside the
 
group (such as a loan officer)?
 

Which department or individuals are responsible for
 
providing technical assistance? Are these the same
 
individuals responsible for collecting loans?
 

Which individuals are responsible for monitoring the
 
performance of assisted SSEs? Is this information
 
reviewed by headquarters staff?
 

Which department performs the internal accounting
 
and financial services? Is this function performed
 
by an in-house accountant, or is all information
 
relayed and analyzed at the agency's headquarters?
 

Which department or individuals are responsible for
 
internal evaluations of the technical assistance
 
agency? Is this function performed by the in
country or headquarters staff?
 

Does the management of the technical assistance
 
have the authority to set personnel policies
 
(salaries, bonuses) and have control over
 
hiring and firing staff? If not, who performs
 
this function?
 

) 	To whom do all these individuals report?
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Also important is whether the assistance agency refers
 
clients to other experts when its staff does not have the
 
required skills or whether it contracts such experts to perform

the 	service through the agency. Since agency staff cannot
 
possibly meet all clients' needs, this demonstrates whether the
 
agency is willing and financially capable of meeting the
 
partcular needs of specific clients.
 

Table VII-5 provides a list of questions that may be used
 
to guide the evaluation of internal procedures. Analysts should
 
seek answers to these questions through conversations with agency
 
staff and a review of all documents pertaining to the agency's

internal procedures. In some cases, an operating manual is an
 
appropriate management tool; in other cases, it is not. 
Large,

geographically dispersed organizations, for example, will have
 
greater need for written procedures than a three-person technical
 
assistance unit.
 

5. 	 Decision-making Process and Management Information
 
System
 

The technical assistance agency should have a decision-making
 
process that sets forth criteria for providing assistance and the
 
channels through which decisions are made. This process, in
 
turn, should be supported by a management information system that
 
relays designated data to particular staff members in a timely
 
manner.
 

The technical assistance agency should have a functioning
 
system by which it plans and monitors activities, evaluates staff
 
and SSE performance, and uses findings to improve its services.
 
The management information system should be based on a prior

analysis of the particular data requirements of specific decision
 
makers. Attention should also be given to the efficiency of the
 
information system. Some technical assistance agencies may develop
 
overly elaborate or detailed information systems that cannot be
 
maintained efficiently.
 

Ad hoc demands for special reports or information that
 
serves managers' immediate purposes rather than the long-term

management performance of the technical assistance agency often
 
contribute to the development of unnecessarily detailed or
 
complex information and reporting systems. As part of the
 
analysis, therefore, consideration should be given to how the
 
information system was designed and what are 
the 	level and
 
purpose of external demands for information. The system should
 
provide for regular reviews by those not directly implementing
 
the 	program (for example, headquarters reviews of branch
 
activities), but these requirements should be designed into the
 
system and not treated on an as-needed basis.
 

Although a large part of the technical agency's management
 
information 
system may be conducted through staff conversations,

there should also be written information on clients. This should
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TABLE VII-5
 

QUESTIONS TO EVALUATE INTERNAL PROCEDURES
 

( ) Operating Does the organization have a manual that 
manual clearly states the organization's operating 

procedures? 

If so:
 

* 	Does the manual reflect the agency's
 

current operating policies and
 
program objectives?
 

e 	How often is this manual updated?
 

9 	Do field staff have easy access to
 
the manual?
 

If not:
 

@ 	Does the organization need an
 
operating manual?
 

a 	Do field staff understand the
 

organization's policies and
 
procedures?
 

s 	Do field staff believe that these
 
procedures are appropriate for
 
performing their task efficiently and
 
effectively?
 

Analysis of What are the criteria for choosing which SSEs
 
technical to assist? How does the agency set
 
assistance priorities?
 
requests
 

Are these criteria sufficient 3nd appropriate?
 

Does the technical assistance agency have
 

final approval over which clients itassists?
 

Does the t.chnical assistance agency require
 
the SSE to fulfill any tasks or conditions
 
prior to receiving technical assistance?
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TABLE VII-5 (Continued)
 

Provision of 
technical 
assistance 

Are the criteria, tasks, or conditions set by 
the technical assistance agency fulfilled by 
the SSE before technical assistance is 
provided? 

Are the same staff members responsible for 
providing technical assistance and other 
services (such as collecting loans)? 

What criteria are used to determine which type 
of technical assistance ismost critically 
needed by the SSE? 

What criteria are used to determine the 
frequency and duration of technical 

assistance? 

When agency staff do not possess the 
particular skills required to assist an SSE, 
does the agency subcontract with outside 
experts? 

What criteria are used to determine when to 
cease providing technical assistance? 
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include information on each client's 
 specific tc-hnical assistance needs; it 
should also include a record of each technical
 
assistance visit and its content as well as the agent's comments
 on the effect of the assistance. If no information is available
 
on clients or 
if files are difficult to locate, the management
information system does not ccntribute to efficient agency

management.
 

In addition to supporting the planning and management of
 
agency assistance, the information system should include the means
to monitor the impact of assistance or SSE objectives. This
 
information is particularly important for the agency to 
determine
the appropriateness and effectiveness of the strategies b~eing

applied in their services to SSEs.
 

When technical assistance is part of a package to receive
 
credit, clients may follow agents' advice only until the 
last loan
repayment is made. Thus, 
it is extremely important to examine
 
whether the technical assistance agency ever visits past clients
to determine whether its advice is still followed. 
Since the type

and amount of technical assistance will vary according to client
needs, the 
technical assistance agency should be continuously

reassessing the nature of its 
services. Some questions to ask
about the agency's decision-making process and management
 
information system are shown in Table VII-6.
 

6. Personnel Background, Training, and Incentives
 

Technical assistance agents 
are not always qualified to
provide the full range of 
advice that SSE clients require. In
 
large part, this 
is because most publicly funded technical assistance agencies are not able to 
provide competitive salaries and

benefits to those most qualified to provide technical assistance
 
-- especially 
in specialized fields such as engineering, animal
 
sciences, agronomy, or export marketing. As a result, many
agencies are staffed with recent university graduates who have an
 
introductory background but lack practical work experience with
 
enterprises.
 

Management assistance agencies, for example, 
often are
 
staffed by young recent graduates of the local university's

business administration department. 
This training prepares

students to work within larger enterprises that have different
management needs from SSEs. In addition, this type of training

is less useful in most cases 
than actual SSE management

experience. 
Those that have not worked for businesses themselves
 
may not be taken seriously by clients. 
Thus, the analyst should
review the background of staff with regard to client needs and
 
available funds.
 

Given these inherent limitations, an analysis should be
 
carried out of staff development efforts made within the
technical assistance agency. 
These efforts might include in
service training courses, assigning new, junior-level staff to
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TABLE VII-6
 

QUESTIONS ABOUT THE DECISION-MAKING PROCESS
 
AND MANAGEMENT INFORMATION SYSTEM
 

Relationship of 


decision-making 


process to manage-


ment information
 

system 


) 	 Comprehensiveness 

of management 

information system 

) 	 Efficiency of 

management 

information 
system 


Is the management information system
 

closely integrated into the decision-making
 
process?
 

To 	what extent does this information
 

contribute to decision making?
 

Does a system exist to ensure regular moni

toring of activities, planning, and internal
 

evaluation and review?
 

Do field staff receive feedback on informa
tion they provide to the management infor

mation system?
 

How does the technical assistance agency
 

evaluate the appropriateness and quality of
 

assistance it provides?
 

How does the agency evaluate the long-term
 

effectiveness of its assistance?
 

Is information from the management informa

tion system received on a timely basis?
 

Is information stored so that it can be
 
retrieved easily?
 

Are files complete and in order?
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work for specified periods with more experienced personnel,
conducting periodic staff appraisals, and developing internships

with SSEs for new staff. 
The analyst should identify alternative
 ways in which training needs may be served, given the range of
options that exists in the local 
situation.
 

Staff must also be able to communicate effectively with
 
clients. Not only should the agents speak the native tongue of
the SSE managers, but they must also understand problems from the
 
client's point of view and convey new 
ideas in a constructive,

non-condescending manner. Frequently, this requires that
 
otherwise technically qualified staff receive specialized

training in developing and implementing consulting relationships

with clients. Ethnic group an.d 
regional differences between
staff and clients may hinder or 
help the agent's ability to

provide assistance.
 

In other situations, the effectiveness of the agent's

technical assistance may be limited more by organizational

incentives or procedures than by the lack of technical skills.
 
For example, inadequate per diem rates 
or the unavailability of
adequate transport will seriously affect the delivery of
 
technical services even when personnel have the needed technical
 
skills and experience.
 

The analyst, therefore, should collect data and 
information
 
about the skills of technical assistance agents as well as the
procedures or incentives that exist to 
encourage or discourage

the effective and timely delivery of technical advice to SSEs. A
low-level effort would be to collect this information through

discussions with senior staff and a few representative clients.

More valid and comprehensive information, however, can be
 
gathered only through long discussions with field agents 
that
test their knowledge and interviews with a randomly selecteC
 
group of assisLed SSEs. A list of questions that may be anFwered
 
by these sources is shown in Table VII-7.
 

7. Training Methods and Content
 

Training for SSEs usually falls 
into two categories:

training is provided to similar groups of SSEs at 
a common site,
or trainers visit each SSE individually. In general, training

provided at or near the job site can be made more specific, with
instructional examples or problem-solving exercises drawn from
 
the local situation. On-site training also allows for greater
concentration of 
training in a single organization, including

participants from several levels 
(supervisors and subordinates).
This is 
not often the case when a limited number of participants
 
are selected from among several SSEs 
-- usually from the same
 
organizational levels. 

The analyst should determine the organization and content of
 
training programs, the means used to determine training needs and
develop specific programs, the training methods and materials
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TABLE VII-7
 

QUESTIONS ON PERSONNEL BACKGROUND,
 
TRAINING, AND INCENTIVES
 

Skills:
 

( ) Training 	 What academic training have the
 
technical assistance agents received?
 

What additional, on-the-job training have
 
agents received?
 

Has this training been limited to technical
 
skills, or has it also included skills
 
in training or providing technical
 
assistance to others?
 

Experience 	 Have the technical assistance agents,
 
themselves, ever managed an enterprise?
 

How many years of practical experience have
 
the technical assistance agents had?
 

Ability to Are 	the technical assistance agents
 
relate to originally from the region in which they 
SSE owners work? 
and/or 
managers 	 Are the technical assistance agents members
 

of the same ethnic group that they assist?
 

Is the socioeconomic background of
 
technical assistance agents similar to the
 
clients they assist?
 

Are the agents good trainers who communi
cate effectively with clients?
 

How many expatriates work for the technical
 
assistance agency? What are their
 
responsibilities in relation to the other
 
technical assistance agents?
 

Incentives:
 
Is essential support provided to personnel
 
on a timely basis (including transport, per
 
diem, and supplies)?
 

What specific incentives exist for
 
personnel to contribute fully to the
 
agency's overall performance? What
 
disincentives exist?
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being used, and the interaction between technical assistance
 
staff and SSE managers during training programs and on-site
 
visits. Some problems faced by SSEs can be resolved by applying

standard technical solutions. These problems lend themselves to
 
the transfer of knowledge through training and on-site visits.
 
Many problems, however, do not have a single solution that can be
 
conveyed through pre--packaged training courses. This type of
 
training requires a problem-solving approach with the trainer
 
functioning not as a provider of answers but as a facilitator of
 
structured problem-solving activities. The primary purpose of
 
this training is to develop problem-solving skills, using actual
 
or simulated problems, rather than developing a specific answer
 
to a particular problem. Technical staff often have difficulty

shifting from telling clients what they should do to facilitating
 
the client's analysis of its own problem and arriving at what the

client regards as the most workable solution. The analyst should
 
consider to what extent distinctions are made in the types of
 
training provided a~id the ability of the technical staff to
 
differentiate the kind of stratr-gy required.
 

The analyst should also consider other factors that affect
 
the quality and impact of training. These include:
 

* 	 The location of the training (at or near the SSE
 
operation or at a central or regional institution);
 

The timing of the training (night classes or during
 
business hours);
 

e 	 The duration and size of each class (number of hours and
 
participants);
 

* 	 Whether participants are from the same or several SSEs;
 

o 	 Whether participants represent only one or several
 
functional areas of the agency;
 

* 	 Whether supervisors and subordinates participate in
 
training together or apart;
 

* 	 Whether materials are drawn from actual experience or
 
theory;
 

• 	Whether participants work on actual or simulated problem
 
cases; and
 

* 	Whether participants are actively encouraged to question
 
and practice new skills or are primarily lectured to.
 

In general, the more the training can focus on each SSE as a
 
total organization, take place at or near the job site, bring

together representatives from all levels of the organization, and
 
actively involve them in problem solving and practice using

actual examples, the greater the probability is that the training
 
will result in improved organizational performance. There are
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exceptions, however. These include training more specialized or
 
administrative SSE personnel in technical or routine skills for
 
which there are well-developed and proven solutions. This
 
training can most efficently be conducted at central or regional
 
locations for similar groups of participants from several SSEs.
 

Prior to offering technical assistance, ;he agent should
 
understand why the enterprise operates in its current manner. If
 
the entrepreneurs are most concerned about minimizing their risk,
 
information on how to maximize profits will be inappropriate. If
 
agents demonstrate the attitude that they know best and are
 
condescending toward entrepreneurs, technical assistance may be
 
ignored or have a negative effect.
 

Seldom do adequate data exist to assess accurately the
 
quality of training courses. Lack of these data is not so much
 
because methods for these assessments do not exist; rather, it is
 
that funds or personnel are seldom committed for evaluations.
 

Although a review of training documents (including
 
curricula, materials, schedules, and budgets) may provide some
 
useful insights about the quality of training, more useful
 
information often comes from observing training courses and, even
 
more important, eliciting the comments of former participants and
 
their supervisors. Thus, although it is important for the
 
analyst to become familiar with what written records exist, 'nore
 
attention should be given to observing training activities and
 
meeting with former participants and their supervisors.
 

An example of the types of questions that the analyst should
 
attempt to answer from records, observations of training, and
 
interviews with participants and supervisors include those shown
 
in Table VII-8.
 

8. Productivity and Efficiency
 

It is extremely difficult to measure the productivity and
 
efficiency of a technical assistance agency, since each client
 
often is a unique case. Some require more assistance than
 
others; the quality of assistance is more important than its
 
quantity. Each project has its own standards of staff produc
tivity and efficiency depending on such variables as the type of
 
assistance offered, location of clients, use of short-term
 
consultants, and staff turnover.
 

Some common indicators of staff productivity can be
 
constructed from the questions listed in Table VII-9. Data
 
should be disaggregated by branch location, when appropriate, and
 
collected for the year immediately prior to donor assistance and
 
each year thereafter.
 

Some common productivity ratios that can be constructed from
 
the responses to these questions include:
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TABLE VII-8
 

QUESTIONS ON TRAINING METHODS AND CONTENT
 

) ow are training needs determined and priorities
 
established?
 

How are training programs and activities developed? Who
 
participates in the process of designing the training?
 

Does a training plan exist that is based on needs
 
assessments and that sets forth objectives, schedules,
 
budget, and personnel requirements?
 

How much funding is allocated for training, needs
 
assessment, materials development, and monitoring and
 
follow-up of training?
 

Are trainers fully compensated for the preparation of
 
materials?
 

What methods and materials are used, including the 
balance between lectures and group participation and 
problem-solving activities, and the use of graphic
 
displays and f.ip charts? To what extent are these
 
materials used to explain concepts in clear and simple
 
terms?
 

Are training materials drawn from practical experience
 
(case studies and other SSE projects) of similiar
 
projects?
 

Are the techniques and skills emphasizeo inthe
 
training applied within the SSEs? Do these skills make
 
a difference in the efficiency or effectiveness of the
 

° 
SSEs programs? If the skills or techniques are not
 
applied, what reasons are given?
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TABLE VII-9
 

QUESTIONS ON STAFF EFFICIENCY AND PRODUCTIVXTY
 

( ) Staff turnover 	 How many staff members have left 
since donor assistance began and why? 

How many staff members are expected to 
leave during the next year
 
(termination of contracts, etc.)? 

( ) Number of How many staff members have been 
agency staff invclved in the review of requests 

for a:sistance and its provision? 

How many epplyess does the technical
 
assistance agency have in total?
 

How many persons outside the agency
 

contribute to the program on a regular
 
basis?
 

Staff 	 How many requests for technical
 
productivity assistance have been reviewed?
 

How many SSEs have received technical
 

assistance?
 

How many separate visits 	have staff
 
made to SSE clients?
 

How much time, on average, does it take
 

technical acsistance agents to travel
 
to clients?
 

Administrative What were the actual operating costs of
 
cost the technical assistance program?
 

What is the value of subsidies to the
 
technical assistance program, including:
 

* 	Staff support and logistics;
 

* 	Staff of other agencies that
 
assist the program;
 

e 	Use of computer and telex
 
services; and
 

a 	Training programs?
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number of technical assistance requests reviewed
 

number of staff reviewing requests
 

number of clients receiving technical assistance
 

number of staff directly providing technical assistance
 

number of clients receiving technical assistance
 

total number of technical assistance agency staff
 

number of visits to SSE clients
 

number of staff directly providing technical assistance
 

total agency operating costs
 

number of clients receiving technical assistance
 

total agency operating costs plus subsidies
 

number of clients receiving technical assistance
 

These ratios can be compared only with the agency's own past

performance and objectives. However, the cost of providing

technical assistance per client should be proportionate to the
 
the size of the SSE or its potential effect on the community.
 

Another efficiency measure is the amount of time between the
 
SSE's request for technical assistance and its provision. The
 
analyst should explain the reasons behind any excessive delays as
 
well as their effect on SSEs.
 

A chart that should be completed to help determine the
 
efficiency of the technical assistance agency appears in Table
 
VII-10. Obviously, the ability of the technical assistance
 
agency to respond quickly to client requests is a good indicator
 
of its administrative efficiency.
 

The ultimate measure of the productivity and efficiency of
 
technical assistance requires analyzing its effect on assisted
 
firms' financial and/or economic performance. Gathering these
 
data requires adopting the high-level evaluation strategy. A
 
more detailed explanation of how to analyze the impact of the
 
implementing agency on SSE performance is found in Chapter Eight.
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TABLE VII-1O
 

AVERAGE NUMBER OF DAYS
 

Between request for Between request 
technical assistance for technical 
and its approval assistance and 

its provision 

By branch
 

By type of
 

technical
 
assistance
 

By type of
 

enterprise
 

By scale of
 

enterprise
 

Common indicators to determine the efficiency of technical
 
assistance include:
 

change in sales of assisted firms
 

cost of technical assistance
 

change in value added of assisted firms
 

cost of technical assistance
 

change in net income of assisted firms
 

cost of technical assistance
 

change in net worth of assisted firms
 

cost of technical assistance
 

Fractions that hover near zero (or are negative) provide and
 
indication that the program is not efficient or effective.
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D. ADMINISTRATIVE AND FINANCIAL VIABILITY
 

1. Evaluation Strategy
 

Donors usually intend their technical assistance programs to
 
continue even after their support ends. Worldwide technical

assistance agencies sometimes intend their branches eventually to
 
break off from the parent organization and become completely

indigenized and self-supporting. In these cases, the analyst
 
should adopt the high-level data collection method depicted in

Table VII-I to determine the administrative and financial
 
viability of the agency. 
This level involves examining in depth

the legal and administrative structure of the agency as well as
 
undertaking sensitivity tests of its 
financial viability. If the

technical assistance effort is intended to be a temporary
 
endeavor, only a low level of effort need be devoted 
to this
 
question.
 

2. Administrative Viability
 

The administrative sustainability of a technical assistance
 
agency is a particularly important issue 
if the donor has funded

long-term expatriate technical assistance to the agency. One
 
problem, in these cases, 
is weaning the organization from outside
administrative support. Advisers sometimes forget that they
 
should train the staff to perform all functions themselves.

Instead, advisers often make themselves indispensable. Another
 
common problem is that after staff have completed their training
they are transferred to more powerful departments within the same
 agency or leave to assume more lucrative positions.
 

Sometimes field offices of worldwide technical assistance
 
agencies are managed by expatriates during their initial years

with the intention of completely indigenizing and breaking off
 
the program. It is common to find that this 
process takes

longer than expected; some organizations modify this objective
 
into maintaining an indigenous staff on-site with ample support
 
from the headquarters office.
 

Smaller agencies often become heavily dependent on one
 
person in the organization, usually its director. Information on

organizatio .1 depth is found in the previous section on adminis
trative performance; responses may be used to speculate on 
the

future of the organization. Additional questions make up Table
 
VII-12.
 



TABLE VII-11
 

STRATEGIES TO EVALUATE ADMINISTRATIVE AND
 
FINANCIAL VIABILITY
 

Key Issue:
 

Is the organization administratively and financially self
sustaining? 

Data Collection Indicators/Topics 

& Analysis Effort for Data Analysis 

Low Qualitative analysis 
of administrative and 

financial viability 

plus 

Medium Quantitative assessment 
of financial viability 

plus 

High Reconstruction of 

financial statements, 
break-even analysis, 

and sensitivity tests 

Methodology for
 

Data Collection
 

Discussions with
 
senior staff
 

Plus
 

Review of financial
 
statements
 

In-depth interviews
 

with senior and field
 
staff; discussions with
 

staff of similar
 
agencies
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TABLE VII-12
 

QUESTIONS ON ADMINISTRATIVE SUSTAINABILITY
 

If an expatriate Is this organization supposed to become 
organization fully indigenized? If so, when? Is this a 

realistic expectation? 

Is the organization fulfilling all of
 
its legal obligations in the country
 
(check conformity with labor laws,
 
authorization to provide assistance,
 
etc.)?
 

Is the organization legally incorporated
 
within the country?
 

Does it have a local board or council of
 

advisers?
 

If an indigenous Is the organization overly dependent on
 
or expatriate one person? If yes, is this person
 
organization expected to remain with the organization?
 

Are trained personnel expected to remain
 
with the organization?
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3. Financial Viability
 

Adequate and reliable sources of funding are obvious
 
preconditions for the provision of technical assistance 
to SSEs.

SSE technical assistance agencies usually rely on public funding

and charitable donations from the private sector. Some agencies

require SSEs to contribute to the cost of providing technical
 
assistance, but this is calculated on 
the basis of the SSE's
 
ability to pay, covering only a small fraction of 
true costs.
 

Since the program cannot continue without outside sources of
 
support, the analyst should determine whether this support is
 
likely to continue in the foreseeable future. Frequently, funding

rapidly diminishes once the donor agency's involvement ends.
 
Therefore, particular attention should be given to the level and
 
source of funding required to maintain technical assistance after
 
donor participation ends. At a minimum, the analyst should ask
 
senior staff the questions in Table VII-13.
 

TABLE VII-13
 

QUESTIONS ON FUNDING SOURCES
 

What are the sources of funding for the technical 
assistance, and what is the process by which these 
funds are requested, approved, and allocated? 

What is the present funding level of the technical
 
assistance agency, and how are funds being allocated
 
among various program and administrative functions?
 

To what extent do current funding levels adequately
 
support the current demand for technical assistance
 
and the projected demand?
 

How reliable are these sources of funding for future
 
activities?
 

What efforts are being made to diversify funding
 
sources?
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A more thorough analysis of the agency's financial viability
 
would require the analyst to examine the technical assistance

agency's financial statements. The past financial performance

and the potential viability of the technical assistance organiza
tion are determined by examining its balance sheet and income and
 
cash-flow statements. 
The analyst shouid collect past statements
 
as well as any projections on future sources of income.
 

in addition to examining actual financial statements, the

analyst should collect information that would allow a reconstruc
tion of these statements. These reconstructed statements should

include subsidies to the program and an itemization of costs,
 
especially the price of expatriate assistance.
 

For agencies that want to rely more heavily on fees
 
generated from clients, the analyst should calculate how much

clients would have to pay for technical assistance if it were not
 
subsidized. This break-even analysis should calculate costs

based on act,'al costs drawn from the agency's profit and loss
 
statement plus the value of any subsidies necessary to continue

the program. If expatriates are expected to leave the program,
 
this heavy cost should not be included. A simple method of
 
calculating the break-even price is:
 

P X Q = FC + (VC X Q) 

Where P= price charged per client
 
Q= number of clients
 
FC= fixed costs of operating the technical assistance
 

agency (including subsidies)

VC= variable costs associated with assisting a client
 

Another method of using the same calculation is to estimate
 
a maximum price that the average client would be willing to pay,

the number of clients that can be assisted during a given time

period, and the minimum fixed costs necessary to operate the
 
agency; then calculate the maximum variable costs that 
can be
 
incurred.
 

When technical assistance agencies are tied to loan
 
programs, it is interesting to calculate what interest 
rate would

be needed to cover 
all costs of the loan and technical assistance
 
programs.
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E. CLIENT PROFILE
 

1. Evaluation Strategy
 

The socioeconomic profile of the technical assistance
 
agency's clients first should be compared with the agency's

objectives and then with donor objectives. This assumes that a
 
target group was clearly defined at the project's outset. The
 
project planning document and related agency policy statements
 
should contain this information.
 

The least time-consuming method of learning about the
 
socioeconomic composition of clients is to gain a general impres
sion through discussions with agency staff, review of aggregate
 
data, and interviews with a few accessible clients. A more
 
reliable method, the medium-level option shown in Table VII-14,
 
involves examining client files kept at the technical assistance
 
agency. This information may be used to classify enterprises
 
according to key socioeconomic features.
 

The most time-consuming method would require a survey of
 
randomly selected clients. Although it is easier to interview
 
clients at a central location, reliable information on socio
economic indicators requires on-site interviews. Further
 
guidance on data collection from SSEs may be found in the
 
following Chapter Eight.
 

2. General Classification
 

The technical assistance agency should compile information
 
on the financial and administrative characteristics of clients.
 
Sometimes this may involve information only on the form
 
requesting technical assistance, whereas in other cases, complete

and detailed financial statements over time are available.
 
Usuilly the analyst can fill in information gaps through conver
sations with technical assistance agents. This information can
 
be useful to select SSEs for further conversations and serve as
 
crosschecks on data supplied by the SSEs themselves.
 

The analyst should try to obtain information on the following

characteristics of all (or a random sample of) assisted SSEs:
 

" Type of ownership;
 

" Type of enterprise;
 

" Geographic location;
 

* Number of employees;
 

" Average annual sales;
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TABLE VII-14
 

DETERMINING CLIENT PROFILE
 

Key Issue:
 

What is the socioeconomic profile of clients?
 

Data Collection 

& Analysis Effort 


Low 


Medim 


High 


Topics and Methods 

of Data Analysis 


General 


classification 


plus 


Key socioeconomic 


features 


plus 


In-depth socio-


economic profile 


Methodology for
 
Data Collection
 

Review of aggregate
 

data already
 
compiled by tech

ical assistance agency
 
and discussions with
 
key staff and a few
 
accessible clients
 

Pils
 

Review of client
 

files
 

plus
 

Interviews with
 

randomly selected
 
clients and in-depth
 
interviews with a
 
few representative
 
clients
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* 	Type of assistance provided;
 

* 	Frequency of visits; and
 

* 	Duration of technical assistance.
 

If the agency does not have SSE financial statements in its
 
files, the analyst should ask technical assistance staff whether
 
these firms are:
 

* 	Bankrupt;
 

e 	Operating at lower levels then before receiving
 
technical assistance (lower sales, profits, net
 
worth, etc.); 

* 	 In the same condition as they were before receiving 
technical assistance; or 

* 	Operating at higher levels than before technical
 
assistance.
 

The analyst should also ask agency staff whether they believe
 
that these changes have been due to the technical assistance that
 
was provided and, if so, why.
 

3. Key Socioeconomic Features of Clients
 

Key socioeconomic characteristics of individual clients
 
often may be found within their files. The analyst should
 
attempt to examine all files if sufficient time is available.
 
Otherwise, a random sample should be drawn.
 

Examples of the socioeconomic data found in client files are 
shown in Table VII-15.
 

TABLE VII-15
 

KEY 	SOCIOECONOMIC FEATURES OF CLIENTS
 

Date of birth/age
 

Sex
 

Marital status
 

Date of business incorporation
 

Legal status
 

Ownership
 

Specific location
 

Specific business activity
 

Loan history
 

Financial performance (assets, net worth, sales, and profits)
 

Number of employees
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4. In-depth Socioeconomic Profile
 

Information found 
in 	client files may be fragmented and
 
ambiguous. 
The analyst should attempt, whenever possible, to
crosscheck and elaborate on 
these data through interviews with
assisted clients. Short interviews with a randomly selectedgroup of clients might be complemented with longer interviews of 
a few representative technical assistance recipients. 
Examples
of questions to ask a randomly selected group of clients include
 
those listed in Table VII-16. It should be noted that 
some of
these questions may be sensitive, 
in 	which case they should not

be 	asked.
 

Responses may be compared with target group characteristics.
 
If 	the 
target group has been defined rather vaguely (for example,
the poor majority), socioeconomic characteristics of clients may
be compared with census information from the region. This will
help give the analyst a better sense of whether clients are
representative of 
the general population.
 

Answers to the last few questions can be answered only if

the interview is held at the client's home. The analyst may
attempt to conduct free-flowing interviews with a few representa
tive clients to 
learn more about their goals and personal
beliefs. These interviews can be successful only if

interviewer can develop a rapport with clients and 

the
 
if 	clients are


willing to discuss these matters 
frankly with strangers.
 

F. CONCLUSION
 

The analyst should determine the quality and effectiveness

of technical assistance from several perspectives, including

views of:
 

" 	Technical agency staff;
 

" 	Other agencies (such as loan programs, donors, and similar
 
technical assistance agencies);
 

* 	SSE clients; and
 

* 	SSEs that chose not 
to 	become clients.
 

Each can be expected to have a different view on the quality
and effectiveness of 
technical assistance. The analyst should
 
account for these discrepancies and judge what 
seems to be some
general conclusions on the program. Of particular importance are

the perceptions of assisted and 
non-assisted SSEs of 
the agency.
Do they regard the technical assistance as something they must

endure to receive a loan? Has 
it 	fulfilled their expectations?
Why have eligible SSEs chosen not to 
receive technical assistance?
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TABLE VII-16
 

QUESTIONS ON PROJECT PARTICIPANTS'
 
SOCIOECONOMIC BACKGROUND
 

y Questioning the Client:
 

How many people live and eat with the project participant?
 

How many of these people contribute to the project
 

participant's income?
 

Do 	any family members living elsewhere contribute to the
 
household's income?
 

) 	 What household activity provides the primary source of
 
income for the family?
 

Wherc does the project participant live?
 

) 	 Does the project participant's household own land? If so,
 
how much and of what quality?
 

Doe5 the project participant's household rent land? If so,
 
how much and of what quality?
 

If the household cultivates land, what are the primary crops
 
grown?
 

What is the project participant's primary occupation?
 

What are the project participant's secondary occupations?
 

Which of these economic activities have been added, if any,
 
since the project participant received technical assistance?
 

Which economic activities, if any, have been dropped since
 
the project participant received technical assistance?
 

How many employees are employed by the enterprise? 

How many of these employees are family members? How many use 
apprentices?
 

What is the highest level of formal schooling completed by
 

the project participant?
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TABLE VII-16 (Continued)
 

Through Observation:
 

What is the client's ethnic group (if appropriate)?
 

What are characteristics of the client's housing (including
 
roof, floor, and wall-building material; plumbing; and
 
electricity)?
 

Ooes the client's household own a car, motorcycle, or
 
bicycle?
 

Does the client's household own a television set, radio, or
 
major appliances?
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SSE entrepreneurs can be expected to have a suspicious view
 
of any outsider claiming to know how to run their businesses
 
better. Thus, any complimentary judgments from this group is
 
high praise indeed. If these questions have been asked in the
 
presence of a technical assistance agency representative, however
 
(or if the analyst is seen as a representative from the agency),
 
answers should be regarded as highly biased.
 

The best test of the quality and effectiveness of the
 
technical assistance program is the extent to which it
 
contributes to 
improving clients' financial and administrative
 
performance. This analysis is described more fully in the
 
section "Ddta Analysis of Small-Scale Enterprises."
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CHAPTER EIGHT
 

EVALUATING SMALL-SCALE ENTERPRISES
 

A. KEY ISSUES AND DEVELOPMENT HYPOTHESES
 

SSEs are not assisted as an end in themselves but because
 
they are thought to be an effective means for eccnomic develop
ment. The financial performance of assisted SSEs, however,
 
greatly influences their potential to promote economic develop
ment. If assisted SSEs are unprofitable or bankrupt, the
 
project evaluation will record a failure -- even though the
 
delivery systems may have been highly cost-effective. Similarly,
 
if the resulting response among recipient firms is great enough,
 
a project's benefits can exceed the high costs of inefficiently
 
supplied credit and technical assistance. Although later
 
chapters qualify certain aspects of these two statements, the
 
point is that what happens to the operations of the client is a
 
central determination of project performance.
 

This chapter focuses on the client firms themselves -- how 
to analyze changes in their financial and administrative 
performance. Chapter Nine discusses how to evaluate the direct 
and indirect economic and social impact of these firms. However, 
the analysis of SSE impact is heavily dependent on data collected
 
to assess the direct project impact on SSE clients. In short,
 
the evaluation procedures described in Chapter Nine build on the
 
material presented in this chapter.
 

The primary hypothesis behind implementing agency activities
 
is that they can have a positive effect on SSE operations. The
 
effect of their assistance can be divided into two broad
 
categories:
 

" Financial performance: what has been the effect of
 
implementing agencies on the financial performance and
 
viability of assisted SSEs?
 

* Administrative and technical performance: what has been
 
the effect of implementing agencies on the manaqement and
 
technical performance of assisted SSEs?
 

The main objective of evaluating SSE performance is to
 
determine the impact of implementing agency assistance on SSE 
financial performance. The underlying long-term objective of
 
most assistance programs -- irrespective of the type of
 
assistance -- is to establish new self-sustaining SSEs, or to
 
improve the financial performance of existing SSEs. Management
 
training, technology transfer, or projects that establish SSE
 
industrial parks, for example, are a means to this end. An
 
examination of the SSEs' administrative and technical
 
performance, thus, should serve primarily to explain past
 
financial performance and to analyze future trends. If the
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impact evaluation occurs before technical assistance can 
result
in any financial changes, the second issue assumes greater
 
importance.
 

B. GENERAL EVALUATION STRATEGY
 

1. 
 Hierarchy of Evaluation Strategies to Evaluate SSEs
 

Time, personnel, and 
logistical constraints usually limit
the data collection and evaluation options open 
to the SSE
 
analyst. A low-level effort, as 
shown in Table VIII-l, would
concentrate 
on broad trends among assisted SSEs drawn from an

examination of 
 records found at the implementing agency and
discussions with loan agents and extension staff members. 
A
medium-level effort would complement this approach with in-depth
interviews of 
a few assisted SSEs. 
These narrative summaries

provide qualitative information on SSE performance and 
serve as a
crosscheck on information gathered from the 
implementing agency.

If assisted SSEs are 
inextricably intermingled with other household economic activities, the analysis should explore the
relationship between the financial performance of 
the assisted
 
enterprise and 
these other activities.
 

A sharp jump occurs between the tim- required for a medium
effort at evaluating SSE performance and that required to conduct
 
a survey of SSEs. 
Only by using this method, however, can
reliable inferences about the performance of all assisted SSEs be
drawn. A minimum of two calendar weeks is necessary to design
the questiunnaire, train interviewers, and pre-test and revise

the questionnaire. Each enumerator can be expected to average
two and four SSE on-site interviews per day in rural and urban
 areas respectively. If 
enumerators hold 
interviews in 
a central
spot, an average of six interviews per day may be conducted by
those who are ambitious. 
Bnd, a minimum of two to 
three calendar
weeks should be anticipated for 
data reduction and analysis.
 

Even if the evaluation team has 
the resources available 
to
conduct a high-level evaluation, it may 
not be cost-effective 

do so. The analyst should take 

to
 
some additional factors
consideration before choosing 

into
 
a methodology and deciding what
specific 
data to collect.
 

2. Choice of Methodology
 

The collection and analysis of quantitative data on SSEs are
labor-intensive, time-consuming tasks. 
Eight calendar weeks is 
a
tight 
time frame to conduct a survey, irrespective of the number
of enumerators. 
This effort can 
easily require several months.
The donor and SSE analyst, thus, 
must set clear priorities for
 
what data must be analyzed versus what would be 
interesting to
know, because the quality of information tends to decrease as 
its
volume increases. If 
the information is unreliable, difficult 
to
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TABLE VIII-1 

HIERARCHY OF STRATEGIES TO EVALUATE 
SEE PERFORMANCE 

Evaluation 

Strategies 
General Evaluation Methodology 
For Data Collection and Analysis 

Level of 

Effort 

Low Classification of enterprises 
according to general trends by 
examination of records found at 
implementing agency and 

conversations with staff 

21-28 
person-days 

plus 

Medium Descriptive in-depth profile 
of a few case studies based on 
long interviews with SSE owners, 

staff, and family members 

29-56 
person-days 

Plus 

High Quantitative analysis of finan-
cial performance of assisted SSEs 
or examination of general trends 
through data gained by a sample 
survey 

112-124 
person-days 
plus survey 
team 
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interpret, or irrelevant to the analysis, a great deal of energy
 
will have been wasted. Moreover, except in rare cases, the cost
 
of 	an SSE evaluation should be a fraction of project costs.
 

The decision tree shown in Table VIII-2 shows one method of
 
deciding on the methodology and type of information to be
 
gathered. The three factors underlying this chart are whether:
 

e 	 The evaluation's funders and users require detailed
 
financial and administrative information on clients to
 
meet decision-making responsibilities;
 

* 	Changes in the enterprise are likely to be attributed to
 
the SSE assistance program; and
 

* 	Accurate quantitative data can be gathered that reflect
 
actual SSE performance.
 

Prior to collecting quantitative data through surveys, the
 
analyst should be sure that this information is needed by

evaluation users. This relates to the evaluation's timing and
 
purpose: if the evaluation is to determine whether to invest in
 
future SSE projects, a survey effort is probably warranted. If,
 
however, the donor has already decided to refund the SSE project,

it may not be as necessary to collect in-depth quantitative
 
information on SSEs.
 

Another example of when it may not be necessary to quantify
 
benefits at the SSE level is when the implementing institution is
 
financially viable according to the criteria discussed in Chapter
 
Six. Benefits at the SSE and community level are usually

calculated to determine whether they justify publicly subsidized
 
programs that are not viable. Otherwise, a loan program's high
 
repayment rates, for example, may be used as a proxy to indicate
 
that sub-borrowers are prospering. In this case, less rigorous
 
surveys that collect information on general financial trends
 
experienced by clients rather than hard financial data may be
 
sufficient.
 

SSE analysts, unfortunately, rarely encounter this scenario.
 
Most SSE assistance programs are highly subsidized; few loan
 
programs have good repayment rates and rarely do they charge
 
interest rates high enough to cover capital erosion resulting
 
from inflation plus operating expenses. In these cases, the
 
analyst must try to determine the project's quantitative benefits
 
at the enterprise and economy-wide level.
 

Before launching an expensive effort to collect these
 
quantitative data, the analyst should try to determine whether it
 
will be possible to attribute changes in SSE performance to the
 
SSE assistance project. Factors that inhibit this analysis can be
 
divided into exogenous forces and those endemic to the firm's
 
structure.
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TABLE VIII-2
 

DECISION TREE TO DETERMINE APPROPRIATE SSE
 

DATA COLLECTION METHOD
 

Do evaluation users require detailed financial data on
 

clients to meet decision-making responsibilities?
I I 
Yes No
 

(collect qualitative data
 

on trends)
 

Is it possible to disaggregate changes resulting from
 

the SSE program from other external factors affecting
 

the SSE with a reasonable degree of confidence?
I I
 

Yes No
 

I (collect qualitative data)
 

Are assisted SSEs independent activities?
 
(Does the entrepreneur separate the assisted business
 

activity from revenues and expenses of other household
 
activities? Is tne SSE not part of a multifirm group
 

that sets policies to maximize group benefits?)
I I 
Yes No
I
 

Reconstruct financial data on all 
household or group activities
 

(case studies) or collect only
 

qualitative information on trends
 

Do SSEs have written financial records?
 

I I 
YesI No 

Collect SSE financial and 

qualitative information 

Can accurate financial data be reconstructed?I I 

Yes No
I I
 
Reconstruct financial Collect only qualitative
 

statements information
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Exogenous factors are neutralized in scientific experiments

by comparing the performance of project participants with a
control group. But, as discussed in the section on "D6ta Collec
tion from SSEs," this theoretical solution rarely 
finds practical
applications in SSE evaluations. 
If, however, reliable data from
 
a matched control group do exist, changes in the performance of
the two groups should be compared. 
Only the net difference
 
between the two should be treated 
as 
a benefit or loss resulting

from the project.
 

If the analyst will be able to collect data only on assisted

firms, it is particularly important to know about specific
economic trends immediately before, during, and after the assis
tance period and other factors that might account changes in
the assisted enterprises' status. 

for 

If these are highly influ

ential positive trends, for example, introduction of new
infrastructure or an economic boom, the analyst should try to
 
determine the extent to which these factors account for any
observed changes and what part might be attributed to the SSE

assistance program. 
A harsh economic recession, similarly, may
overcome the potentially positive effects of 
implementing agency

assistance programs on large SSEs. 
Micro and smaller SSEs,
however, sometimes benefit from recessions since they create
 
greater demand for smaller enterprises' cheaper, often inferior,
goods. In 
cases in which a control group of unassisted SSEs is
 
not available and the external environment is likely to explain
SSE performance far better than the SSE program, it probably will
 
not be cost-effective to 
spend substantial resources on 
gathering
financial data 
from SSEs. This is because when the change in

external factors has been powerful, the more moderate effect of
 
SSE 
assitance will not be discernible.
 

Some examples of internal SSE factors that make it 
extremely
difficult 
to analyze the effect of project assistance include
 
cases in which:
 

e 
The SSE has received assistance from other 
sources
 
during the same period;
 

e 	The enterprise actually is an occasional activity that
 
is undertaken only when extra cash is needed;
 

• 	The owner does 
not keep the SSE's assets and profits
 
separate from other household activities; and
 

0 	The SSE is part of a multifirm group whose policies
 
attempt to maximize group profits, or minimize group
tax liabilities or risk to 
the group owner.
 

In the first two cases, the analyst may evaluate changes in
the enterprise's performance but 
it 	will be difficult to

attribute any net changes 
to 	the project. If changes cannot be
linked to the program, they should not be 
included as a project
 
benefit.
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In the last two cases, the analyst must examine the
 
performance of the whole multifirm group or all household
 
activities to analyze correctly the effect of 
the loan.

Microenterprise owners, for example, are prone to incorporating
 
their business into a panoply of household activities. Although

assistance may be given to only one 
of these activities, its
 
effect can be interpreted only byJr examining all intertwined

household activities. The same analytic problem is faced when
 
enterprises are subsidiaries of a vertically integrated group

that sets intragroup prices to maximize group rather than

individual firm performance. An analysis that treats the SSE as
 
a separate unit will therefore result in an erroneous interpreta
tion; however, a thorough analysis of sampled enterprises falling

into the last two categories requires more than a six- to eight
week evaluation. In these cases, the evaluator should focus on
proxies for enterprise success rather than attempting to quantify
 
changes.
 

If it seems likely that changes in SSE performance can be
 
attributed to the assistance project, the evaluation team should
determine whether it 
is possible and cost-effective to collect
 
fairly accurate data, given the scale and nature of assisted

enterprises. Enterprises can be divided into two groups: 
those
 
that do not keep any written financial records and those that do.

Microenteiprises and informal sector activities usually have
 
little written information on their enterprise. In these cases,

the analyst would have to reconstruct the basic elements of
 
financial statements by asking the entrepreneur to recall past

activities and by observi ]g current inventory levels and 
fixed
 
assets.
 

The ability of the entrepreneur to recall a piece of
 
financial data accurately is a function of whether the figure

fluctuated a great deal during the period in question, the amount
 
of time that has elapsed since the event occurred, and the

frequency with which it occurred. For example, entrepreneurs who
 
buy the same amount of raw materials once every month are more
 
likely to remember that figure thai, those who buy different
 
quantities each day. Information on their activities during the
 
past week should be far more accurate than that covering the
 
entire past year. These factors mean that it is extremely

difficult to obtain accurate financial data on 
SSEs engaged in
 
high turnover enterprises in the merchandise or service sectors.
 

Although data should have been verified during the data
 
collection stage, another check should be made prior to data

reduction and analysis. One rule, especially for analysis of
 
SSE-derived data, is that it is better to report general qualita
tive data than specious quantitative data, This rule is
 
particularly hard to follow if 
the team has just spent several
 
weeks coliecting data on not hundreds, of
dozens, if enterprises,

albeit with the nagging suspicion throughout that the information
 
is unreliable. Rather than throwing out weeks of work, analysts
 
prefer to perform complicated manipulations until the numbers

take on a magic of their own. In the relatively antiseptic rooms
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of a hotel in the capital, it is easier for the 
team to justify

inconsistencies in 
the data through convoluted explanations than
 
to remember the unscientific con(' tions under which data were
 
collected.
 

C. FINANCIAL PERFORMANCE
 

1. Evaluation Strategy
 

Evaluating the effect of implementing agencies on assisted
 
SSEs' financial performance can range from a rather crude method
of classifying enterprises into broad categories to sophisticated
 
analyses of reconstructed financial data 
(see Table VIII-3). The
complexity of the analysis should be proportionate to the quality
 
of SSE financial data.
 

The simplest method of gauging the effect of the imple
menting agency would be to 
classify enterprises according to
whether they were bankrupt, in worse financial condition, the
 
same, or in 
better financial condition since receiving assis
tance. This classification method may be most appropriate for
 
assisted microentrepreneurs who have no 
financial records and do
not separate the assisted business from other economic
 
activities. The simplest criteria on which to make this
classification would be based 
on responses to general questions
 
on enterprise financial trends. 
 If quantitative data are

available, this categorization may be based on changes in the
 
enterprise's net worth, profitability, and/or liquidity.
 

This information could be derived through conversations with
 
staff members of the implementing agency only if they were keenly
familiar with their clients' financial condition and willing to
 
discuss their 
status honestly. This information should always be

corroborated through an examination of 
information found in
 
client files. If recent financial data are not available, the
 
analyst must inLerview a 
random sample of clients to crosscheck.
 

A more intensive effort would involve gathering more

detailed financial data through in-depth case studies that
 
examine the relationship between the assisted economic activity
and others that might be practiced by the SSE owner. 
In the case
 
of assisted SSEs that are subsidiaries of larger holding

companies, it is unlikely that the analyst will be allowed access
 
to financial information on unassisted companies. 
Micro
entrepreneurs, however, may be 
more willing to share information
 
on other household activities.
 

If sufficient time and good data are 
available, the analyst
 
may attempt the high-level data collection and analysis method.
This will involve reconstructing financial statements 
derived
 
from sampled enterprises to analyze their true financial
 
viability. Financial ratios and 
a variety of sensitivity

analysis tests would form the basis for 
this analysis.
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TABLE VIII-3
 

DETERMINING THE FINANCIAL PERFORMANCE OF ASSISTED SSEs
 

Key Issue:
 

What has been the effect of the implementing agency on the
 

financial performance and viability of assisted SSEs?
 

Data Collection 	 Indicators/Topics 


& Analysis Effort 	 for Data Analysis 


Low 	 Classification of 


assisted enterprises 


into broad performance 


categories based on 


financial condition, 

profitability, and/or
 
liquidity
 

plus 


Medium 	 In-depth financial 


analysis of a few case 


studies that use the 

household or owner-


ship grouD as a unit 


of analysis 


plu' 


High 	 Reconstruction of 


financial statements; 


analysis of financi-il 

viability, including 


financial ratios and 


sensitivity analysis
 

Methodology for
 

Data Collection
 

Interviews with
 

implementing
 

agency staff;
 

review of client
 

file information
 

plus
 

Long interviews with
 

owners or managers of
 

a few assisted
 
enterprises;
 

collection or
 

reconstruction
 

of financial
 

statements
 

plus
 

Interviews with
 

sample survey of
 

assisted and
 
unassisted (if
 

possible) clients
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2. Data Collection Guidelines
 

If 	the team has decided i-hat it is necessary and cost
effective to collect detailed financial data from clients, the
SSE analyst should either crosscheck existing financial state
ments or completely reconstruct pro-forma statements by inter
viewing SSE managers and observing the enterprise site.
 
Sometimes SSEs keep written financial records, but this depends
primarily 
on the SSEs' scale and sector. For example, petty

traders and very small, 
seasonal family businesses often keep
few, if any, financial records, whereas larger 
or more
 
production-oriented SSEs 
tend to keep more traditional financial
 
accounts. Moreover, it is not uncommon 
for SSEs that do have
 
financial records 
to 	keep more than one set of books, perhaps a
set for 
tax agents and another for the partners, in addition to a
 
private reckoning.
 

Reconstructing financial statements is 
an ambitious endeavor
 
highly prone to respondent misrepresentation. The accuracy of
SSr owners' answers depends on whom they think the analyst
 
represents, coupled with traditional values 
on reporting wealth.
For example, when SSE owners believe that the analyst represents
 
a bank, they tend to overstate profits; they are also likely to
overstate expenses if 
they believe the analyst represents a
 
governmental tax department. Moreover, in many societies it 
is
considered inappropriate to 
advertise increases in wealth,
 
especially when there are traditional ways of continually
 
redressing income inequalities.
 

Thus, the analyst must take great 
care to check for validity

and consistency in SSE responses. 
 This entails the inclusion of
several questions as crosschecks during an interview, as well as
 
the discrete sequencing and subtle repetition of questions. In
addition, personal observation of an 
SSE's stock and operations
 
can 
provide yet another check on the reasonableness of a

respondent's answers. 
These techniques are especially valuable
 
when gathering financial data, 
because SSEs usually will not
recognize linkages between these data, and thus will tend to
 
distort in a contradictory and inconsistent manner.
 

When reconstructing a financial statement, the interviewer
 
should:
 

* 	 Ease into questions seeking detailed financial
 
information by 
first asking general, non-threatening
 
questions;
 

e 	Use incremental questioning rather 
than asking for
 
derived figures such as net profits or assets;
 

a 	 Ask the same questions twice, 
once for the period just
 
prior to receiving assistance and once for the most
 
recent comparable period;
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* Ask the same before and after questions for the good and
 
bad seasons during each period, if sales are cyclical;
 
and
 

e 	Use a constant time measure throughout this questioning,
 
for example, a typical month during each period examined.
 

Interviews with SSE owners, managers, and staff are
 
necessary if the analyst wishes to understand the operations of
 
the SSE and the assistance it received. Specifically, these
 
interviews are useful to:
 

a 	Explain or help reconstruct financial statements;
 

* 	Explain accounting procedures;
 

* 	Derive information on the socioeconomic background of SSE
 
owners;
 

* 	Derive information on the number and skills of employees
 
and labor relations;
 

* 	Learn what assistance the enterprise has received from
 
other sources;
 

* 	Learn their opinion of the SSE program, including
 
suggestions for improvements;
 

* 	Gain qualitative information on the impact of the program
 
on the SSE and its surrounding community; and
 

* 	Gain information on the SSE's market share and
 
future prospects.
 

While interviewing SSE staff, the analyst also should try
 
to gather data by observing the SSE place of business.
 
Impressions gained during these visits are an important means of
 
verifying data provided by the entrepreneur. Conversations that
 
are not conducted on the SSE's premises are likely to yield less
 
reliable data.
 

Examples of things to observe while within the enterprise
 
include:
 

e 	The pace of work;
 

* 	The quality of goods produced;
 

* 	How merchandise is displayed (neat, clean, quality);
 

* 	The level of inventory (high, low);
 

* 	The condition of inventory (properly stored);
 

" 	The condition of fixed assets (well maintained);
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* 	Raw material waste;
 

" 	Precautions taken for worker safety (helmets, visors);
 
and
 

* 	The number of customers that enter during the interview
 
(none, many).
 

These factors can 
 help to explain the firm's past financial
 
performance. If merchandise is rotten, dirty, or poorly
displayed in comparison to that of competitors, this may explain

low sales better than factors cited by the entrepreneur.
 

3. General Financial Trends
 

An assessment of the general financial. trends of the assisted
 
SSEs is the simplest method of gaining an impression of the
effect of implementing agency assistance. 
This information can be
 
displayed alone or used 
to crosscheck quantitative financial data
 
gathered from the SSE.
 

One example of a classification method that was used to
 
analyze the performance of microenterprises in Upper Volta is
shown in Table VIII-4. 
This method tried to classify enterprises

based on 
the overall performance of all non-agricultural economic

activities practiced by a household, rather than narrowly

focusing only on the discrete activity aided 
 by 	the assistance
 
agency. The method thereby took into account that Voltaic
 
microentrepreneurs often siphoned off profits from assisted
 
enterprises into other household economic activities to 
reduce
 
their overall risk. 
 Since loan agents also provided extension
services, they had some basic knowledge about the financial
 
performance of all activities practiced by the client.
 

Loan agent responses were later crosschecked by interviewing
 
a sample of assisted SSEs. Quantitative financial data as well as
entrepreneurs' own self-assessment were used to classify

enterprises according to the 
same criteria. The percentages were
 
compared as shown in Table VIII-5.
 

The financial performance and viability of an SSE also may

be discerned by asking its management fairly simple questions

about trends in sales, raw material supplies, labor quality and
 
quantity, profits, and market growth potential. Table VIII-6
provides some examples of questions that may be used to gain an
 
general impression of enterprise viability or validate financial
data. Often, questions will have to be repeated in many differ
ent ways or cited with examples that explain the concept.
entrepreneurs say that changes have occurred since receiving

If
 

assistance, the interviewer should inquire about the 
reasons
behind these changes. 
 An attempt should be made to determine the
 
relative importance of outside assistance as distinct from other
intervening factors in explaining changes in financial trends.
 



TABLE VIII-4
 

CLASSIFICATIONS OF CURRENT STATUS OF PFP CLIENTS
 

CIs:ii fIcaLiOn 


Divursified and 

Iben nLerprisu 

wtirking well 

At higher leval 

Definition 


-ntruregrneurs who re-
invt-atd the profits mada 
Ini tle enterptise for 
which tLhey received PfP 
aSistance in one or more 
neiw cntarprises. All 
unaterprises currently 

proftable. (Does not 
include clients who have 
constructed rental housing.)-

EIntrpriseu that currently 
have a higher net worth and, 
possibly, greater profits 
antd idleS than lwmiediatety 
prior to loan receipL. 
Llmteprisecs with a higher 
silet worth but lower or same 
pritJLs were also classified 
as bLter off. 

Rationale for Index 


Many entrepreneurs are 
reluctant to have any 

one economic activity 

become too large. 
Diversification among 
smaller economic 
activities often occur£ 


to reduce the entrepre
neur's oveall risk and 
potential jealousy from
 
isel ghbors.
 

Statistics on clients' 

net worth are regarded 

as more reliable than 
those of net profits, 

Many entrepreneurs tinder
t.ted their sales, gross 

apn net profits to avoid 
I'aVku. taxes. Clients 

who u~eti their loans Lo

ptircha:,:. assets, repaid 
their loans who incurred 
no other li~thblities, 
thus, increased their net 
worth and were considered
 
at a higher level of 
ecollonic activity.
 

Examples
 

Grain and 0karite" nut 
trader, with campgrounds, 
bakery and discotheque re
ceived loan to purchase re
fridgerator, but actually 
used loan to market karite 
nuts. 

Client who used loan to
 
purchase donkey cart that
 
he uses occasionally to
 
sell wood.
 

Wholesale merchant who
 
has increased his product
 
lines and increased sales,
 
gross profits and net worth.
 



Table VIII-4 (Continued) 

Cla-ssificition I, _ition iat.Jonale for -index Exampleq 

Divi.uruifiud and one 
or more loan projectH
abandrcned or notworknU wll. 

Entreprenuers who 
abandoned the enter-prise for whicb theyreceived one or moreloan, but began a new 

enterprise that is 
currently working well. 
This does not include 
those who reinvested in 
cattle or grain specula-
tion, or real estate and 
construction. 

Mally entrepreneurs did 
not intend to establish"aself-sustaining enter-
prise, but rather wouldshift resourct-ts to new 

activities z4.e,j they need-
ed a cash in -u. Some 
clients decapitized
the enterprise -:-r which
the eeive a hich 
they received a loanis 
to begin another activ-
Ityl some used their 
loans for an activitythat lasted a short time
and used its profits 
to begin a new activity. 

Entrepreneur who 
received two loanslone to purchase a 
cart, the other to'expand a piggery/ 

smokehouse business. 
Hls wife occasion
ally uses the cart 
to transport wood:his second business 

nd busine. 
ia not operating. 

Saie Enterprises with the 
same net worth as befole 
the loan. 

Some entrepreneurs did not 
use their loans for their
Intended purpose but rather 
for personal consumption 
(e.g.,acquisition of addi-
tional wives). Those that 
repaid this deLt were assum-
ed to be at the same level 
as before the loan. 

Woman who received 
loan to begin poul
try project. She 
did use the loan 
for the business 
but had repaired it 
ptior to her inter
view with the eval
uation team. 



Table VIII-4 (Continued) 

Classification Definition Rationale for Index Examples 

Lower Level E,,terprises whose net worth 
has decreased since loan 
disbursement, 

Some clients did not 
Invest tneir loan funds 
in an enterprise, but 
rather used it for 

Small retailshop owner who said 
he could not compete against
recently established large whole
salers; mismanagement also 

personal consumption,
Those who have not 

contributed to the decline in 
his business. 

repaid these loans 
are considered wccse 
off than prior to loan 
disbursal. This nate
gory also includes 
those who invested the 
funds as intended but 
then mismanaged the 
enterprise. 

Bankrupt/ 
Abandoned 

Enterprises that are no 
longer functioning or 

This includes a) enter-
prises tha ent bank-

Guinea fowl raisers who lost their 
entire investment when all their 

never began. rupt due to the mis-
management of funds, b) 

guinea fowl died; pharmacy that 
closed after its own,r died; 

enterprises that were 
abandoned and the entre-
preneur did not reinvest 

rabbit raising operation that 
went bankrupt because sale price 
could not cover owner's costs. 

funds iti another economic 
activity, c) enterprises 
that went bankrupt or 
were abandoned due to 
an Act of God (e.g., 
death of livestock or 
entrepreneur), and d) 
enterprises that were 
doomed to be unprofitable 
due to market conditions. 



TABLE VIII-5
 

PFP/UV EVALUATION TEAM AND CLIENT ASSESSMENT OF CURRENT FINANCIAL
 

Current Status 
Compared with Fada 

STATUS OF ENTERPRISES 

Diapaga Total 

Detter 

pfP/UV 

53. 
(n=71 

Evaluation 

Team 

62.2 
(n-23) 

Surveyed 

Clients 

43.2 
(n=16) 

PEP/UV 

44.0 
(n=69) 

Evaluation 

Team 

70.3 
(n-26) 

Surveyed 

Clients. 

b9.5 
(n=22) 

PfP/UV 

40.3 
(n=146) 

Evaluation 

Team 

66.2 
(n=49) 

Surveyed 

Clients 

51.4 
(n38) 

Same 11.7
(-.=17) 

5.4 
(11=2) 

27.0 
(n= ;O) 

22.9 
(n=36) 

5.4 
(n-2) 

10.8 
(n=4) 

17.5 
(n=53) 

5.4 
(n-4) 

18.9 
(n=14) 

Worse 0 16.2 
(n=6) 

8.1 
(n-3) 

5.1 
(n-8) 

'-l 
(r=3) 

10.8 
(n=4) 

2.6 
(n=8 

12.2 
{n=9) 

9.5 
(bi=7) 

Hankiupt/ 
Abdamdoned 29.7 

(n=43) 
16.2 
(n=6) 

16.2 
(n=6) 

28.0 
(n=44) 

16.2 
(n=6) 

16.2 
(n=6) 

28.0 
(n=07) 

16.2 
(n=12) 

16.2 
(n=12) 

Unkown 5.5 
(a=S} 

0 5.4 
(n=2) 0 0 2.7 

(nl) 
2.6 
(n) 0 4.1 

(n=3) 

_ 

Total 100.0 
(n=l) 

100.0 
(n=37) 

I100.0 
(n-37) 

100.0 
(n=157) 

100.0 
(n-37) 

IGO.0 
(n-37) 

100 
(n=3) 

100.0 
(n=74) 
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TABLE VIII-6
 

QUESTIONS TO DETERMINE GENERAL FINANCIAL TRENDS
 

Business Strategy 

Why did you go into business for yourself (if
 
owners are questioned)?
 

What has been your principal business strategy 
(far example, maximize profits, minimize risk, or 
reduce tax burden)? 

How has project assistance affected this strategy?
 

What are the basic constraints to meeting this
 
strategy's basic goals? 

Sales 

Has the volume of your sales changed since you
 
began to receive assistance from (name of 
implementing institution)? How and why?
 

Do you have more customers now than before you
 
received assistance?
 

Has the variety of goods you sell changed since
 
receiving assistance?
 

Has the price you charge for your products
 
increased since receiving assistance? If so, has
 
it increased at the same rate as inflation? 
Expl an. 

Raw Material Inputs
 

Since receiving assistance, has the volume of raw 
materials you purchase changed?
 

How have your buying patterns for raw materifls 
changed since receiving assistance (not at all, 
buy greater quantities when price is lower, etc.)? 

Do you receive any new discounts from suppliers
 
that you did not receive before assistance?
 

Are input supplies of sufficient quality?
 

Are input supplies provided in a timely and
 

reliable jashion? 
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TABLE 	VIII-6 (Continued)
 

Labor 	Inputs
 

( ) 	 Has the amount of time you or your family de(votes 
to this business remained the same, increased, or 
decreased since receiving assistance?
 

( ) 	 Has the n;mber of employees working with this
 
businass (including part-time or seasonal)

remained the same, increased, or decreased since
 
receiving assistance?
 

Is skilled labor readily available? 

Market
 

Is the 	market for your product relatively stable 
or highly cyclical or volatile?
 

Could you produce more of your product using the
 
same facilities, amount of equipment, and labor as 
at present? 
-- If yes: if you produced more, could you sell 

all of your additional production at 
current prices? At slightly lower prices? 

-- If no: what prevents you from producing more? 

What is the greatist obstacle preventing the 
expansion of your Lisiness?
 

Are there many busInesses like yours (same
 
subsector) inthis market area? Do 
a few
 
enterprises control the market?
 

Ifsomeone started the same business inyour

community, would your sales decrease? Would
 
that person be able to make a living as well?
 

Ifyou had some extra money, would you reinvest in
 
this business or start a different business?
 

Has the number of businesses doing the same
 
activity inthis region changed since you received
 
assistance? Ifso, how and why?
 

Profits and Prospects
 

Since receiving assistance, have your profits from
 
this activity changed? How and why?
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TABLE VIII-6 (Continued)
 

Have you begun or enlarged any household/group
 
economic activities since receiving assistance?
 

Do you think your earnings from this activity will
 
increase in the future? Why?
 

Do you want your children to carry on this
 
business? Why?
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4. Financial Condition
 

The SSE's principal 
statement of overall financial condition
 
is the balance sheet. 
 The balance sheet of 
an SSE freezes its
financial situation at 3 precise moment in 
time, and compares its
 
assets to its liabilities and owners' equity. 
The main purpose
of an SSE balance sheet is to monitor the limits of, and propor
tions between, the SSE's assets, liabilities, and owners' equity.
 

The balance sheet is traditionally partition-ed by 
the

principle that an 
SSE's assets equal the sum of 
its liabilities
and owners' equity. Accounting systems vary by country. 
The

U.S. system lists 
assets in decreasing order 
of liquidity, and
liabilities by increasing maturity time; 
the British and French
 
systems list 
assets and liabilities 
in the opposite order. Table
VIII-7 presents a sample of 
a comprehensive balance sheet,

smaller enterprises wil have much simpler versions.
 

When no 
balance sheet statements 
are kept by the enterprise,
 

the analyst should attempt to reconstruct them, but only if:
 

* The interview is 
held at the enterprise site;
 

* The enterprise has 
little inventory and few fixed
 
assets; and
 

0 
The data collector and SSE manager have sufficient time
 
available 
to reconstruct these data.
 

The simplest reconstruction of 
the value of assets occurs by

having the enumerator point 
to each of 
the SSE's fixed assets and
 
ask:
 

* If you wished to 
sell that (piece of equipment, building,
 
land), approximately how much could you earn?
 

If the entrepreneur cannot 
imagine selling his or her

business or does not know the market value of assets, another

method would be to ask:
 

* 
 How much did that (equipment or building) cost when you
 
bought it?
 

" How many years ago did you buy it?
 

" How many more years do you think it will last before a
new one will have 
to be purchased?
 

This information can 
then be used to depreciate the value of
the equipment or building. 
Land is never depreciated. The annual

depreciation charge should 
be added as an expense to the income
 
statement.
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TABLF VIII-7
 

FORMAT 	OF AN SSE 


Item 


ASSETS[a] 


I. Cash 


2. Short-term securities 

3. Accounts receivable 


4. Inventories 


5. Prepaid expenses
 
6. Other current assets 


7. 	 TOTAL CURRENT ASSETS 


8. Land 


9. Buildings 


10. Equipment 


11. Other depreciable assets 

12. Total depreciable assets 

13. Less accumulated depreciation 


14. Net 	depreciable assets 

15. Net 	depletable assets 


16. 	 TOTAL FIXED ASSETS
 

17. Mortgages 


18. Loans and notes receivable
 

19. Long-term deposits 


20. Deferred charges
 
21. Other assets 


22. 	 TOTAL OTHER ASSETS 


23. 	 TOTAL ASSETS 


BALANCE 	SHEET
 

Period n
 

LIABILITIES AND EOUITY
 

24. Bank loans
 

25. Accounts payable
 
26. Taxes payable
 

27. Short-term notes
 

28. 	 TOTAL CURRENT LIABILITIES
 

29. Mortgage debt
 

30. Bond and debenture debt
 

31. Other long-term debt
 

32. 	 Total long-term debt
 
33. 	 Lens amount due within a
 

year
 
34. 	 Net long-term debt
 
35. 	Provision for future
 

income taxes
 
36. 	Other non-current
 

liabilities
 

37. 	 TOTAL NON-CURRENT
 

LIABILITIES
 

38. 	 TOTAL LIABILITIES
 

NET WORTH OR EOUITY
 

39. Common sharas
 

40. Preferred shares
 
41. Retained earnings
 

42. Suirplus reserves
 

43. 	 TOTAL EQUITY OR NET WORTH
 

44. 	 TOTAL LIABILITIES AND
 
EQUITY
 

a Total assets = total liabilities + total equity
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Obviously, the difficulty of 
reconstructing balance sheets
increases directly with the scale and complexity of
analyst may easily spend several hours 
the SSE. The
 

trying to reconstruct the
value of inventories of 
a small trading operation. However,
illiterate entrepreneurs who are part of a cultural environment
 
that places a strong emphasis on its oral tradition often
demonstrate an enormous capacity to 
remember the exact amount of
 
their inventories.
 

Smaller enterprises often will have 
no liabilities (unless

they 
 have not repaid the project loan in full), and admit to
little cash on hand or 
credit to consumers. In these cases, 
the
balance sheet is relatively simple to construct, but 
not very

useful for analysis purposes.
 

Table VIII-8 is an example of a table that was used to
reconstruct 
the balance sheets of enterprises in Peru. Balance
sheet information on 
the time before the loan 
was received was
found on the client's loan application form; current 
balance
sheet information was gathered through conversations with the
 
manager, observation of assets, and, when available, examination
of existing financial statements. When possible, the analyst
should obtain data that 
identify trends; 
this means collecting
balance sheets from several years prior 
to outside assistance as
well as 
each year until the survey period. However, if this
information is 
not readily available, the analyst should
 
reconstruct a balance sheet from the year immediately preceding

assistance and 
the most recent comparable balance sheet.
 

If the analyst is 
shown financial statements drawn up by the
entrepreneur 
that have not been audited (as is usually the case),
the analyst should try 
to verify the validity of certain key
items. A physical inspection of 
the SSE plant, inventory, and
books of account is required in 
these cases. Management should
be asked to 
explain their basic accouinting techniques, wita
particular attention paid 
to 
inventory valuation, revaluation of
 
assets, and depreciation techniques.
 

A thorough analysis of 
an SSE's balance 
sheet should include
 
an examination of:
 

* Asset Quality
 

-- What is the quality of accounts receivable? This
 
analysis would involve aging 
accounts receivable and
questioning entrepreneurs 
on the likelihood that
 
customers will repay these debts. 
Debts that will
be repaid should be written off. 

not
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TABLE VIII-8
 

A DATA COLLECTION TABLE TO RECONSTRUCT AN SSE
 
BALANCE SHEET
 

General Balance Nominal Terms Constant Comparable 

Year Immediately Value Present 
Preceding Loan Year 

Assets
 

Current assets:
 

Cash
 

Accounts
 
receivable
 

Inventory
 

Tools
 

Total current assets
 

Fixed assets:
 

Land
 

Buildings
 

Equipment
 

Total fixed assets
 

TOTAL ASSETS:
 

Liabilities
 

Current:
 

Accounts
 
payable
 

Taxes
 

Other
 

Total current liabilities
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TABLE VIII-8 (Continued)
 

General Balance Nominal Terms Constant Comparable
 
Year Immediately Value Present
 
Preceding Loan Year
 

Long-term
 

debt:
 

Project loan
 

program
 

Other
 

Total long-term liabilities
 

TOTAL LIABILITIES
 

TOTAL EQUITY
 

TOTAL LIABILITIES AND EQUITY
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Is the valuation of inventory accurate? The value of
 
inventory should be suspect since it provides the
 
easiest place to conceal information. SSEs may
 
overstate inventory to seem more credit worthy to
 
lending agencies or understate its value to frustrate
 
tax collectors. Enumerators, however, will not have
 
sufficient time to confirm stated inventory levels
 
for larger SSEs or those with high inventories, such
 
as trading operations.
 

-- Would fixed assets be worth recorded values it they 
had to be sold? This involves examining the condition
 
of fixed assets (are they in good working condition?)
 
and the method of depreciating and valuing assets. If
 
SSEs do not depreciate their assets, the analyst
 
might attempt to employ a simple straight-line method
 
to determine their current value or simply ascertain
 
their current market value. The true value of fixed
 
assets is particularly a problem in high inflation
 
economies such as Peru that have adopted a method of
 
automatically revaluing assets upward each year.
 

* Liabilities
 

Is the amount of outstanding loans accurate? This
 
figure can easily be rechecked if the SSE has
 
received financing only from the project implementing
 
agency.
 

-- Could new equity be raised by the firm? 

Has the company reached its debt limit? A highly
 
leveraged firm can be justified only if it expects to
 
generate reliable cash flows. The leverage ratios
 
that may be used to measure the extent to which the
 
company is financed by debt, its attitude toward risk
 
and return, and some examples are shown in Table
 
VIII-9. Some of these ratios are dependent on
 
information found on the SSE's income statement. 

These ratios are of most interest to lending agencies;

debt/equity ratios are used as measures 
to estimate the risk to
 
which their loans are exposed. The ratios reveal the extent to
 
which the firm has been financed by owners versus lenders,
 
reflecting the former group's commitment. Debt service coverage

ratios show the ease with which loans can be repaid from
 
earnings. The ratio comparing the enterprise's cash-flow income
 
with loan payments is especially useful when enterprises do not
 
separate interest from loan Principal payments and do not include
 
depreciation as an expense. Table VIII-9 
shows that enterprises
 
interviewed to evaluate the FRAI program could not meet 
their
 
interest payment obligations out or net profits, reflecting a
 
serious situation. Ratios should be compared from before, during,

and after the project to analyze change over time.
 



----------------- 

------------------

---------------------------- 

Debt to net worth: 


Debt to cash flow: 


Debt 

service 

burden: 


Debt 

repayment 


burden: 
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TABLE VIII-9
 

LEVERAGE RATIOS
 

total liabilities 


net worth
 

total liabilities
 

cash flow
 

net profits before
 
interest and taxes 


interest charges
 

net profits before interest,
 
depreciation, and taxes
 

interest pljs principal
 
repayments
 

Examples
 
Loan Recipients
 

FDR FRAI
 
1981 1982
 

.49 .25
 

NA NA
 

3.22 .79
 

NA NA
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When comparing trends, rather than ratios, the analyst must
 
remember to convert all past amounts to constant prices. That
 
is, before analyzing the average yearly increase in assets,
 
liabilities, or net 
worth, all values should be converted into
 
constant, comparable terms.
 

5. Profitability
 

The most powerful indicator of an SSE's long-term
 
sustainability is its profitability. This is the ultimate
 
indication of how effectively the firm is managed. SSE analysts,
 
however, should realize that SSEs in many developing countries
 
have much lower profit margins than their counterparts in
 
industrialized countries.
 

The SSE's primary record of profitability is its income
 
statement. The income statement demonstrates the profitability
 
performance of the SSE by depicting its ability to generate
 
revenue and control expenses. Since the income statement
 
reflects a change in the flow of resources over time, it is more
 
difficult to reconstruct accurately than a balance sheet.
 

Table VIII-10 shows an example of a complete income
 
statement. Smaller-scale enterprises that keep financial records
 
will have much simpler versions of an income statement. The
 
income statement usually begins with sales revenue, and then
 
sequentially subtracts:
 

e 	Cost of goods sold, to derive gross income;
 

* 	 Operating and depreciation expenses, to derive operating
 
profit;
 

* 	 Interest expenses, to derive profit before income tax;
 

and 

* 	 Income tax, to derive net income. 

Some discrepancies in the definition of gross profit occur
 
between businesses that have different types of operations.
 
Service businesses often do not calculate a gross profit margin.
 
Merchandising businesses may use the following formula to
 
calculate the cost of goods sold:
 

beginning inventory + purchases - ending inventory
 

Manufacturing industries, however, also include all direct
 
costs 
incurred to produce goods (cost of goods manufactured) as
 
part of the cost of goods sold. The formula to calculate a
 
manufacturer's cost of goods sold is:
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TABLE VIII-1O
 

FORMAT OF AN SSE INCOME STATEMENT
 

Item 


INCOME 


1. Sales of products 

2. Sales of services 

3. Rents received 

4. Commissions 

5. Bond interest 

6. Mortgage interest 

7. Other interest 

8. Dividends 

9. Other income 


10. TOTAL INCOME 


Period n
 

EXPENSES
 

11. 

12. 

13. 

14. 

15. 


16. 

17. 

18. 

19. 


20. 

21. 


22. 

23. 

24. 


25. 

26. 


27. 


28. 


29. 


30. 


Materials and supplies
 
Salaries and wages
 
Pension contributions
 
Employee benefits
 
Repairs and maintenance
 
Rent
 
Royalties
 
Bond interest
 
Mortgage interest
 

Other interest
 
Property taxes
 

Other taxes
 
Depreciation expense
 
Depletion and
 

amortization expense
 
Charitable donations
 
Other expenses
 

TOTAL EXPENSES
 

Profit before income
 

taxes (10-27)
 
Provision for income
 
taxes
 

NET PROFIT (LOSS) AFTER
 
INCOME TAXES (28-29)
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beginning inventory +
 

(beginning work-in-process inventory +
 
direct labor used during the period +
 
direct materials used during the period +
 
overhead for the period) 

ending work-in-process inventory 
ending inventory
 

If the entrepreneur thinks that the interviewer is 
a
 
representative of a financial institution, the entrepeneur is
 
likely 
to overstate profits. If sales seem to be overstated, the
 
interviewer should calculae unit costs 
and prices and ask the
 
entrepreneur about any discrepancies. Any unbilled accounts
 
receivable should be scrutinized carefully since this suggests

that a profit has been recorded on goods that have not yet been
 
invoiced to the customer. It is more difficult and less likely

that entrepreneurs will understate expenses; on the contrary,
 
expenses are often exaggerated to avoid tax payments.
 

When reconstructing financial statements for manufacturing
 
or merchandizing SSEs, therefore, the analyst may wish to 
begin

by asking questions to derive the cost of goods sold. If the
 
entrepreneur applies a standard mark-up to most goods, an
 
approximation of 
 the amount of sales revenue can be derived. In
 
addition, since for most 
rural SSEs, the volume of business is
 
closely related to the agricultural season, the SSE owner should
 
be asked how the business fluctuates throughout the year. Then,
 
the owner may be questioned about average business activity
 
during typical months during the SSE's busy and slow months,
 
respectively.
 

An example of questions used to reconstruct SSE income
 
statements for an evaluation of service, manufacturing, and
 
merchandise microenterprises in Upper Volta is shown in Table
 
VIII-II. These questions were only the skeleton around which
 
many follow-up questions were structured. All questions were
 
asked about a typical day during the high volume (good) season
 
and low volume (bad) seasons since this was the time frame the
 
entrepreneurs generally used. All figures were 
later converted
 
into an annual figure at 1981 prices. An example of a data
 
collection table used to record these answers is 
found in Table
 
VIII-12.
 

When comparing the profit ratios across firms, the analyst
 
should be certain that a consistent definition for income is
 
used. Owners of micro and smaller enterprises often do not
 
remember accurately or record the amount that they pay to
 
themselves. If some of the interviewed SSEs fit into this
 
category, it is more reliable not to 
 include the owner's income 
as an expense for any of the SSEs.
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TABLE VIII-I
 

QUESTIONS TO RECONSTRUCT AN SSE INCOME STATEMENT
 

During the Time Immediately Before the Loan
 

In the good season:
 

What was the average daily value of raw materials 
that you purchased during the good season?
 

What was the average amount you spent on general 
supplies (daily or monthly basis)? 

How much did you spend on transport?
 

How much did you spend on electricity or fuel?
 

What was the average daily amount you paid your 
workers during the good season?
 

How much did you pay yourself and members of your 
family on an average day during the good season?
 

What was the average amount you paid for rent (on 
a daily or monthly basis)? 

How much did you have to spend on repaying past 
debts (attempt to include interest only, if
 
possible)?
 

How much did you spend on taxes (monthly or
 
yearly basis)?
 

Did you have any other expenses during the good
 
season? Please specify. 

What were your average daily profits during the
 
good season?
 

What were your average daily sales during the good
 
season?
 

How many months, on average, were in the good 
season? 

DO CALCULATIONS, NOTE DISCREPANCIES, AND ASK FOLLOW-UP 
QUESTIONS.
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TABLE VIII-I1 (Continued)
 

During the Time Immediately Before the Loan
 

In the bad season:
 

What was the average daily value of raw materials
 
that you purchased during the bad season?
 

What was the average amount you spent on qeneral
 

supplies (daily or monthly basis)?
 

How much did you spend on transport?
 

How much did you spend on electricity or fuel?
 

What was the average daily amount you paid your
 

workers during the bad season?
 

How much do you pay yourself and members of your 
family on an average day during the bad season?
 

What was the average amount you paid for rent (on 
a daily or monthly basis)? 

How much did you spend on repaying past debts 
(attempt to include interest only, if possible)? 

How much did you spend on taxes (monthly or yearly 
basis)?
 

Did you have any other expenses during the bad 
season? Please specify.
 

What were your average daily profits during the
 
bad season?
 

What were your average daily sales during the bad
 
season?
 

How many months, on average, were in the bad
 
season?
 

DO CALCULATIONS, NOTE DISCREPANCIES, AND ASK FOLLOW-UP
 
QUESTIONS.
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TABLE VIII-i (Continued)
 

During the Most Recent Comparable rime (after the loan):
 

In the good season:
 

What isthe average daily value of raw materials
 
that you purchase during the good season?
 

What isthe average amount you spend on general
 
supplies (daily or monthly basis)?
 

How much do you spend on transport?
 

How much do you spend on electricity or fuel?
 

What is the average daily amount you pay your 
workers during the good season?
 

How much do you pay yourself and members of your 
family on an average day during the good season?
 

What was the average amount you pay for rent (on a 
daily or monthly basis)?
 

How much do you spend on repaying past debts 
(attempt to include interest only, if possible)? 

How much do you spend on taxes (monthly or yearly 
basis)? 

Do you have any other expenses during the good 
season? Please specify. 

What are your average daily profits during the
 
good season?
 

What are your average daily sales during the good 
season?
 

How many months, on average, are in the good 
season? 

DO CALCULATIONS, NOTE DISCREPANCIES, AND ASK FOLLOW-UP 
QUESTIONS.
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TABLE VIII-I (Continued)
 

During the Most Recent Comparable Time (after the loan):
 

Inthe bad season:
 

What is the average daily value of raw materials
 
that you purchase during the bad season?
 

What is the average amount you spend on general
 
supplies (daily or monthly basis)?
 

How much do you spend on transport?
 

How much do you spend on electricity or fuel?
 

What is the average daily amount you pay your
 
workers during the bad season?
 

() How much do you pay yourself and members of your 
family on an average day during the bad season? 

What was the average amount you pay for rent (on 
a daily or monthly basis)?
 

How much do you have to spend on repaying past 
debts (attempt to include interest only, if 
possible)?
 

How much do you spend on taxes (monthly or yearly 
basis)? 

Do you have any other expenses during the bad 
season? Please specify. 

What are your average daily profits during the bad 
season? 

What are your average daily sales during the bad 
season?
 

How many months, on average, are in the bad 
season?
 

DO CALCULATIONS, NOTE DISCREPANCIES, AND ASK FOLLOW-UP 
QUESTIONS. 



TABLE VIlI-12 
A DATA COLLECTION IABLE TO RECONSTRUCT AN SSE INCOME STAEHMENT 

Typical Month Imnediately 
Preceding Outside Assistance 

During good season During 

Amount I Total Amount 

per mo. Hos. per mo. 
(a) (b) (a)(b) (c) 

bad 

0 

mos. 
(d) 

season 

Total 

(c)(d) 

Year 

Total 

(a)(b)*(c)(d) 

Typical Months During Past Year 

During good season During 

Amount 8 Total Amount 

per mo. mos. per mo. 
(e) (f) (e)(f) (g) 

bad 

8 

mos. 
(h) 

season 

Total 

!g)(h) 

Year 

Total 

(e)(f)*(g)(h) 

Sales 

Cost of 
raw materials 

Other inputs 

supplied by 

outside 

Sources 

a Supplies 

a Transport 

a Electricity 

and fuel 

Vages 

r'j 
C') 

Rent 

Interest on 

debt 

Taxes 

Other costs 

Net Income 
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Similarly, depreciation may not be entered as an expense and
 
the analyst may not have been able to reconstruct this hidden
cost accurately. Informal sector entrepreneurs usually will not
 
understand this concept, and attempts to 
obtain accurate
 
responses during a one-hour interview often are 
in 	vain.
 

In 	developing countries, equipment usually has a longer life
 
span than in developed countries. Equipment is maintained
 
through ingenious low-cost repairs until nothing possibly more
 can be done to keep it going. When asked, blacksmiths typically
 
respond that their furnace or oven will last forever. Scrap
metal is often sold for a respectable price. In these cases,

excluding depreciation costs entirely may create less bias 
than

attempting to reconstruct them according to inconsistent or
 
unreliable methods. If depreciation is excluded, the analysis
 
should indicate clearly that income is overstated.
 

The method of calculating changes in the enterprises' income

is therefore a function of the reliability of the data and the
 
purpose of the calculation. Four different methods of calcu
lating the enterprise's income are discussed in Table VIII-13.
 

The enterprise's income should be calculated for each year
beginning with that immediately prior to project assistance until
 
the present, if possible. When reconstructing income statements,
however, the analyst may discover that it is possible to gather

data only from the period immediately prior to project assistance

and the last operating period. All income figures should be
 
converted into present value.
 

If real income has changed over time, the analyst should
 
examine the cause for this change. Common possibilities for

increases in real income include:
 

* 	Increase in real sales prices and/or volume 
over time (as
 
a result of the use of more equipdent and/or labor or an

increase in productivity of existing inputs);
 

* 
Decrease in the unit price of raw materials due to bulk
 
purchasing (without subsequent decrease in the SSE
 
product's sale price) resulting in a greater mark-up on
 
sold goods;
 

" 	Decrease in salaries and wages (due to fewer paid
 
employees); and
 

* 	Decrease in 
interest payments since project initiation.
 

Methods to analyze trends in real income include by:
 

e 
Average income increase per enterprise sector (in
 
monetary value); and
 

e 	Average of annual percentage increase or decrease in
 
income changes.
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TABLE VIII-13
 

ALTERNATIVE METHODS TO CALCULATE ENTERPRISE INCOME
 

Indicator Definition 

Gross income Sales revenues minus 
cost of goods sold 

Cash income All cash inflows 
minus all cash out-
flows (can exclude 
owner income; in-
cludes repayment of 
loan principal plus 
interest): indicates 

the liquidity of 
the enterprise and 
the amount of funds 
available for rein
vestment or distri
bution to owner 

Actual net Sales revenues and 
income (also o her income minus 
termed net ail variable and 
profits) fixed expenses 

(including depre-

ciation and 
taxes) 

Unsubsidized Sales revenues and 
new income other income minus 

all actual costs 
and subsidies 
(staff salaries, 
market interest 
rate, etc.) 

Uses 


May be most 

reliable defini-

tion for micro-

enterprises 


since fixed costs
 
are relatively
 
low
 

Good for indica-

ting the enter-

prise's potential 

effect on the 

owner's standard 

of living 


Most appro-


priate when pre-

pared financial 

statements are 


available
 

Necessary to 

determine the 


true financial 

viability of 

the enterprise 


Shortcomings
 

Does not reveal
 
whether the
 
enterprise is
 
profitable
 

Does not reveal
 
the true finan
cial viability
 
of the enter
prise (see
 
"Liquidity"
 
section)
 

May be highly
 

unreliable for
 
smaller
 
enterprises
 

In countries with
 
a comprehensive
 

price control
 
system, sophis
ticated analysis
 
techniques are re
quired to predict
 

effect of subsidy
 
removal
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Examples of profitability ratios commonly used to analyze

enterprise performance and examples of SSE performance are shown
 
in Table VIII-14. The analyst should be aware that these ratios
 
should not be performed unless data are reliable.
 

TABLE VIII-14
 

PROFITABILITY RATIOS
 

FRAI
 
1981 1982
 

Gross margin gross profits
 
.32 .09
 

sales
 

Net margin: net profits
 
.07 -.09
 

sales
 

Return on net profits
 
equity ------------- 1.94 .27
 

net worth
 

Return on assets net profits

(return on investment) ------------- NA NA
 

total assets
 

The interpretation of these financial ratios must always be
compared with the firm's own previous performance or an industry

standard. It is meaningless to compare most profitability ratios
 across different sectors. 
Table VIII-14 shows the deterioration
 
of sampled FRAI borrowers' financial performance during the
 
deepening Peruvian depression.
 

Profitability ratios may be calculated in two ways: first,

based on SSE financial statements and, second, recalculated to

include direct subsidies. For example, many employees of
 
Egyptian village enterprise projects are civil servants paid by

the government. The true measurement of the viability of these
 
enterprises, therefore, should include what the enterprises would

have had to pay for 
their employees. These recalculations were
 
especially important since these enterprises were supposed to be
 
examples for the private sector to replicate.
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If the inclusion of subsidized costs causes the firm to be
unprofitable, the analyst might conduct a simple break-even
analysis. 
This analysis determines 
the point at which revenues
cover 
fixed and variable operating costs. 
A simple break-even
analysis based on 
a linear relationship between costs and
revenues may be performed by using the equation cited in Chapter

Four.
 

The addition of Egyptian civil servant salaries caused fixed
costs to rise; a break-even analysis indicated that 
the price
required to cover 
this cost would still be below that charged by
private sector competitors.
 

Perhaps the ratio that 
is most comparable across different
types of enterprises is the return on 
investment; 
at a minimum,
the return on investment should be equal to the yield the
entrepreneur could have obtained from alternative investments,
such as placing these funds 
in a savings account. Another
similar measurement showing the productivity of assets is the
ratio of earnings before interest and tax payments are 
made to
assets. This is more useful than 
the return on investment when
tax payments are easily manipulated by firms.
 

Performance ratios that measure how efficiently firms employ
their assets can 
also be a good indicator of SSE viability.
These ratios involve comparisons between sales and 
assets.
Commonly used performance iatios 
are shown in Table VIII-15.
 

TABLE VIII-15
 

PERFORMANCE RATIOS
 

Inventory turnover: 
 sales
 

inventory
 

Fixed assets turnover: 
 sales
 

fixed assets
 

Total assets turnover: 
 sales
 

total assets
 

These ratios are 
useful only for SSEs that keep accurate
records on asset levels. 
 Each industry, however, has 
other
performance ratios 
to measure its performance. 
These indicators
usually may be discovered through conversations with
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entrepreneurs and can be compared only with similar enterprises

within the same industry. The denominators in the first two
 
cases shown in the example below serve as proxies for enterprise

operating costs, whereas the third reflects fixed expenses.
 

Transport operation: Amount of revenue generated per mile 

Rice milling: Amount of revenue generated per 
operating cycle 

Cold storage: Occupancy ratio (revenue per square 
foot)
 

If the analyst wishes to evaluate the profitability of the
 
enterprise over the expected life of the investment made with
 
project funds, 
its financial rate of return should be calculated.
 
(Additional information on these techniques is found in Chapter

Ten.) The SSE's internal rate of return, net present value, 
or
 
net benefit-cost are different methods for calculating the firm's
 
financial return over time. All are based on the firm's
 
discounted cash-flow earnings and costs, The greatest problem

with this method, unless the investment life is already over, is
 
that it relies on the analyst's best-guess estimates of what
 
future SSE income and expenses will be. Often, SSEs are
 
extremely unpredictable; using past trends may not be a reliabe
 
predictor of future performance.
 

The financial internal rate of return calculates the
 
interest rate at which the SSE's investment outlay is equal to
 
the present value of its net profits over time. The SSE's
 
internal rate of return should be at least equal to its cost of
 
capital. Net profits are defined as the cash flow resulting from
 
the investment; depreciation is not included as an operating
 
cost, since it has already been included up front as an
 
investment expense. To include depreciation, therefore, would be
 
double counting. Loan interest charges and taxes, however, are
 
included as real costs.
 

The net present value method assumes that the cost of
 
capital is SSE's interest rate and shows whether net cash flows
 
discounted at this rate will be greater than zero. The SSE
 
should have a positive net present value.
 

The benefit-cost ratio also assumes a given cost of capital

and then divides discounted benefits by discounted costs. A
 
benefit-cost ratio greater than one is sought.
 

These financial rates of return should be calculated, first,
 
on 
the basis of actual costs and, second, including subsidies.
 
The latter calculation is done to see if the firm would still
 
earn a respectable return if all costs had to be borne.
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6. Liquidity
 

An examination of the liquidity (solvency) of an SSE isuseful to determine its ability to 
meet its short-term debt
obligations. The primary 
sources of data regarding the SSE's
liquidity are enterprise cash-flow statements and statements of
changes in financial position. 
The primary difference between

these two reports is that a cash-flow statement depicts cash
inflows and outflows, that is, 
cash receipts and expenditures; a
statement of changes 
in financial position records 
sources and
applications of funds, changes in
or 
 total current assets and
total current liabilities. 
Aggregated information on current
assets and current liabilities at one point in time is found on
 
the balance sheet.
 

The cash-flow statement is usually an 
internal document used
by SSE managers to 
assess SSE current and projected cash
availability, whereas the statement of changes in financial
position is usually an external report for those who have an
interest or stake in 
a broader measure of liquidity, changes in

the SSE's current assets, and current 
liabilities.
 

When microenterprises keep financial records, they are often
limited to cash books that provide information equivalent to 
that
found in 
a cash-flow statement. 
Equipment depreciation and
income disbursed to the microenterprise owner are 
rarely found in
financial 
statements prepared by unaudited, smaller enterprises.

When analyzing the financial status of microenterprises, the
analyst often will have to 
rely exclusively on information found
in the cash-flow statement as 
an 
indicator of profitability. The

analysis techniques cited 
in the previous section 
on
profitability may then be adapted 
to be used on the cash-flow
 
statement.
 

The cash-flow statement generally lists cash receipts first,
followed by cash expenditures. 
Detailed cash-flow statements
 
divide receipts into:
 

" Quantities and receipts 
from traded output;
 

* 
 Quantities and receipts from non-traded output;
 

* Unit subsidies; and
 

* Additions to working capital from loans and/or stock
 
issues.
 

Sales taxes paid by the SSE 
are then traditionally subtracted
 
from these receipts to derive total net 
receipts.
 

Expenditures are usually divided 
into:
 

* Expenditures on labor;
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" Expenditures on goods and services;
 

" Investments in plant and equipment; 

" Financing costs; and
 

" Taxes.
 

The difference between receipts and expenditures, per accounting
 
time unit, usually per month or quarter, is the SSE's net
 
financial cash flow.
 

The statement of changes in financial position is usually
 
divided into:
 

" Sources of funds;
 

* Uses of funds;
 

" Changes in current assets and current liabilities; and
 

" The total increase or decrease of funds during the year.
 

Table VIII-16 presents a sample cash-flow statement, and
 
Table VIII-17 presents a sample statement of changes in financial
 
position.
 

Liquidity ratios measure the SSE's ability to meet short
term debt obligations. This analysis, therefore, is particularly
 
useful in analyzing whether the firm would have any difficulty
 
meeting loan obligations. A sensititivity analysis based on these
 
ratios can help the implementing institution to determine whether
 
clients should increase their short-term debt.
 

The two most used liquidity ratios are:
 

current assets
 
Current ratio:
 

current liabilities
 

current assets - inventory
 
Acid test:
 

current liabilities
 

These ratios are less appropriate for microenterprises since
 
few will have (or reveal) short-term debts besides those received
 
from the project implementing agency. If the survey is conducted
 
after this loan has been repaid in full, the ratio will be
 
meaningless.
 

The acid test is a more conservative measure of the ability
 
of the firm to cover its short-term debts since the measure
 
includes only the most liquid current assets. N considerable
 
amount of time may be required to convert inventories into cash.
 
A decline in demand and market prices for these goods easily
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TABLE VIII-16
 

FORMAT OF AN SSE CASH-FLOW STATEMENT
 

RECEIPTS
 

1. Quantities and receipts from traded output (+)

2. Quantities and receipts from non-traded output (+)
3. Sales taxes paid on traded output (-)
 
4. Sales taxes paid on 
non-traded output (
5. Unit subsidies (+)
 
6. Borrowed capital (+)
 
7. Stock issues (+)
 

8. TOTAL RECEIPTS (+)
 

EXPENDITURES
 

Labor
 

9. Unskilled labor (operating) wages (-)

10. Social security and other indirect labor costs
11. Semi-skilled labor (operating) wages (-) 

(-) 

12. Social security and other indirect labor costs
13. Skilled labor (operatinq) wages (-) 
-)
 

14. Social security and other indirect labor costs (H
15. Total costs of foreign labor 
 -)
 
16. TOTAL LABOR COSTS -)
 

Goods and Services
 

17. Non-traded goods (H

18. Taxes on non-traded inputs -)
 
19. Traded inputs locally supplied (H
20. Taxes on locally produced traded inputs 
 -)

21. 
Imported input purchases ()22. Tariffs and taxes on imported inputs () 
23. Non-traded services ()
24. Taxes on non-traded services C-)
 
25. Traded services ()
26. Taxes on traded services )
 
27. 
TOTAL COSTS OF GOODS AND SERVICES -)
 

Investments in Plant and Equipment
 

28. Unskilled construction labor costs
29. Semi-skilled construction labor costs 
H

-)

30. Skilled construction labor costs 
 )

31. Non-traded investment inputs 
 -)
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TABLE VIII-16 (Continued)
 

32. Taxes on non-traded investment inputs (-)
 
33. Traded investment inputs (-)
 
34. Tariffs and taxes on traded investment inputs (
35. TOTAL INVESTMENTS IN PLANT AND EQUIPMENT (-)
 

Financing
 

36. Interest payments (-)
 
37. Loan payments -)
 
38. TOTAL FINANCING COSTS -)
 

Special Taxes
 

39. Income taxes -)
 
40. Property taxes ()
 
41. Miscellaneous taxes -)
 

42. TOTAL SPECIAL TAXES (-)
 

43. TOTAL EXPENDITURES C-)
 

NET FINANCIAL CASH FLOW
 

44. NET FINANCIAL CASH FLOW C+) or (-)
 

Key:
 

(): Cash inflow
 

-): Cash outflow
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TABLE VIII-17
 

FORMAT OF AN SSE STATEMENT OF CHANGES IN FINANCIAL POSITION
 

Item 
 Period n
 

SOURCES OF FUNDS
 

1. Net income (from income statement)
 
2. Add-back of depreciation expenses
 
3. FUNDS PROVIDED FROM NET INCOME
 
4. Stock issue
 
5. Borrowing on long-term notes payable
 
6. TOTAL SOURCES OF FUNDS
 

USES OF FUNDS
 

7. Cash dividends
 
8. Purchases of fixed assets
 
9. TOTAL USES OF FUNDS
 

10. INCREASE OR DECREASE OF FUNDS
 

CHANGES IN CURRENT ASSETS AND CURRENT LIABILITIES
 

CURRENT ASSETS
 

11. Cash
 
12. Accounts receivable
 
13. Inventory
 
14. Prepaid expenses
 

CURRENT LIABILITIES
 

15. Accounts payable
 
16. Accrued expenses
 
17. Income tax payable
 
18. Short-term notes payable
 

19. INCREASE OR DECREASE OF FUNDS
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could impair the ability of the SSE to cover its loan payments
 
from this income source. Credit agencies should be concerned if
 
the acid-test ratio falls below one; the higher the ratio, the
 
more favorable is the SSE's position to obtain additional short
term finance.
 

A trend analysis of working capital (current assets minus
 
current liabilities) is useful for making intraperiod comparisons
 
for the same company; absolute amounts, however, should not be
 
used to compare companies of different size or economic sector. 

D. ADMINISTRATIVE AND TECHNICAL PERFORMANCE
 

1. Evaluation Strategy
 

The best indicator of the administrative and technical
 
performance of an SSE is its financial viability. Financially
 
successful firms may be presumed to have adequate management and
 
production systems. An analysis of assisted SSEs' management and
 
technical performance is conducted usually if the SSE has
 
received technical assistance or management advice. In these
 
cases, the analysis should focus on:
 

" 	 What specific skills and technology were transferred from
 
the implementing agency to the SSE; and
 

" 	 What effect has this transfer had on the SSEs financial
 
performance or viability.
 

Changes in the firm's administration, management systems,
 
production technology, and labor relations can help to explain
 
the reasons behind its financial performance or be a harbinger of
 
future changes. The latter function is particularly important if
 
the impact evaluation is conducted before technical assistance
 
from the implementing institution has had an opportunity to yield

positive financial results. The SSE analyst may use the results
 
of an examination of administrative and technological changes to
 
speculate about their 	 on
likely effect the SSE's future financial
 
performance. Non-financial changes always should be analyzed in
 
light of their effect on the financial performance of the firm
 
rather than as ends in themselves.
 

Prior to evaluating any changes in the SSE's performance,
 
the analyst should know specifically:
 

" 	 What type of assistance was received from the SSE project
 
implementing agency;
 

" 	 Whether the enterprise paid for this assistance; and
 

" 	 Whether the SSE was forced to accept technical assistance
 
to receive financial assistance.
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This information can help explain whether outside assistance
provides a logical explanation for enterprise changes. 
 If the

enterprises had 
to pay for outside technical assistance, a good
indication of the entrepreneurs' assessment of 
the effectiveness

of the assistance is whether the entrepreneurs would pay the same
 
amount or 
more to receive these services again. If assistance
 
was free or subsidized, the entrepreneurs' willingness to pay 
 or
recommendation:s made to other local firms can be a valuable
 
proxy. When loan programs require clients to 
accept technical

assistance, the analyst need only inquire whether 
these practices

have been continued after the loan 
was fully repayed.
 

The data collection methodology chosen to analyze the effect
of implementing institutions on the administrative and technical
 
performance of assisted SSEs should be the same as that used to
analyze their financial performance. If firms to
are be visited
 
to collect financial data, 
the cost of also gathering non
financial information will be marginal. 
Before collecting infor
mation on the enterprise's financial performance since receiving

project-sponsored assistance, the analyst should ask about the

SSE's organizational structure. 
This will serve as a guide to
the most appropriate data to 
collect, and how to interpret these
data. Since this subject is less sensitive and not considered

threatening to the entrepreneur, it can 
be easily discussed at
 
the beginning of the interview.
 

Without on-site visits to assisted SSEs, it is usually

difficult to determine the effect of external technical assis
tance. 
 The low-level option of data collection (see Table VIII18) cannot be used unless implementing agency staff know clients

well and information can be crosschecked through interviews with

key informants. These informants could include community and

industry leaders familiar with assisted firms' operations. This
 
source of information is more available when assisted SSEs have a
 
high visibility in the community.
 

Long interviews may be used to examine the link between
technical assistance and financial performance. The introduction

of new technology can be tied closely to financial changes; 
the
 
impact of management or accounting assistance on 
the firm's
viability is much harder to discern. 
At a minimum, this requires

spending many hours 
talking with owners and workers as well as
 
watching SSE operations.
 

To analyze the effect of outside technical assistance, the
evaluation must occur after this assistance has ended. 
The

clearest indicator of the value of 
technical assistance is shown

if entrepreneurs still practice the techniques they have learned

(for example, simple bookkeeping) or maintain any equipment in
good working condition. This review is particularly important in
 
cases in which SSEs received this assistance free of charge.
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TABLE VIII-18
 

DETERMINING THE ADMINISTRATIVE AND TECHNICAL
 
PERFORMANCE OF ASSISTED SEEs
 

Keys
 

What has been the effect of implementing agencies on the
 
administrative and technical performance of assisted SSEs?
 

Data Collection Indicators/Topics 

& Analysis Effort for Data Analysis 

Low General classifica-

tion of assisted 

enterprises by 

organizational 
structure, manage-

ment information 

system, market 

standing, innova

tion, access to 

physical and 

financial resources, 

production quantity 

and quality, and 

labor relations 

plus 

Medium In-depth narrative 
profiles 

plus 

lligh Classification of 
SSEs based on speci-

fic criteria cited 
in the low option 

Methodology for
 

Data Collection
 

Interviews with
 

implementing agency
 

staff and key informants;
 

examination of secondary
 
sources
 

plus 

Long interviews with
 
managers and employees 

of a few assisted firms
 

plus 

Interviews with managers
 
and employees; examina

tion of technology of a 
sampled group of assisted
 

and unassisted firms
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2. SSE Organizational Structure and Management Information
 
System
 

One task of some technical assistance efforts is to help

clients incorporate so 
that they are eligible to receive loans.

Larger SSEs 
receive management assistance to reorganize and Table
 
VIII-18 streamline operations to improve efficiency. In these
 
cases, 
 the analyst should confirm that all steps have been taken
 
to make the status of the firm legal 
and examine whether its
organizational structure 
is 	appropriate given the SSE's 
scale,

sector, and 
staff skills.
 

The most common SSE organizational structures are:
 

" Cooperative;
 

* 	 Independent corporation;
 

* 	 Corporate or conglomerate subsidiary;
 

* 	 Partnership;
 

* Sole proprietorship; and
 

e Family business.
 

Once the SSE's basic organizational structure is
 
established, the evaluators should further define this 
structure.
 
Specifically, they should collect data regarding 
the SSE's:
 

* Legal (as opposed to de facto) status;
 

* 
Scale and scope of operations;
 

* 
Management and work force composition;
 

9 Lines of authority; and
 

* 	 Management information system, especially regarding
 
financial performance.
 

Administrative changer may involve the complete

restructuring of an 
enterprise or merely introducing the concept

of 	keeping daily records of 
cash sales and expenses. Technical
 
assistance that promotes these changes may not 
improve the short
term financial performance of an enterprise, but may contribute
 
to its long-term viability.
 

Many technical assistance programs focus on training SSEs to
adopt simple financial management accounting systems. 
These
 
range from attempting to induce microentrepreneurs to separate

business revenues and expenses from personal 
ones to automating

the accounting systems of 
larger SSE operations. Convincing
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entrepreneurs to separate business expenses from household
 
activities may encourage them to reinvest more 
in the firm,
 
thereby leading to longer-term stability and growth. The
 
adoption of new cost accounting methods may cause the firm to cut
 
costs and become more competitive. The analyst should verify

that these financial management systems are appropriate and
 
maintained by those assisted.
 

Table VIII-19 presents questions that might assist the
 
analyst in collecting data on the SSE's organizational structure
 
and management information system.
 

Cooperatives are traditionally plagued with mismanagement

and lack of adequate financial controls. Management by committee
 
delays the decision-making process, and stories of embezzlement
 
by cooperative officers or managers are too frequently told. The
 
analyst should therefore pay particular attention to these
 
concerns when cooperatives have received technical assistance.
 

3. Market Standing and Innovation
 

Another proxy for effective management is the extent to
 
which it has been able to increase the SSE products' market
 
share. While this may not be favorable for the local community's

interests, there is little doubt that high market share produces

higher profits than low market share. Market leaders are often
 
able to achieve economies of scale that lower production costs
 
and influence product price trends.
 

Market analysis is not appropriate for extremely competitive
 
sectors in which microenterprises or urban SSEs usually operate.

However, rural SSEs may increase their market share as a result
 
of management and marketing assistance provided by technical
 
assistance. Key informants familiar with the industry should
 
hage general information on the changing composition of market 
share among firms. 

An SSE manager's ability to react quickly to an ever
changing economic environment often determines whether the firm 
will survive. Innovation not only includes the ability to build
 
a better product; it also involves introducing new methods of
 
customer service, distribution, marketing, packaging, and
 
advertising. These innovations should be reflected in sales 
and
 
market share comparisons.
 

4. Access to Financial and Physical Resources
 

Loans and technical assistance provided by implementing

institutions are often the first contact SSEs have had with
 
outside agencies besides the local tax collector. Even firms
 
that are potentially eligible to receive loans through formal
 
channels do not take advantage of these programs because they are
 
unfamiliar with lending procedures. Thus, one important result
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TABLE VIII-19
 

QUESTIONS ON THE SSE'S ORGANIZATIONAL STRUCTURE
 

What is the SSE's basic organizational structujre? Is
 
it a cooperative? Independent corporation? 
Corporate
 
or conglomorate subsidiary? Partnership? 
Sole
 
proprietorship? Family business? Other?
 

Is the SSE legally registered as such, or is this only
 
the SSE's de facto status?
 

If the SSE is not legally registered as such, which
 
documents are not filed, and why?
 

Have all official fees for obtaining this legal status
 
been paid?
 

If not, which have not been paid, and why?
 

How many workers does the SSE employ on average? 

If a cooperative, how many members are there? 

What are the aims of the organizational structure?
 

Is the organization decentralized enough to 
ensure
 
rapid response to change but centralized enough to give
 
control over key decisions?
 

Into what categories or operational divisions are the
 
SSE employees classified?
 

What are the size and structure of SSE management?
 

How was SSE management selected?
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TABLE VIII-19 (Continued)
 

Who isresponsible for supervising production? Service
 
delivery? Personnel matters? Worker grievances?
 
Financial reporting? Internal auditing? Other
 
functions?
 

What financial controls exist?
 

What isthe flow of information within the SSE? That
 
is, who reports to whom, how often, in what manner? 

What financial records are kept by the SSE?
 

What is the condition of these records?
 

How is this information processed? Manually? Semi
automated? Computerized?
 

How is this information used?
 

How and where is this information stored?
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of technical assistance or small loan programs is encourage
to 

entrepreneurs and to provide them with the capability to tap new
 
financing channels.
 

An analysis of the impact of introducing new financing

channels would compare the SSE's prior cost of capital with
 
current ones. 
 The cost of informal credit sources, for example,
 
may be compared with formal sources. The calculation of the cost
 
Table VIII-19 of credit should include hidden costs usually

incurred by entrepreneurs as well as the loan's interest rate and
 
administrative fees. Disguised costs 
include transport fees and
 
lodging costs required to reach the loan disbursement center, as
 
well as an approximation of .he value of the entrepreneur's time
 
that is required to secure a loan. 
 These costs are particularly

heavy for rural entrepreneurs who must travel great distances and
 
make several trips 
to receive formal sector loans. Although
 
entrepreneurs may have to wait several hours in the loan center,

it usually is extremely difficult to place a price tag on that
 
time. Informal credit sources, despite higher 
interest charges,
 
are sometime cheaper than formal sector sources when all 
costs of
 
transacting a loan are included.
 

Technical assistance may also encourage the owner of the SSE
 
to diversify its sources of input supplies. If an SSE depends on
 
one source of supply, it may be able to 
gain a price advantage as
 
a result of volume purchasing and be ensured that materials will
 
match its needs. However, this leaves the firm extremely

vulnerable if anything happens to the supplier and reduces its
 
competitive purchasing power. 
An analysis of the desirability of
 
expanding sources of supply must involve examining the power of
 
key actors. If the supplier represents influential local
 
interests, SSEs may not be able to afford the political

repercussions of switching suppliers despite any cost advantages.
 

5. Production Quantity and Quality
 

Loan programs and technology transfer projects that enable
 
SSEs to acquire new equipment should affect the quantity and
 
quality of SSE goods. Sometimes these projects focus the
on 

supply-side problems without adequately investigating the market
 
for more or higher quality goods. Loan programs, for example,

that finance new equipment often assume that the enterprise will
 
operate at full capacity and be able to sell all output. Rarely
 
are these sanguine predictions realized.
 

If the technology is not appropriate and causes unit costs
 
to rise, the enterprise's sales and profits may decline. 
 If the
 
market cannot support the increased production as prices decline,
 
the enterprise's net profits may also decline. However, if the
 
new equipment allows the enterprise to meet current demand for a
 
product, its financial performance can be dramatically, posi
tively affected.
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Thus, the analyst should examine, with the benefit of
 
hindsight, whether the new technology was appropriate for the
 
enterprise's needs. Factors to consider include:
 

* 	Does equipment break down frequently? If so, are repair
 
services and sp.re parts quickly available at reasonable
 
rates?
 

* 	Does the enterprise have adequate power and water to
 
support this technology?
 

* 	What has been the equipment's effect on average and
 
marginal unit costs? Will the equipment provide a long
term cost advantage?
 

e 	 Have changes in the SSE product enabled its market to 
expand? 

v 	What percentage of the SSE's full operating capacity is
 
actually used?
 

If 	a small percentage of the SSE's operating capacity is
 
used, and/or equipment is frequently broken and difficult to
 
repair, the new technology may not have been the most appropriate
 
for the enterprise's needs.
 

6. Labor Relations
 

The introduction of new production technology, management
 
systems, or ownership groups into the enterprise can affect
 
labor-management relations; this in turn has repercussions on the
 
firm's financial performance. This analysis need not be
 
performed on microenterprises that involve primarily or
 
exclusively family members as employees; larger SSEs in more
 
developed counties may, however, have worker strikes that disrupt
 
production. The frequency of these disruptions should be
 
compared before and after the provision of SSE assistance as well
 
as with general industrial averages.
 

E. CONCLUSION
 

This chapter has presented a variety of techniques and
 
indicators to analyze the financial and administrative
 
performance of an enterprise. Which indicators are most
 
appropriate depends on the nature and scale of the enterprise and
 
the purpose of the inquiry. More sophisticated analyses should
 
be performed on larger SSEs that keep financial records. These
 
evaluations should include an analysis of leverage, profit
ability, performance, and liquidity ratios. Relying exclusively
 
on one indicator may result in misleading conclusions. For
 
example, gross income may increase while net income decreases.
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An economist would be most interested in the former (as an
approximation of 
value added), whereas a business person would be
 
more concerned with the latter.
 

If the analyst wishes to calculate the direct and indirect
 
impact of SSE firms, as discussed in the following chapter, at a
minimum data must be collected on the project's effect on:
 

" Sales;
 

• Raw material purchases; and
 

* The wage bill.
 

Whenever possible, the analyst should also col~ect data 
on
 
assisted firms' change in:
 

• 
Purchase from other enterprises (for example, supplies,
 
transport, and electricity);
 

" Investments 
in the plant and in equipment; and
 

" 
The price and quantity of products sold.
 

This quantitative data will allow extrapolations to be made
 
on assisted SSEs' economic impact. 
However, if these data are

suspected to be unreliable, the analyst should forgo a quantita
tive analysis and merely describe general trends.
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CHAPTER NINE
 

EVALUATING SMALL-SCALE ENTERPRISE IMPACT
 

A. KEY ISSUES AND DEVELOPMENT HYPOTHESES
 

The ultimate goal of development assistance is to further
 
economic development, specifically to increase the productive

capacity of the economy as measured by national income -- with
 
all that implies for employment, increased family incomes, and 
an
 
improved quality of life for the local population.
 

Earlier chapters have set forth techniques for evaluating

the successive intermediate stages that lead up to this final
 
point of economic impact. The timeliness and cost-effectiveness
 
with which donors channel resources to local implementing credit
 
and technical assistance institutions (Chapter Five) is a major

determinant of how effective the latter are in delivering their
 
services to client $Ss (Chapters Six and Seven). It is the
 
degree of output expansion in the SSEs in response to the inputs
 
supplied by the implementing agencies (Chapter Eight), and the
 
extent of their interaction with the surrounding economy, that
 
determine the size of ultimate project benefits.
 

The development hypothesis underlying this perspective is
 
basically one of distinguishing means from ends. The promotion

of SSEs is, in most instances, not ccnsidered a developmental
 
end, but a means of increasing overall community and national
 
economic growth. 
SSEs are perceived primarily as change
 
catalysts spurring local development through the provision of
 
income, employment, and human welfare opportunities.
 

Thus, a key evaluation objective is to determine how
 
successful SSE activities have been in stimulating socioeconomic
 
development. This chapter discusses the direct and indirect
 
impact of assisted SSEs -- the final level of 
an SSE project
 
evaluation. Whereas Chapter Six (Credit Institutions) adopted a
 
banker's perspective and Chapter Eight (SSEs) presented a
 
business person's perspective, this chapter will analyze SSE
 
impact from society's perspective. Consequently, the costs and
 
benefits of these activities are classified according to their
 
effect on national welfare and development, rather than on the
 
efficiency and effectiveness of the donor or implementing agency,
 
or on SSE profitability and long-term financial viability.
 
Further discussion of adopting a national perspective for project
 
evaluation is continued in Chapter Ten.
 

Three standard criteria used to evaluate SSE impact are
 
changes in income, employment, and auality of life. Each of
 
these criteria is affected both directly and indirectly by SSEs
 
and can be evaluated both quantitatively and qualitatively.
 
Qualitative measures may overlap or serve as proxies for
 
quantitative measures.
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The key development impact issues examined in this chapter
 
are SSE impact on:
 

" National Income
 

-
hat is the net change in direct value added from
 
assisted SSEs?
 

What is the net change in indirect value added from

forward and backward linkages to assisted SSEs?
 

What is 
the net change in income from income
 
multipliers of total new 
value added? 

W What is the net change in income as a result of 
consumer benefits? 

What is the net change in income for producers of

complementary and substitute goods and services?
 

What qualitative indicators of, 
and proxies for,

project-related net changes in 
income can be
 
observed?
 

" National Employment
 

What is 
the net change in employment at assisted
 
SSEs, the principal trading partners of assisted

SSEs, and producers of complementary and substitute
 
goods and services?
 

What project-related qualitative changes in

employment have occurred since project activities
 
began?
 

" Quality of Life
 

How has the community economic structure changed

since project activities began?
 

How has the community physical, social, and political

environment changed since project activities began?
 

The term "community," as 
used in this chapter, refers 
to the
segment of the population affected by assisted SSEs, whether on
the local, regional, or national level.
 



243
 

B. GENERAL EVALUATION STRATEGY
 

Although the most critical part of an SSE impact evaluation
 
is assessment of net changes in income, employment, and the
 
quality of life, it is these very rhanges that are most difficult
 
to measure, much less link to project interventions. These data
 
are rarely available, usually expensive to collect, and
 
difficult to verify. Often, these data are an unsuitable
 
foundation for intricate statistical acroba:ics, especially given
 
the extreme time and resource constraints of moct SSE impact

evaluations. This chapter will discuss some methods that may be
 
used, given these constraints.
 

The least-cost evaluation strategy for assessing SSE impact
 
is to rely pzimarily on proxies and indicators o net changes in
 
income, employment, and quality of life since project activities
 
began. The focus of this type of evaluation is on the direction
 
and magnitude of change, rather than on quantifying change.
 
Under this strategy, analysts also study a project's
 
macroeconomic context for confounding variables to explain
 
observed changes. This approach takes 14-28 person-days to
 
complete, assuming that the data are easily available and the
 
project covers a small geographic area.
 

A more intensive evaluation strategy is to complement
 
qualitative findings on development trends with a quantification

of direct income, employment, and quality of life changes since
 
project start-up. The critical ingredient is the data collected
 
from the sample survey of assisted firms in connection with the
 
evaluation of SSE performance, as described in Chapter Eight. The
 
analyst can then extrapolate these data to derive the project's
 
indirect community impact. This approach takes approximately 29
42 person-days to complete, excluding the time required to
 
conduct the initial SSE survey.
 

A still more rigorous evaluation strategy is to refine the
 
above-described extrapolations by collecting new information.
 
This effort entails surveying suppliers, marketing agents,
 
customers, and competitors of the assisted SSEs. A further step

would be to survey producers of complementary and substitute
 
goods and services. This approach takes about 43-70 person-days
 
to complete, and includes a field survey team of enumerators and
 
supervisors.
 

This hierarchy of strategies for evaluating SSE direct and
 
indirect impact is summarized in Table IX-l. However, regard
less of the approach, the problems in collecting and analyzing
 
impact data are similar:
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TABLE IX-1
 

HIERARCHY OF STRATEGIES TO EVALUATE SSE IMPACT
 

Evaluation 	 General Evaluation Methodology Level of
 
Strategy 	 for Data Collection and Analysis Effort
 

Low 	 Rely primarily on indicators and 14-18
 
proxies for assessing changes in person

national income, employment, and days
 
quality of life due to the pro

ject; focus on 	direction and
 
general magnitude of change rather
 
than on quantification of change;
 

study macroeconomic context for
 
confounding variables to explain
 

observed changes
 

plus
 

Medium 	 Quantify direct income, employment, 29-42
 
and quality of life changes by person
incorporating the findings of the 
 days
 
evaluation of SSE performance;
 
extrapolate to derive estimates of
 
indirect impact
 

Plus
 

High 	 Refine estimates of indirect impact 43-70
 
by surveying suppliers, inter- person
mediate consumers, marketing days,
 

agents, final consumers, producers plus
 
of complementary and substitute 
 survey
 
goods and services, and competitors team
 
of assisted SSEs
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* 
 Data are usually biased by selecting respondents who are
 
physically most accessible and easiest to talk to, due to
 
the time and resource contraints of most impact
 
evaluations;
 

* 	 Data are typically in incompatible physical oe monetary
 
units; and
 

0 
Causal links from project activities to observed impact
 
grow ever more tenuous the farther one strays from
 
assisted SSEs into their local communities, especially
 
without control groups.
 

These data deficiencies can be somewhat compensated for by:
 

e 	 Analyzing information in the context in which it 
was
 
collected, that is, by noting the sources and their
 
respective biases;
 

* 	Converting data to common denominators and constant
 
prices; and
 

* 	Assessing the role of confounding variables to explain
 
observed changes in project communities.
 

Principal data sources for assessing community impact, in
 
addition to assisted SSEs, are:
 

e 	 Local entrepreneurs who have substantial dealings with
 
assisted SSEs, especially input suppliers, intermediate
 
consumers, and marketing agents;
 

* 	 Final consumers (local households);
 

* 	 Community leaders;
 

* 	 Local government officials;
 

* 	 Other development assistance personnel living in the
 
project area; and
 

* 	 Local government reports, especially those regarding
 
local or regional market conditions.
 

Techniques for collecting data from these sources range from
 
formal, 
random sample surveys and high technology reconnaissance
 
(aerial photograph surveys, for example) to rapid rural
 
reconnaissance and 
in-depth personal profiles. Alternative
 
methods for data collection together with examples of, and trade
offs among, these methods are presented in Table IX-2.
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TABLE IX-2
 

DATA COLLECTION TECHNIQUES AT THE COMMUNITY LEVEL
 

TYPE CHARACTERISTICS1 EXAMPLES I- ?LCVANTAGES DISADVANTAGES 

Formal o Quantitative 
orientation 

o Logical-positivist per-
spective 

a Obtrusive and control-
led measurement 

* Depersonalizel data 
9 3tatic reality as-

sumption 

* Comprehensive 
survey 
ULandom Cr pur-
posive, sampling, 
using repertory 
grids, transects, 
and the Like 

a High technolcgy 
reconnaissance 

e !£tandardized 
o Comparable 
a Relatively neu-

tral 
' Controlled if 
classically 
designed 

o Expensive and time 
consuming 

e Simplified version 
of complex field 
realities 

* Limited perspective 
* Does not explain 

the change process 

o Particularistic 
e Generalizable 
* Reliability due to hard 
and replicable data 

a Outcome oriented 
a Ungrounded, verification
oriented, confirmatory, 
reductionist, inferen
tial, and hypothetico
deductive 

Informal a Qualitative orientation o Personal observation 
9 Phenomonological and * Group interviews,
verstahen perspective meetings, and panels

* Naturalistic, gestalt e Zn-depth personal
observation interviews, profiles 

e Subjective, personaLized e Participation/
data observation 

a Dynamic reality asumption * Informal chats,
* .Holistic games, exercises 
e Ungeneralizable 

a Accounts for 
project-specific 
characteristics 

a Incorporates 
nonquantifiable 
features 

* Utilizes evalu-
ator's accumulated 
experiences, ob
servations 

* Difficult to stan
dardize 

& Usually not compa
rable 

e Highly subjective 
e Often uneven and 
highly selective 

a Validity due to "real," 
.rich" data 

a Process oriented
* dtounu.,., a scovery-

* Multiple per
spectives 

* Relatively inex
nsvAn ic 

oriented, oxploratorv, 
expansionist, descrip
tive and inductive 

Draws heavily from Thomas D. Cook and Charles S. Reichardt, 'ualitative andQuantitative methods
in Evaluation Research, Beverly Hillst 
 Sage Publications, L979.
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However, before these data can be analyzed effectively,
 
analysts must usually make preliminary data adjustments to fill
 
in data gaps, and to put data in a form amenable to evaluation
 
over time and across projects. Common adjustments for filling in
 
data gaps include reconstructing, rearranging, extrapolating, and
 
supplementing data. Common methods of standardizing data include
 
transforming them into terms with a common denominator. and/or 
aggregating, averaging, and indexing data to control Cor changes

in population size or composition, seasonal or cyclical
 
variations, inflation, or multiple component impacts.
 

C. NATIONAL INCOME
 

Analysts should view the activities of assisted SSEs as both
 
the core and the prime catalyst of a chain of actions and
 
reactions that ripple through local economies to increase
 
national income. Consequently, in assessing changes in income
 
since the beginning of project activities, analysts must first
 
determine the change in income of project participants, and then
 
the income changes resulting from the interactions of project
 
participants with other SSEs. These assessments can be either
 
qualitative judgments regarding the magnitude and direction of
 
change, or quantifications of these observations.
 

The dimensions of SSE-generated income discussed in this
 

section are:
 

• Direct value added;
 

• Indirect value added;
 

* Income multipliers;
 

* Consumer benefit;
 

* Complementary and substitute goods and services; and
 

* Qualitative indicators and proxies.
 

1. Direct Value Added
 

The first step in assessing changes in income is thus to
 
determine the net change in direct value added from assisted
 
SSEs. Value added is usually defined as sales less all purchased

inputs from other firms (for example, raw materials, supplies,
 
electricity, and transport services). What remains then are
 
wages, rent, interest, depreciation, taxes, and profit. Thus,
 
value added, also known as net output, is equal to the income
 
earned by the factors of production.
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The principal alternative evaluation strategies for
 
determining the net change in 
direct value added are presented in
 
Table IX-3.
 

The least-cost method for achieving this objective is 
to
 
focus on the direction and general magnitude of 
net change in
 
gross income of assisted SSEs as 
a result of project activities,
 
as a proxy for net change in direct value added. The principal

data sources for this evaluation strategy are project records of
 
implementing institutions and interviews with selected SSEs.

This methodology is described in detail 
under the least-cost
 
option in Chapter Eight.
 

A more intensive evaluation strategy is to follow an
 
approach similar to that described above but, in addition, to

quantify the net change in gross 
income of assisted SSEs since
 
the beginning of project activities. This approach entails 
a

review of SSE financial records, as well as consulting the
 
sources listed under the least-cost strategy. Adoption of this
 
strategy implies that the high-level evaluation method described
 
in Chapter Eight was followed.
 

However, if either of the above-described evaluation
 
strategies is used, it is critical that the analyst define gross

income as sales less
revenue the cost of purchased inputs from
 
other firms, or gross income will not serve an
as appropriate

indicator of value added. If expenses other than the cost of
 
goods sold are subtracted prior to the gross income entry on a

firm's income statement, gross income will understate that firm's
 
value added.
 

Moreover, sales prices 
must reflect reasonably undistorted
 
market prices, or gross income will again serve as a poor proxy

to determine direct value added. For example, if an SSE has a
 
monopoly position in a protected market, the SSE most likely

sells its product at an artificially high price, and thus its
 
revenues overstate the firm's 
return to its factors of production

and should be adjusted downward to reflect a more realistic open
 
market value.
 

Furthermore, the increase in value added as 
a result of the
 
project will overstate benefits if the assisted firms' new
 
employees left a previous job and not In
were replaced. this
 
case, the analyst must adjust 
the assisted SSE's additional value

added downward to accommodate lost output resulting from
 
displaced production, frequently referred to 
as the opportunity

cost of labor. In countries with high unemployment roles among
 
skilled and unskilled workers, however, this adjustment is
 
unnecessary, since the previous jobs 
are filled by surplus or
 
underemployed labor. In these cases, production has not

decreased. However, if unemployment exists only on a seasonal
 
basis (non-harvest time) or among certain groups (unskilled

laborers), some adjustment will have to be made.
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TABLE IX-3
 

DETERMINING THE NET CHANGE IN DIRECT VALUE ADDED
 

Key Issue:
 

What is the net change in direct value added from
 

assisted SSEs?
 

Evaluation 	 Indicator for 


Strategy 	 Data Analysis 


Low 	 Focus on the direction and 

general magnitude of net change 


in gross profits of assisted 


SSEs due to the project 


as a proxy for net change 


in direct value idoed; 


study macroeconumic context
 

for confounding variables
 
to explain observed changes
 

plus 


Medium 	 Quantify the net change in 

gross profits of assisted 


SSEs due to the project 


plus 


High 	 Quantify the net change in wages, 

rent, interest, and profit of 


assisted SSEs as a result of 

the project 


Methodology for
 

Data Collection
 

Review of
 

implementing
 

institution
 

project files;
 

interviews of
 

selected SSEs
 

plus
 

Review of
 
SSE financial
 

statements
 

plus
 

Detailed
 
analysis of
 

SSE financial
 
statements plus
 

gathering
 

information on
 

the opportunity
 
cost of labor
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If this adjustment must be made, the most common assumption 
is that the value of forgone output is equal to the market wage
of the economic sector and geographic region from which re
employed workers have come. For example, if a worker joins afactory at $3.00 per day, but previously earned $2.25 per day, 
and the vacated position was not filled by another employee,

value added should decrease by $2.25. However, this assumption

is less credible with imperfect labor markets, often encountered

in 	rural areas during slack agricultural seasons. In these
 
cases, 
 analysts must value forgone output at something below the

peak season 
wage rate to reflect the real alternatives to current
 
employment.
 

Finally, when using gross 
income as a proxy for direct value
 
added, 
the analyst must also study the macroeconomic context in
which assisted SSEs operated during the life of the project, to
 
identify confounding variables that might explain observed
 
changes in SSE financial performance.
 

A stiil more intensive evaluation strategy is to go beyond

the use of gross income and market wages to calculate value
 
added, and instead, to measure 
net change in the discrete
 
components of value added: 
 wages, rent, interest, and profit.

This approach would require a detailed analysis, and perhaps

partial reconstruction, of 
SSE financial statements and
 
additional survey questions. The cpportunity cost of labor 
can

be 	better approximated if 
the survey team asks assisted
 
entrepreneurs and employees:
 

* 
 What were the wages of the most recently hired workers in
 
their last jobs?
 

* 
 To 	what job did the last worker who left go, and what was 
the wage?
 

e 	 To what job position did the last departing apprentice
 
go?
 

Rather than relying on macroeconomic trends, the analyst can
 
better estimate the importance of confounding variables by asking

the opinion of entrepreneurs and key informants. Enumerators,
 
therefore, should ask entrepreneurs detailed questions on what

other factors beside the loan 
(or technical assistance) increased
 
sales, and to what degree.
 

An example from the FDR/Peru Lending project illustrates how
 
an 
estimate of direct value added, adjusted for opportunity

costs, can be derived from 
the survey data on SSE financial
 
performance. The evaluation team surveyed a random sample of

borrowers from a population of 3,000 assisted firms. Data
 
collected from SSEs included before and after project sales,

gross income, and wage payments. Gross income was calculated as
 
sales less the cost of purchased raw materials, which closely
approximated value added. 
Gross income less wage payments yields
 
the combined residual of profit, interest, and rent.
 

85 



251
 

Aggregate incremental direct value added was calculated by
 
taking the average sample value of these items on an annual basis
 
and multiplying by a standard grossing-up factor.[1J This factor
 
multiplies the number of years in receipt of the loan by a
 
survival rate coefficient (1 - the proportion of firms that have
 
closed) and a .5 time adjustment factor. The .5 time adjustment

reflected, that sales did not instantly jump to the new figure;
 
rather it was assumed that they began at the initial level and
 
rose at a uniform rate attaining the reported magnitude on the
 
day of the evaluation. Hence, the midpoint value in the time
 
interval was taken, giving the factor of .5.
 

Wages Incremental annual wage payments x number of
 
years in receipt of loan x survival
 
rate x .5 time adjustment x 3,000 firms.
 
= $ 1,339 x (2.6 years x .98 survival x.5 
time adjustment x 3,000 firms) 
= $1,339 (3822) = $ 5,120,486 

Profit, interest, = incremental gross income-incremental wage
and rent payments x standard grossing-up factor. 

= ($6,499 - $1,339) (3822)
 
= $i9,721,502
 

If the additional labor required for this expansion had
 
previously been in a state of pure unemployment and if the land
 
and capital supplied by entrepreneurs of new firms had previously
 
been unproductive, the full direct value added would be 
an addi
tion to national income. But this will not usually be the case.
 
Since very little land used by Peruvian SSEs has high-value

alternative uses and additional capital was generally limited to
 
financing the loan, the analyst concentrated on the opportunity

cost of the entrepreneurs' time, paid employees, apprentices, and
 
family labor. It should be noted that a large but unknown part

of the residual category of "profit, interest, rent" is an
 
implicit wage to the entrepreneur, family labor, and in-kind
 
payments to the apprentice.
 

This methodolgy and numerical examples in this chapter are
 
from Peter Kilby and David D'Zmura, Searching for Benefits
 
(Washington, D.C.: U.S. Agency for International
 
Development, 1984), based on the FDR evaluation in Peru.
 

1 
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Estimating the opportunity cost of each of these categories

of labor is basea on information about the degree of unemployment

in the project area, the wage rate that the sampled SSEs pay,

the education and age of apprentices relative to the paid
workers, and the wage the entrepreneur was earning prior to
 
leaving paid employment. With respect to Peru, on 
the basis of

this type of information gathered in the survey, it 
was estimated
 
that new entrepreneurs (26 percent of the borrowers) had 
an

opportunity cost of twice the average SSE wage rate, and that

apprentices and wage labor had an 
opportunity cost of one-half

the wage rate. No opportunity cost was attributed to additional
 
time from family members or already established entrepreneurs.
 

The method of computation was the same as before, applying

the standard grossing-up factor to 
the average annual opportunity
cost of new apprentices and paid workers per firm; 
for new entre
preneurs the .5 time adjustment did not apply. The calculation
 
was:
 

.26 entrepreneur x 2($827) 
x (7644) = $3,287,226 

.09 apprentices x .5($827) (3822)x = 142,2391.62 paid worker x .5($827) x (3822) = 2,560,243 

Opportunity cost of labor 
 $5,989,708
 

Readers may note that the opportunity cost of labor exceeded
 
the actual wage labor as calculated in the two previous examples.
This is because a portion of SSE profits actually represents a
 
return to labor. 
To find the direct value added generated by
assisted firms, the analyst should substitute the opportunity
 
cost of labor for wage labor. The equation then becomes:
 

(6499 X 3822) - (5990 X 3822) 
24,544,884 - 22,893,780 = 1,651,104 

This result is significantly different from that obtained by
 
using the actual cost of labor.
 

2. Indirect Value Added
 

After the analysts have determined the net change in direct

value added from assisted SSEs, they should assess the net change
in indirect value added from backward and forward linkages to
 
these SSEs. Backward linkage is the new 
value added in firms
supplying the purchased inputs of the assisted firms; 
forward
 
linkage is the new value added among enterprises purchasing

assisted firms' output. The principal alternative evaluation
 
strategies for determining the net change in indirect value added
 
are presented in Table IX-4.
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TABLE IX-4
 

DETERMINING THE NET CHANGE ININDIRECT VALUE ADDED
 

Key Issue:
 

What isthe net change inindirect value added from
 
forward and backward linkages to assisted SSEs?
 

Evaluation Indicator for 

Strategy Data Analysis 


Low 	 Focus on the direction and 

general magnitude of net 

change ingross profits of 

assisted SSEs' input 

suppliers, intermediate 

consumers, and marketing 


agents resulting from
 
project activities
 

as a proxy for net change

in indirect value added;
 

study macroeconomic
 
context for confounding
 

variables to explain
 
observed changes
 

plus 


Medium 	 Estimate the net change in 

gross profits of assisted 

SSEs' input suppliers, 

intermediate consumers, 

and marketing agents
 
resulting from project
 
activities
 

plus 


High 	 Quantify the net change 

profits and/or wages, rent, 

interest, and profit of 

assisted SSEs' input 

suppliers, interme-

diate consumers, and 

marketing agents 

resulting from project 

activities 


Methodology for
 
Data Collection
 

Interviews of
 
assisted SSEs,
 
and their
 
principal
 
trading
 
partners
 

plus
 

Extrapolations
 
from surveyed
 
SSEs' financial
 
statements
 

plus
 

Detailed
 
analysis of
 
financial
 
statements of
 
assisted SSEs'
 
input suppli
ers, interme
diate consum
ers, and mar
keting agents
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The least-cost evaluation strategy for determining the net
 
change in 
indirect value added is to focus on the direction and
general magnitude of 
net change in gross profits of firms with
 
which assisted SSEs have interacted: principal input suppliers,
intermediate consumers, and marketing agents. 
This strategy is
 
the only viable option for low-cost, quick evaluations that do
 
not involve surveys of randomly selected SSEs.
 

Since the objective of this strategy is 
to obtain qualitative assessments of 
market trends since project activities began

rather than to quantify these changes, analysts should rely
primarily on interviews with assisted SSEs and their principal

trading partners to gather this information. Raw material
purchases are often a good proxy for 
indirect value added when
 
interviewing assisted SSEs, whereas gross income is a helpful
proxy for indirect value added when talking to assisted SSEs'
 
principal trading partners.
 

A more 
intensive evaluation strategy for determining the net
 
change in 
indirect value added entails actually estimating the
net change in gross income of 
those firms with which assisted
 
SSEs have interacted most. To accomplish this, analysts must
review the financial statements of assisted SSEs, as well as
 
corroborate and complement these figures through interviews of
selected SSE input suppliers, intermediate consumers, and
 
marketing agents. These interviews serve as a check on
 
extrapolations based 
on surveyed SSE financial information.
 

The same precautions that were discussed 
in the preceding
section on 
direct value added apply to quantifying indirect value
 
added: analysts should define gross 
income as sales revenue less
the cost of raw material inputs, 
to adjust for market distortions
 
and displaced production, and to place observed changes their
in

general macroeconomic context 
in the search for alternative
 
explanations for these changes. 
 Prior to using the change in
assisted firms' raw material purchases as an indicator for the
 
indirect value added backward linkage, for example, analysts

should consider making adjustments. The first is to exclude the
 
purchased inputs of retail and wholesale trading establishments
that received outside assistance, if the analyst believes that
 
their expansion did not lead 
to higher national sales, but

instead led to a displacement of less efficient forms of
 
distribution. Their increased backward indirect value added is

roughly offset by the disappearance of another set somewhere
 
else.
 

The second set of adjustments is for opportunity costs of
 
three sorts for:
 

" 
Suppliers already operating at full capacity where
 
purchased inputs repLesent sales diverted from customers;
 

" 
The foreign exchange content of purchased inputs; and
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The labor opportunity costs of suppliers that do have
 
idle capacity.
 

The percentage deduction for these three opportunity costs
 
reflects a judgment about the economy's condition -- the 
prevalence of idle capacity in sectors supplying inputs or
 
purchasing outputs of assisted firms, the percentage of imported
 
inputs used by SSEs, and the extent of unemployment.
 

A still more intensive evaluation strategy is to quantify
 
the net change in gross income or, if possible, the net change in
 
wages, rent, interest, and profit of those firms with which
 
assisted SSEs have had their principal financial dealings since
 
project activities began.
 

This last strategy is extremely difficult to execute with
 
any degree of competency and credibility, however, as it requires
 
analysts to perform detailed analyses of the financial statements
 
of assisted SSEs' principal input suppliers, intermediate
 
consumers, and marketing agents. It is usually extremely
 
difficult or impossible for analysts to have access to these
 
financial statements, as the parties involved have received no
 
assistance from the project, and thus have no obligation to
 
provide the project with private financial data. It would be,
 
for example, very difficult to quantify the net effect of an
 
agribusiness project on small farmers who serve as input
 
suppliers. Deriving accurate data on this subject would require
 
an intensive rural household survey.
 

Furthermore, the farther one strays from project partici
pants, the more doubtful are the conclusions that any observed
 
changes are the result of project activities. Thus, analysts
 
should be sure that such an evaluation approach is worth the
 
resource investment required to generate reasonably valid
 
results.
 

An example of the medium-level evaluation strategy was
 
adopted when analyzing the FDR program in Peru.[2] The two basic
 
assumptions made were that:
 

* 	Input suppliers to retail and wholesale trading companies
 
did not increase their overall sales; and
 

" 	The opportunity cost covering suppliers operating at full
 
capacity, imported inputs, and labor was '1 percent.
 

The net backward indirect value added was calculated as:
 

See Kilby and D'Zmura, Searching for Benefits.
 2 
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New sales to input suppliers  gross income x grossing up
factor 
x trading firm adjustment x opportunity cost
 
adjustment
 

= (12,456 - 6,499) x (3,822) x 
.94 x .60
 
= 12,456 - 6,499 x (3822) x .94 x .60
 
= 12,840,957
 

3. Income Multipliers
 

Once analysts have determined the net change in both direct
and indirect value added since the beginning of project activities, they should estimate the multiplier effect of this change

in income. This is based on 
the economic theory that each dollar
invested generates some number greater than itself in naticnal
 
income as it works its way through the economy. Two underlying
assumptions that must be true before examining the potential

multiplier e.'fects of SSEs are that:
 

0 Excess productive capacity exists 
in the economy; and
 

9 The SSE project creates different multiplier effects thanthose generated by other projects.
 

If these assumptions are not justified, the analyst should
not attempt to calculate SSE project multiplier effects. This is
because the project wil not 
lead to net increases in production
unless firms in the multiplier chain were previously producing
under capacity. 
If they were producing at capacity, additional
output can be achieved only through additional investments and
time lags. The second assumption, that the SSE project creates
different multiplier effects than other projects, should be
 
examined particularly in cases 
in which different production

techniques to 
produce the same product are being prepared.
 

The rise in income resulting from increased investment is
usually calculated via an 
income multiplier, which is 
a numerical

coefficient by which the change in investment must be multiplied
to equal the resultant change in income. 
Income multipliers are

in fact infinite geometric progressions, as the national economic
chain is theoretically endless. 
Wages received by SSE employees,

for example, are spent on goods that increase the value added of
firms that, 
in turn, purchase additional inputs, and so on.

Alternative evaluation strategies for determining the net change
in income from applying income multipliers to total new value

added are presented in Table IX-5.
 

The least-cost strategy to achieve this objective is 
to

examine qualitatively whether there appears to be a multiplier
effect, that is, additional income generated from direct and

indirect value-added generated by project-related activities.
This approach is most appropriate in the absence of:
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TABLE IX-5
 

DETERMINING THE NET CHANGE IN INCOME FROM INCOME MULTIPLIERS
 

Key Issue:
 

What is the net change in income from income
 

multipliers of 	total new value added?
 

Evaluation Indicator for 

Strategy Data Analysis 


Low 	 Note whether there 

appears to be additional 


income generated from 

applying income multi-


pliers to total value 

added generated by 

project-related
 
activities
 

plus 


Medium 	 Estimate the range of 

magnitude of net change in 


income from income multi-

pliers, based on comparable 

national or regional income 

multipliers 


plus 


High 	 Quantify the net change in 


income from income multi-

pliers, based on known 


national or regional income 

multipliers 


Methodology for
 

Data Collection
 

Interviews of
 
assisted SSEs,
 

and their
 
principal
 

trading
 
partners
 

plus
 

Review of
 
national and/or
 

regional macro
economic sta
tistics, and
 
income multi

pliers for
 
comparable
 

countries
 

plus
 

Published
 

national and/or
 
regional
 

income
 
multipliers
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" 	Quantified or estimated total net value added created by

project-related activities;
 

* 	The resources to quantify or estimate this total new
 
value added; or
 

* 	National or 
regional income multipliers calculated
 
either for the project area or 
for comparable areas

elsewhere.
 

That is, if 
the analysts used the least-cost evaluation
 
strategies described earlier in this chapter 
to 	determine the
impact of project activities on community income, and thus can
document only the direction and magnitude of income changes, they
should pursue the same strategy in assessing the net change in
income from income multipliers. Accordingly, analysts should
also rely on 
the same main data sources, namely, interviews of
assisted 
SSEs and their principal trading partners.
 

A more intensive evaluation strategy than simply assessing

general income trends and impact from income multipliers is to
estimate the range of possible magnitude of this net change in

income, based on comparable national or 
regional income
multipliers and extrapolations of assisted SSE survey results.

This approach is possible, however, only if data are available
 
regarding:
 

" 
The net change in direct and indirect value added from
 
project-related activities; 
and
 

" 	Actual or comparable national or 
regional income multi
pliers.
 

A still more intensive evaluation strategy is to quantify,

with a reasonable degree of certainty, the net change in 
income
from income multipliers. This strategy is based on a rigorous
assessment of net change in 
value added resulting from projectrelated activities, as well 
as 	valid national or regional income

multipliers.
 

An example of the income multiplier extrapolated from FRAI
 
survey results by a later evaluation is as follows: [3]
 

Income multiplier (referred to 
: 	Direct value added x
 
as 
net final demand linkage) 	 opportunity cost adjust

ment
 

Assuming that opportunity costs: 6,499 
x (3,822) x .20
 
were 80 percent
 

Multiplier effect 
 : 	4,967,836
 

See Kilby and D'Zumura, Searching for Benefits.
 3 
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This calculation implicitly assumed that suppliers were operating

below capacity.
 

4. Consumer Benefit
 

A consumer benefit occurs when there is 
a price reduction
 
to final consumers as a result of the SSE project. Lowering the
 
price of SSE products has the same effect as increasing the
 
income of consumers. This is more likely to happen when a

relatively large amount of outside assistance is provided to
 
geographically concentrated SSEs operating in 
fairly isolated
 
regions. In these cases, the expansion of assisted firms is 
large enough to create a downward pressure on prices. Smaller 
assistance projects operating at a national level are less likely 
to induce price changes.
 

The consumer benefit has two components: the price reduction
 
on quantities that would be purchased by consumers anyway and a
 
consumer's surplus that is gained when consumers purchase greater

quantities as 
a result of lower prices. Table IX-6 displays these
 
concepts graphically; the price reduction benefit is 
represented

by the lined rectangle and the consumer's surplus by the shaded
 
triangle.
 

Since the price reduction benefit is an income transfcr from
 
producers to consumers, the rectangle amount ($15,000 in Table

IX-6) does not represent a net gain to society: consumers gain
 
what producers lose. Normally, this amount should not be included
 
as a project benefit. However, 
if the analyst believes that this
 
income was not included elsewhere, it may be inserted at this

point. Consumer surplus, however, does reflect a net benefit to
 
society and should be included as an income benefit, whenever
 
possible.
 

The calculation of consumer benefit, as depicted in Table
 
IX-6, reflects only the demand and supply for one product and
 
assumes that all other factors are held constant. If this
 
assumptioai is 
not accurate, this entire partial equilibrium
 
analysis will result in misleading results.
 

Alternative evaluation strategies for determining the net
 
change in consumer benefit are presented in Table IX-7. The
 
least-cost strategy is to make a qualitative determination of
 
whether there appears to be significant consumer benefit
 
generated by project-related activities. This can best be
 
achieved by relying an changes in real prices over time as a
 
proxy, for the most common cause of consumer benefit is decreased

producer profit margins resulting from increased market competi
tion. Under this strategy, analysts should also investigate non
project variables that might account for observed changes.
 
Information to pursue this strategy is best garnered through

interviews of selected SSEs and their principal trading partners,
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TABLE IX-6
 

CALCULATING THE CONSUMER BENEFIT
 

PO 

I 

S 
s l 

D-

Q o0 =initial production 
Q = current production 

Po z initial price per unit 
P1 2 current price 

P - Po " P1 

IQOQ, Price reduction benefit
Consumer Surplus= 112 

P x 
P x QoQ 

0 

Price 

60C 1 --- S Sl 

Initial production 100,000 loaves 

/____Thousards 

100 130 

of 

loaves of bread 

Current production 130,000 loaves 

Initial price per loaf = 604 

Current price per loaf = 45¢ 

Price reduction benefit 
15€ x 100,000 = $15,000 

Consumer Surplus 

7 1/2 x 30,000 = $2,250 
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TABLE IX-7
 

DETERMINING THE NET CHANGE IN CONSUMER BENEFIT
 

Key Issue:
 

What is the net change in consumer benefit since
 

project activities began?
 

Evaluation Indicator for 


Strategy Data Analysis 


Low 	 Make a qualitative 

determination on whether 

there appears to be 

significant consumer 


benefit generated 

by project-related 


activities, using 

changes in real 


prices as a proxy; 

investigate non

project variables
 
that might account
 
for observed changes
 

plus 


Medium 	 Approximate the net change 

in consumer benefit since 


the beginning of project 

activities, multiplying
 

the real change in the
 
price of goods 	by the
 

total volume of goods
 
sold
 

plus 


High 	 Refine approximations of net 

change in consumer benefit 


by adjusting for redistribu-

tion of income from pro-


ducers to consumers
 

Methodology for
 

Data Collection
 

Interviews of
 
selected SSEs
 
and their
 
principal
 

trading part
ners; observa

tion of local
 
and regional
 

markets
 

plus
 

Extrapolation
 
of quantitative
 

survey of SSEs
 

plus
 

Refinement of
 
extrapolations
 

from survey
 
of SSEs
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together with first-hand observation of local and regional
markets. 
However, most evaluations lack the time to 
investigate
even low-level options to 
determine changes in 
consumer benefit.
 
A more intensive evaluation strategy is 
to approximate the
net change in 
consumer benefit since the beginning of project
activities. 
This is most often done by multiplying the real
change in 
the price of goods by the total volume of goods sold.
 
However, analysts must take care 
in making and


interpretating these calculations, as 
consumer surplus is a
theoretical concept derived from using individual demand curves
as individual utility functions, and 
therefore represents neither
a mixed basket of goods nor collective welfare values. 
Moreover,
analysts must be sure 
that they have accounted for relative price
shifts and not simply 	corrected for a general rate of 
inflation,
or corrected prices cannot be used 
to estimate concurrent
physical output. 
The principal source of data for 
these calculations 
is usually extrapolations of quantitative SSE survey

results.
 

A still more 
intensive evaluation strategy is 
to refine
approximations of 
the net change in consumer benefit since the
beginning of project activities by adjusting for 
redistribution
of income from producers to consumers.

reduction on 	

That is, the pricethe initial quantity of goods sold is simply atransfer of 
benefit to 

income from the producer to the consumer, not a netthe national economy. 
However, most evaluation data
 are not sufficiently clear 
on 
the source of price changes and
their relationship to 	physical output. 
 If this information is
available, however, national 
income redistribution 	can be netted
out of 
calculations of project-generated changes in 
consumer
 
benefit.
 

For example, a re-analysis 
 of Upper Volta survey 	results
 was based on the finding that the share of value added in sales
fell from 55 percent to 40 percent between 1979 and 1981. 
 It
made the critical assumptions that this change resulted from the
SSE project and not other factors, and that prices of purchased
inputs rose in 
line with the general price level.
 

Relative price changes were calculated according to 
the
 
following formula:
 

A_ P = (l-Ro) + Rn 	 1-Ro - 1
 
1- Rr
 

where Ro = the initial value added/sales ratio
 

Rn = value added/sales at the final period
 

P = price
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When the Upper Volta figures of .55 (Ro) and .40 (Rn) are substi
tuted, the equation becomes:
 

A P =(1 - .55) + .40 155) -1 

= .45 + .30 - 1
 
= -. 25
 

The consumer gain from the price reduction was $400,750 and
 
from consumer surplus $57,105.
 

5. Complementary and Subrititute Goods and Services
 

Once analysts have determined the net change in both direct
 
and indirect value added resulting from project activities and
 
multiplier and consumer benefit effects, they may try to estimate
 
the effect of project-related activities on the producers of
 
complementary and substitute goods and services.
 

That is, in addition to assessing a project's net direct
 
and indirect impact on community income via assisted SSEs, and
 
the linkages of these SSEs with input suppliers, intermediate
 
consumers, and marketing agents, analysts may also attempt to
 
study the income changes stemming from concurrent responses to 
project activities by entrepreneurs whose sales depend largely on 
the performance of project participants. 

A common example of income changes resulting from relation
ships between complementary goods is that of increased poultry
 
production by the provision of improved animal feed. This, in
 
turn, increases the demand for other piultry production inputs,
 
such as chicken coops, incubators, and medicine. Another set of
 
common complements is the production of food storage and
 
refrigeration devices, and the production and processing of
 
perishables. The analyst should take care that these effects have
 
not already been included as backward linkages, which would cause
 
double counting.
 

Examples of income changes resulting from consumption shifts
 
to substitute goods are also plentiful. For example, when 
a
 
domestic textile factory opens in a vicinity where most cloths
 
are handmade by neighborhood spinners, the products of this
 
factory often displace, or substitute for, the output of the
 
surrounding househ3ld enterprises. Community income remains
 
virtually unchanged if the factory and spinners both use the same
 
inputs. Instead, the net impact comprises primarily an income
 
transfer from a conglemeration of microenterprises to the new
 
factory's owners, management, and employees.
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Usually, however, the choice is not between two domestic
modes of production, but domestic versus 
foreign producers.

Cheap, high quality imports substitute for domestically produced
goods, leading to gains in consumer benefit but loss of domestic
 
vilue added.
 

Alternative evaluation strategies for 
determining the net

change in 
income for producers of complementary and substitute
goods and services are presented in Table IX-8.
 

The least-cost strategy for 
determining the net change in
income for producers of complementary and substitute goods and

services is to note whether there appear:i to be these changes in
income and, if so, 
to describe the patterns of 
these changes in

qualitative 
terms. Evaluators should also 
study a project's
macroeconomic context for confounding variables to explain

observed changes. 
 The most fruitful way of pursuing this
strategy in the 
context of SSE 
impact evaluations has been to

combine spot-checks of 
local and regional markets with interviews
of key local informants. This strategy is 
usually the only cost
effective option available to SSE analysts.
 

For example, a relatively simple market study provided an
SSE evaluation team 
in Upper Volta with substantial information
on changes in market participation since the beginning of project

activities, by sector and socioeconomic group. 
The evaluation
team was able to locate a map of the local market as it existed
when project personnel arrived, and 
was then able 
to construct a
parallel map to reflect the market's composition at the time ofthe evaluation. 
This enabled the evaluation team 
to note changes
in goods and services offered locally, as well as changes in who
 now 
offered these services. However, although the 
team was able
to document these changes, it was not able to link them to the
evaluated project. 
An investigation of 
the macroeconomic context
indicated 
that the construction of 
a road that coincided with
project implementation offered a stronger explanation 
for these
 
changes.
 

A more intensive evaluation strategy is 
to supplement a
 
general assessment of market trends with documentation of key
interrelationships between assisted SSEs and producers of
 
complementary and substitute goods and services. 
This
documentation 
can be achieved 
through in-depth qualitative case
 
studies of critical economic interdependencies.
 

If one 
-: several sectors are predominantly represented
 
among assisted SSEs, for example, the analysts might want to
select a sample group of entrepreneurs from these sectors, and
then to trace how producers of key complements and substitutes 
have 
fared since project activities began.
 

A still more intensive evaluation strategy is to estimate
the range of possible magnitude of net change in income forproducers of complementary and substitute goods and services. 
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TABLE IX-8
 

DETERMINING THE NET CHANGE IN INCOME FOR PRODUCERS OF
 
COMPLEMENTARY AND SUBSTITUTE GOODS AND SERVICES
 

Key Issue: 

What is the net change in income for producers of 
complementary and substitute goods and services? 

Evaluation Indicator for Methodology for
 
Strategy Data Analysis Data Collection
 

Low 	 Note whether there Random spot
 
appears to be income checks of local
 

changes for producers and regional
 
of complementary markets;
 

and substitute goods interviews with
 
and services and, if key local
 

so, describe the informants
 
patterns of these
 

changes in qualitative
 

terms; study macro
economic context for
 
confiundino variables
 

to explain observed
 

changes
 

plus 	 plus 

Medium 	 Document key interrela- Oualitative case
 
tionships between stjdies of
 
SSEs and producers of critical
 
complementary and economic inter
substitute goods and dependencies
 

services
 

plus 	 plus
 

High 	 Estimate the range of Ouantitative
 
possible magnitude of case studies of
 
net change in income critical
 
for oroducers of economic inter

complementary and dependencies
 
substitute goods and
 

services
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Although this might be done by trying to quantify the abovedescribed case studies, analysts will probably still have to
 
restrict themselves to using these data as indicative, rather
than as the basis for credible extrapolations to the general

population.
 

6. Qualitative Indicators and Proxies
 

In the absence of written SSE records, or the evaluation
 
resources to reconstruct these records, analysts must 
rely on
 
qualitative indicators of, and proxies for, 
net changes in income
since the beginning of project activities, rather than on
 
quantification of these changes.
 

The principal alternative evaluation strategies for 
using

qualitative indicators and proxies 
to determine project-related

net changes in income are presented in Table IX-9.
 

The least-cost evaluation strategy that relies primarily on
qualitative income data 
is to focus on indicators of, and proxies

for, the generation and application of gross income of assisted
SSEs since the beginning of project activities. The analysts

should also complement the use of these qualitative income
measurements by a study of the macroeconomic context for
 
confounding variables to explain observed changes. 
 These data
 
can 
be collected credibly only through on-site interviews of
 
project-assisted SSEs. 
This low-level evaluation effort is
generally the most that can be expected from short SSE 
impact

evaluations.
 

For example, if analysts have learned that 
a given SSE
 
claims its gross income has 
increased significantly since its
participation in project activities, the analysts 
can elucidate
 
these responses first by crosschecking the generation of
additional gross 
income, and then by investigating how this
 
income was spent. 
These new goods serve as proxies for income.
 

As detailed in Chapter Eight, crosschecks include asking

about the specific components of operating costs and revenues 
in
qualitative terms, such 
as sales, wages and salaries, and
 
material production inputs.
 

SSE owners may use newly generated profits to add to 
personal savings, to reinvest in 
the same or other businesses, or
to increase consumption. The last two purposes are mostfrequently found. Business investments are often revealed by:
 

* New or improved facilities;
 

* New or improved equipment;
 

* Expanded inventory;
 

* Diversified inventory;
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TABLE IX-9
 

INDICATORS AND PROXIES OF NET CHANGES INNATIONAL INCOME
 

Key Issue:
 

What qualitative indicators of, and proxies for project

related net changes in income can be observed?
 

Evalaution Indicator for 
Strategy Data Analysis 

Low Focus on indicators of, 
and proxies for, the 

the generation and 
application of gross 
profits of assisted 
SSEs since the 
beginning of project 
activities; study the 
macroeconomic context 
for confounding vari

ables to explain 
observed changes 

plus 

Medium Study income changes of 
assisted SSEs' principal 
input suppliers, inter-
mediate consumers, and 
marketing agents via 
indicators of, and 
proxies for, these 
parties' net change 
ingross profits since 
the beginning of project 
activities 

plus 

High Assess net changes in income 
for producers of complemen-
tary and substitute goods 
and services since the 
beginning of project
activities 

Methodology for
 
Data Collection
 

Ititerviews of
 
assisted SSEs
 

plus
 

Interviews of
 
assisted SSEs'
 
principal in
put suppliers,
 
intermediate
 
consumers, and
 
marketing
 
agents
 

plus
 

Interviews of
 
producers of
 
complements and
 
substitutes
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" 	 Increased production;
 

" 	 Higher quality production; and
 
I 

* 	 Improved employee compensation.
 

To determine personal uses of SSEs, analysts must first find
 
out from key informants how community members generally spend
 
extra 
income. Common uses of personal income can be seen by:
 

* 	 Investments in the house structure, such as
 
electrification, room additions, or 
construction of a
 
corrugated iron roof;
 

" 	 Investments in home furnishings, such as the installation
 
of a telephone, or tie purchase of floor rugs, fans, 
or a
 
television;
 

" 	 Improved diets, perhaps more fish, fowl, and meat, or
 
rice instead of cassava as a staple;
 

* 	 Increased school attendence, especially by primary age
 
children; and
 

e 
 Decreased morbidity and mortality, particularly among
 
infants.
 

A more intensive evaluation strategy is to supplement the
 
study of income changes of assisted SSEs with a study of income
 
changes of their primary zrading partners via forward and
 
backward linkages. As in the case of project-assisted SSEs, this
 
can also be done via indicators of, and proxies for, these
 
parties' net change in gross income since 
the beginning of
 
project activities. The 
most useful data collection method for

this evaluation strategy is interviews of 
assisted SSEs' main

input suppliers, intermediate consumers, and marketing agents.
 

A still more intensive evaluation stracegy is to add 
an
 
assessment of net changes 
in income for producers of
 
complementary and substitute goods and services since the
 
beginning of project activities. This strategy would apply the
 
same 
indicators and proxies described above, but incorporate a
 
dimension of the local or regional economy another step removed
 
from SSE project participants.
 



269
 

D. NATIONAL EMPLOYMENT
 

Although the economic value of project-related net changes
 
in 	national employment is included in the analyst's assessment of
 
changes in national income, the reduction of underemployment and
 
unemployment are usually such critical development priorities
 
that the analyst should also study them from two additional
 
dimensions:
 

" 	 The magnitude and composition of net employment changes; 
and 

" 	 Qualitative changes in employment.
 

That is, in addition to income changes generated by the net
 
growth or contraction of employment, analysts should also
 
consider:
 

* 	The number of positions created, sustained, altered,
 
displaced, or eliminated;
 

* 	 The composition of these positions by job or skills
 
category, and by socioeconomic background; and
 

e Changes in the nature or quality of working conditions.
 

Information on these subjects is often helpful in
 
determining the non-pecuniary development impact of SSE projects,
 
especially concerning these projects:
 

" Long-term effect on human resources development; 

" Institutional capacity building; and 

" The distribution of development costs and benefits. 

1. The Magnitude and Composition of Net Employment Changes
 

The first critical dimension of employment impact other than
 
income changes generated by SSE development activities is the
 
magnitude and composition of net changes in employment, whether
 
caused directly or indirectly by project-related activities.
 
Direct impact refers to net changes in employment in the work
 
forces of assisted SSEs, whereas indirect impact comprises net
 
changes in the work forces of assisted SSEs' principal input
 
suppliers, intermediate consumers, marketing agents, and
 
producers of complementary and substitute goods and services.
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In both cases, net change includes the transition from part
time or seasonal employment to full-time or sustained employment,as well as from unemployment to employment. Composition of 
employment refers to employee job or 
skills categories, such as
management, skilled or unskilled paid labor, 
and unpaid family

members or apprentices. 
It also includes employees' socioeconomic background, such 
as 
region, class, caste, religion, or
 
ethnic group, whichever categories are most appropriate in the
 
context of the development activities being assessed.
 

The principal alternative evaluation strategies 
for determining the net change in direct and indirect employment generated
by assisted SSEs since project start-up are presented in Table
 
IX-10.
 

The least-cost evaluation strategy to 
assess the net change

in employment is to focus on the general direction, magnitude,and nature of net employment changes since the beginning of

project activities. This assessment is 
usually based primarily
on interviews of selected SSE owners, managers, and employees.

This approach should reveal whether employment has increased ordecreased, the degree of 
change, and an overview of those sectors
 
and skills categories, as well as socioeconomic groups, that
appear to be most affected by project-related changes in employ
ment. 
This strategy should also investigate non-project vari
ables that might explain observed changes.
 

A more intensive evaluation strategy is to quantify the
magnitude and composition of net employment at assisted SSEs.
 
This is most often accomplished through surveying SSE project
participints, and reconstructing their employment records if
 
necessary. 
This method should be adopted if the high-level
evaluation strategy has been chosen 
to analyze SSE financial and
 
administrative performance (see Chapter Eight).
 

When reconstructing SSE employment records, the analyst
 
should:
 

* Divide the SSE work force into management, paid full-time 
staff, paid part-time staff, apprentices, and unpaid

staff such as family members; 

* 
Divide the SSE work force into appropriate socioeconomic
 
groups, by categories such as geographic region, social
 
class or caste, sex, religion, or ethnic group;
 

* Ask the same questions twice, once for the period just
prior to receiving assistance and once for the 
most
 
recent comparable period;
 

0 If employment is cyclical, ask the same before and after
 
questions for 
the good and bad seasons during each
 
period;
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TABLE IX-lO 

DETERMINING THE NET CHANGE INCOMMUNITY EMPLOYMENT
 

Key Issue:
 

What is the net change inemployment at assisted SSEs,
 
the principal trading partners of assisted SSEs, and
 
producers of complementary and substitute goods and
 
services?
 

Evaluation Indicator for Methodology for
 
Strategy Data Analysis Data Collection
 

Low 	 Focus on the general direction, Interviews of
 
magnitude, and nature of net selected SSE
 
changes in employment at assisteu project
 
SSEs; investigate non-project participants,
 
variables that might account their princi
for observed changes pal trading
 

partners, and
 
producers of
 
complementary
 
and substitute
 
goods and
 
services
 

plus 	 plus
 

Medium 	 Quantify the magnitude and Survey of
 
composition of net employment assisted SSEs
 
changes at assisted SSEs;
 
reconstruct employment records
 
ifnecessary
 

plus 	 plus
 

High 	 Quantify the magnitude and Survey of
 
composition of net employment assisted SSEs'
 
changes at assisted SSEs' princi- principal
 
pal trading partners and pro- trading part
ducers of complementary and ners and pro
substitute goods and services; ducers of
 
reconstruct employment records complementary

if necessary 	 goods and
 

services
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" Use a constant work measure 
throughout this questioning,
 
for example, person-days; and
 

" 
 Ask about factors that affect the SSE manager's decision
 
to hire employees.
 

Table IX-I 
 comprises a table that might assist the interviewer
 
in recording reconstructed SSE employment data. 
This table
 
divides the work force into male and female, assuming that most
 
impact evaluations aim at analyzing project effects 
on women.
 
Other socioeconomic distinctions may be used, depending on 
the
 
analyst's objectives.
 

Although Table IX-11 will provide the analyst with a means
 
of quantifying net new jobs created 
or sustained since the
 
beginning of project activities, it will be less helpful 
in
 
calculating project-related reductions 
in underemployment. These

figures can best be determined by using proxies for increased
 
staff productivity, or for its converse, 
less staff idleness.
 
The most common productivity proxy is some variation of 
an output
 
per employee ratio, such as sales per employee or unit of
 
production per employee.
 

A still more intensive evaluation strategy involves
 
quantifying the magnitude and composition of net employment

changes at 
assisted SSEs' principal trading partners, and
 
producers of complementary and substitute goods and services.
 
This can be done by conducting a survey of the above-described
 
parties much like the survey of assisted SSEs, using 
the same

data collection instrument, and making the same post-collection

adjustments and analyses. 
However, as with assessing indirect
 
changes in community income, it is highly unlikely that analysts

wll have access to detailed employment or personnel data of SSEs
 
that did not participate in project activities.
 

2. Qualitative Changes in Employment
 

In addition to 
studying net changes in the magnitude and
 
composition of employment since the beginning of project

activities, evaluators should also analyze project-related

qualitative changes in employment. Examples of these changes
 
include:
 

" Skills upgrading;
 

" Increased employee equity or 
management participation;
 

" Improved work place quality; 
and
 

" Decreased work stoppages.
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TABLE IX-11
 

A DATA COLLECTION TABLE TO RECONSTRUCT SSE EMPLOYMENT RECORDS
 

Key Issue:
 

How many people were working for the SSE immediately before
 
receiving assistance? How many employees does the SSE have at
 
present (inperson-year equivalents)?
 

Manager IUnpaid Paid I Appren- Daily/ Total 
Family Workers tices Seasonal 

MIF MIF MIF MIF MIF M F T 

At
 
present
 

Before
 
project
 

Difference
 

1.0 = Full-time M = Male
 
.5 = Half-time F = Female
 
.25 - Quarter-time T = Total
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These are often critical factors in determining SSE productivity,

as 
they form the foundation of employee capability to improve

performance and the incentive to 
use this capability in the SSE's
 
interest.
 

The principal alternative evaluation strategies for

assessing qualitative changes in employment are presented in
 
Table IX-12.
 

The least-cost evaluation strategy is 
to focus on the
 
general nature of changes in the overall quality of working

conditions at assisted SSEs since project activities began. 
 That
is, rather than trying to describe changes in working conditions
in detail, analysts assess whether the working environment as a
 
whole has improved or deteriorated, and investigate non-project

variables that might account for observed changes. 
These
 
conclusions should be based 
on a combination of interviews with
 
management and employees of selected SSE project participants,

and the evaluators' own observations.
 

A more intensive strategy is 
to specify in detail changes in
the quality of working conditions at assisted SSEs since project

activities began. Analysts should include in 
their investiga
tion, but not necessarily limit themselves to, 
the categories of
skills upgrading, employee equity and management participation,

work place physical and social environment, and labor-management

relations. 
Their primary data source would most likely consist
of case studies of key SSE personnel representing both management

and labor.
 

A still more intensive evaluation strategy is 
to assess

qualitative changes in 
working conditions at assisted SSEs'

principal trading partners, and producers of complementary and
substitute goods and services. 
This can most profitably be done

through interviews with the above-described parties, though the

causal link between observed changes and project-related

activities might be 
very weak indeed.
 

E. QUALITY OF LIFE
 

Most SSE development activities have several objectives

beyond increasing income and employment, which are usually

grouped together under 
the general project goal of improving the
 
quality of life. These objectives include:
 

* Influencing community trends and priorities;
 

* 
 Stimulating community development organizations and
 
initiatives;
 

* 
 Promoting community ecology, health, nutrition, school
 
enrollment, housing, and infrastructure;
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TABLE IX-12
 

DETERMINING QUALITATIVE CHANGES IN EMPLOYMENT
 

Key Issue:
 

What project-related qualitative changes inemployment have
 
occurred since project activities began?
 

Evaluation 	 Indicator for 

Strategy 	 Data Analysis 


Low 	 Focus on the general nature of 

changes inthe overall quality 

of working conditions at 

assisted SSEs since the 

beginning of project 

activities; investigate 

non-project variables 

that might account for
 
observed changes
 

plus 


Medium 	 Specify changes in the quality 

of working conditions at 

assisted SSEs regarding skills 

training, employee equity and 

.management participation, 

work place environment, and 

labor-management relations
 

plus 


High 	 Assess qualitative changes in 

working conditions at assisted 

SSEs' principal trading partners, 

and producers of complementary 

and substitute goods and ser-

vices 


Methodology for
 
Data Collection
 

Interviews of
 
selected SSE
 
project
 
participants'
 
management and
 
employee
 
staff members
 

plus
 

Case studies of
 
key SSE per
sonnel repre
senting both
 
management and
 
labor
 

plus
 

Interviews with
 
assisted SSEs'
 
principal
 
trading part
ners, and pro
ducers of
 
complementary
 
and substitute
 
goods and
 
services
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e 	 Controlling population inflows or outflows; and
 

a Strengthening access 
to 	public and private services and
 
resources.
 

However, although these objectives make up critical components of overall criteria for determining the development
impact of SSE activities, they are commonly omitted from SSE
impact evaluations because they 
are difficult to delineate

conceptually and 
to quantify operationally.
 

Nonetheless, they 
are based on the perceptions of people of
their development possibilities and constraints in 
the context of
their development priorities, and thus form the foundation 
on
which all subsequent development activities should be built and
evaluated. For net
example, community income and employmentcould indeed rise, but at 
the expense of 
equitable distribution

of 	development benefits, social 
stability, or environmental
 
safety.
 

The best sources 
for data on changes in the community

quality of life are:
 

* Assisted SSEs;
 

9 Local entrepreneurs who have substantial dealings with
 
assisted SSEs;
 

* 
 Other key local businesses;
 

e Project personnel;
 

o Local households;
 

e Community leaders;
 

* 	 Local government officials;
 

* 	 Other development assistance personnel living in 
the
 
project area; and
 

* 	 Local government reports, especially those regarding

local or 
regional market conditions.
 

Table 
IX-13 presents questions that might help the analyst in
examining community perceptions of changes in the local 
quality
of 
life since project activities began.
 

To facilitate analysis of data collected using 
the
questionnaire 
in Table IX-13, analysts should divide the impact
of SSE development activities on 
community quality of life into
 
two major areas:
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TABLE IX-13
 

QUESTIONS ON CHANGES IN COMMUNITY QUALITY OF LIFE
 

What are the community's general development 
priorities?
 

How have these priorities changed since
 
project activities began?
 

What are the major obstacles to meeting these
 
development priorities?
 

What are the most important locally based
 
development organizations?
 

Which of these, ifany, have either been founded
 
or grown considerably since project activities
 
began?
 

Who makes up the leadership of these 
organizations?
 

Who makes up the membership of these
 
organizations?
 

What are these organizations' most important 
development initiatives since project activities 
began?
 

Have these organizations received any outside
 
funding to pursue these initiatives?
 

If so, approximately how much, and from whom?
 

Have these organizations received any non
financial outside support to pursue their
 
development initiatives? 

If so, what kind of assistance, and from whom?
 

Have public services increased or decreased in the
 

area since project activities began?
 

What has been the nature of these changes?
 

Have investments in the area increased or
 
decreased in the area since project activities
 
began?
 

What has been the nature of these changes?
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TABLE IX-13 (Continued)
 

Have there been any significant increases or
 
decreases Inlocal pollution since project
 
activities began?
 

If so, by whom, and why?
 

Have there been any significant changes in local
 
diets since project activities began?
 

If so, inwhat way, and why?
 

Have there been any significant changes inlocal
 
morbidity or mortality since project.
 
activities began?
 

If so, how, and among what part of the local
 
population?
 

Has school attendence increased or decreased
 

significantly since project activities began?
 

Ifso, among which age group, and why?
 

Have there been any significant changes in the
 
amount or nature of local investment and
 
consumption since project activities began?
 

Ifso, inwhat way, and why?
 

Has the local population grown or shrunk since
 
project activities?
 

Do people seem to be moving into or out of the 
area? 

If they seem to be moving out, why are they 
leaving and where are they going?
 

If they seem to be moving in,why are they joining
 
the community and where are they coming from?
 

Have there been any major changes in
 

infrastructure (electrification, roads, telephone,
 
for example) since the project activities began?
 
Specify.
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" Community economic structure; and
 

" Community physical, social, and political environment. 

Alternative evaluation strategies for evaluating community impact
 
from each of the above-listed dimensions will be examined in the
 
following two sections.
 

1. Community Economic Structure
 

in evaluating the development impact of efforts to promote
 
SSEs, analysts should not only assess whether project-related
 
activities have contributed to net changes in income and
 
employment. Analysts must also determine the less visible but
 
perhaps longer-term effects of an SSE project on the structure of
 
the local economy, especially regarding market participation,
 
composition, and trends.
 

The principal alternative evaluation strategies for
 
determining the net change in direct value added are presented in
 
Table IX-14.
 

The least-cost evaluation strategy to determine changes in
 
the community economic structure is to focus on changes in
 
general trends of local and regional markets since project start
up. Specifically, analysts should determine if markets are:
 

" Becoming integrated and nationalized or fragmented and 

localized;
 

" Expanding or contracting; and
 

* Have future growth potential or are saturated.
 

These data can usually be obtained from interviews with selected
 
community members, and first-hand observation of local and
 
regional markets. This minimum information is usually all that
 
evaluation team members will have time to collect.
 

A more intensive evaluation strategy is to also study
 
changes in local and regional market composition and participa
tion since project activities began. That is, under this
 
approach, analysts also investigate changes in market structure
 
by sector of activity and scale of operations, as well as by
 
entrepreneur socioeconomic group. National priorities often
 
dictate the promotion of certain types of enterprises or
 
groupings of entrepreneurs, so it is important to learn not only
 
what has changed in the community economic structure, but also
 
who has benefited and who has lost from these changes. The best
 
source for this type of information is case studies of selected
 
local and regional markets.
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TABLE IX-14
 

DETERMINING CHANGES INCOMMUNITY ECONOMIC STRUCTURE
 

Key Issue:
 

How has the community economic structure changed since
 

project activities began?
 

Evaluation Indicator for 

Strategy Data Analysis 


Low 	 Focus on changes Ingeneral 

trends of local and regional 

markets since project 

activities began; 

investigate non-project 

variables that might account 


for observed changes 


plus 


Medium 	 Study changes in Incal and 

regional market composition 

and partiripatlo, , by economic 

sector, scale of operations, 

and entrepreneur socioecoiomic
 
group
 

plus 


High 	 Quantify changes in local and 

regional market trends, com-


position, and participation 

by sector, scale., and entre-

preneur socioeconomic group
 

Methodology for
 
Data Collection
 

Interviews of
 
selected
 
comiunity
 
members;
 
observation of
 
local and
 
regional
 
markets
 

pLU i 

C,*se studies of
 
selected local
 
and regional
 
markets
 

plus
 

Formal survey
 
of key local
 

and regional
 
markets
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who has benefited and who has lost from these changes. The best
 
source for this type of information is case studies of selected
 
local and regional markets.
 

A still more Intensive evaluation strategy is to quantify
 
changes in local and regional market trends, composition, and
 
participation, by sector, scale, and entrepreneur socioeconomic
 
group. This can best be accomplished through a formal survey of
 
key local and regional markets. This option usually is not
 
appropriate for a low-cost evaluation effort.
 

2. Community Physical, Social, and Political Environment
 

In addition to changes in the local economic structure and
 
in community welfare, analysts should also assess ch.nges in the
 
community physical, social, and political environment. These
 
changes, although often difficult or impossible to quantify, are
 
critical dimensions of SSE-related development impact.
 

Physical changes most often refers to beneficial and
 
detrimental externalities of SSE production and consumption.
 
Positive externalities are generated when members of an economy
 
do things that benefit others without compensation, whereas
 
negative externalities are generated when they do things that
 
hurt others without commensurate cost to themselves. In short,
 
externalities are an economic concept that highlights divergence
 
between social and private return, when community interests and
 
self-interests do not coincide.
 

For example, some common beneficial externalities of
 
production are electricity generated for community benefit and an
 
enlarged skilled labor force from which to draw trained
 
personnel. In fact, one key constraint to SSE promotion is often
 
lack of beneficial externalities of production, sometimes
 
referred to as lack of a local economic infrastructure. Common
 
detrimental externalities of production are soil erosion and
 
environmental pollution. An example of what can be either a
 
beneficial or a detrimental externality of consumption is altered
 
tastes and consequential consumer demand, for instance, the shift
 
from domestic products to imported goods, or from basic needs to
 
luxury items.
 

Social and political changes in the community generally
 
refer to changes in community development perspectives,
 
initiatives, organization, and interaction. These are most often
 
indicated by changes in the nature and number of community
 
development organizations, the initiatives that they pursue, and
 
their ability to leverage outside public and private assistance
 
or investment. In other words, socio-political community
 
development comprises a combination of psychological changes in
 
the individual, and the ramifications of these changes on the
 
pursual of objectives that reflect convergence of individual
 
interests and the common good.
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Other social and political changes may stem from income
 
redistribution to and from different social classes and groups.
 
SSE development projects may cause the gap between the richer,
 
entrepreneurial class and those without any assets to widen,
 
leading to social and political disruption.
 

Alternative strategies for evaluating the impact of SSE
related activities on the physical, social, and political
 
environment of local communities are presented in Table IX-15.
 

The least-cost evaluation strategy is to focus on general
 
phy-ical, social, and political changes in project communities.
 
This is best done by concentrating on trends at locations
 
predominated by SSEs critical by virtue of their size, sector, or
 
reflection of national, regional, or local development
 
priorities. Analysts can usually obtain these data through
 
interviews of selected community households and key community
 
leaders, together with first-hand observation of project
 
communities. At the same time, analysts should take care to
 
study the macroeconomic context for confounding variables to
 
explain observed changes.
 

A more intensive evaluation strategy is to detail critical
 
community physical, social, and political changes as a result of
 
project-related activities. This objective is most easily met
 
through case studies of key community changes.
 

A yet more intensive evaluation strategy is then to compile
 
these details of critical community physical, social, and
 
political changes into a consolidated community profile. This
 
profile is best drawn by refining and extrapolating findings of
 
the above-described case studies.
 

F. CONCLUSION
 

Economic development is the ultimate objective of efforts to
 
promote SSEs, and thus should form the heart of any SSE impact
 
evaluation. Regardless of how well donors, implementing institu
tions, and assisted SSEs perform, unless national income, employ
ment, and quality of life also improve, the project will not have
 
been an effective vehicle for assisting its targeted final
 
beneficiaries.
 

Because SSE impact is so critical in assessing the relative
 
success or failure of an SSE project, it is also an acutely
 
sensitive subject that is extremely difficult to confront without
 
losing credibility. It is not possible to measure all income,
 
employment, and quality of life changes that have occurred since
 
project activities began. Nor do all things measurable reflect
 
what they seem to represent. And changes both qualitative and
 
quantitative cannot necessarily be linked to project-related
 
activities.
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TABLE IX-15
 

DETERMINING PHYSICAL, SOCIAL, AND POLITICAL COMMUNITY CHANGE
 

Key Issue:
 

How has the community's physical, social, and political
 

environment changed since project activities began?
 

Evaluation 
Strategy 

Indicator for 
Data Analysis 

Low Focus on general physical, 
social, and political changes 

in project communities; 
concentrate on trends at 

locations predrminated by 
SSEs critical by virtue of 

their size, sector, or 
reflection of national, 

regional, or local development 
priorities; study the macro

economic context for con
founding variables to explain 

observed changes 

plus 

Medium Detail key community physical, 
social, and political changes 

as a result of project-related 
activities 

plus 

High Compile details of key 

community physical, social, 
and political changes into 

a consolidated community 
profile 

Methodology for
 
Data Collection
 

Interviews of
 
selected
 

community
 
households and
 

leaders;
 
observation
 

of project
 
communities
 

plus
 

Case studies
 
of key
 

community
 
changes
 

plus
 

Refinements
 

and extrapo
lations of
 

case studies
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Assessing SSE impact therefore requires rigor, creativity,
 
and common sense on the part of the analyst. One can learn a lot
 
about the effects of efforts to promote SSEs through informed
 
observation and qualitative information, whereas a plethora of
 
numbers is not synonomous with good data and valid analysis. The
 
responsibility of the analyst is to reconcile evaluation time and
 
resources with the project nature and context, and then select
 
the evaluation strategy most appropriate for assessing SSE impact
 
under these circumstances.
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CHAPTER TEN
 

EVALUATION SYNTHESIS
 

A. KEY ISSUES AND DEVELOPMENT HYPOTHESES
 

Previous chapters have presented alternative strategies for
 
assessing the performance of donors, implementing institutions,
 
and assisted SSEs, as well as the impact of SSE performance on
 
national income, employment, and the quality of life. That is,
 
in Chapters Five through Eight, efforts to foster national
 
development through the promotion of SSEs were disaggregated into
 
discrete components that could be analyzed from the perspective
 
of their operational placement in the chain of development
 
assistance intermediaries; Chapter Nine placed the effects of
 
these intermediaries' efforts in the context of a national
 
perspective. It described an evaluation methodology that stresses
 
value-added and employment generated by assisted SSEs.
 

Although it is useful for interested parties to have a
 
disaggregated assessment of the performance of project
 
intermediaries and a view of project impact from the perspective
 
of targeted beneficiaries, it is often helpful if analysts can
 
link this spectrum of perspectives into an integrated synthesis
 
of project impact.
 

An overall SSE project or program assessment can assist SSE
 
donors, implementing institutions, and host governments in
 
arriving at rational future allocations of limited development
 
resources, especially if these assessments help in comparing
 
different SSE projects, programs, and strategies with one
 
another, as well as with non-SSE but similarly targeted
 
development activities. At the same time, the individual
 
components of these overall judgments should provide the detail
 
necessary to justify and implement policy and p :ogramming
 
decisions.
 

In short, an evaluation synthesis should enable SSE policy
 
makers, planners, and managers to answer the key resource
 
programming questions:
 

* 	What net contribution did the project or program make to
 
national development? What difference did these activi
ties make in achieving national development objectives?
 

e 	How does this contribution compare with alternative uses
 
of 	national development resources? Was the contribution
 
worth the cost?
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* 	Should the project or program be continued as is, modi
fied, expanded, or replicated? Should it be abandoned
 
for more cost-effective development efforts?
 

B. GENERAL EVALUATION STRATEGY
 

Unfortunately, these questions are much easier to ask than
 
to answer. Although it is not difficult to query the relative
 
value of efforts to promote SSEs, measuring the overall
 
development impact or ultimate success of an SSE project requires
 
the judicious blending of subjective sensitivities, qualitative
 
observations, and quantitative data.
 

However, there is seldom a consensus on the most appropriate
 
yardstick for constructing this evaluation synthesis. No single
 
methodology is clearly superior to its competitors in all
 
situations, especially since most overall assessments can be
 
misleading because of implicit assumptions, explicit conditions,
 
factual omissions, data misaggregations, or methodological
 
biases inherent in a given analytic technique.
 

Moreover, overall assessments of project or program impact
 
are highly prone to either unintentional or unethical manipula
tion. This is especially true, given that project costs are
 
usually much easier to quantify than project benefits. Project
 
costs are traditionally tracked regularly and accounted for
 
periodically by project management, whereas project benefits tend
 
to be derived via activities not operationally integrated with
 
project implementation. Thus, it is not uncommon for analysts
 
first to compute project costs, then to derive the amount of
 
project benefits they think they need to justify these costs, and
 
finally, to compute backwards from this ideal figure to a
 
detailed itemization and explanation of project benefits.
 

Nor is a single evaluation standard necessarily desirable or
 
appropriate. Not all SSE impact evaluations are undertaken at
 
the same level of effort, their data are often not comparable,
 
and not all evaluation components are of equal importance to all
 
audiences at all times.
 

Instead, initial evaluation parameters, together with the
 
evaluation's subsequent level of effort, should provide the
 
criteria and means for optimizing the synthesis and presentation
 
of evaluation findings. Not only should evaluation teams use
 
markedly different composite yardsticks when arriving at general
 
conclusions, based on multiple and divergent criteria; they
 
should also make explicit the assumptions embodied in each
 
yardstick, and conduct sensitivity analyses to determine the
 
effects of alternative assumptions on project impact.
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A hierarchy of strategies for synthesizing evaluation
 
findings is summarized in Table X-1. The least-cost strategy is
 
to focus primarily on producing a qualitative synthesis of
 
evaluation findings, based on a mixture of quantitative and
 
qualitative data collected and analyzed under the least-cost
 
strategies described in earlier chapters. Although this approach
 
uses fewer numbers than more intensive evaluation strategies, it
 
can offer results as insightful and useful as alternative
 
strategies, providing it reflects skilled observation and sound
 
judgment based on a combination of:
 

* 	Prior field experience;
 

* 	The current evaluation context, especially regarding the
 
primary interests and priorities of its prospective
 
audience; and
 

• 	A healthy dose of common sense.
 

This evaluation strategy takes approximately 3-7 person-days to
 
complete.
 

A more intensive evaluation strategy is to mix the above
described qualitative synthesis with quantification of the most
 
easily documented and most direct project benefits and costs.
 
Unlike that described in Chapter Nine, this approach adopts a
 
national perspective and includes only net additions to national
 
income Under a mid-level effort, analysts make only the most
 
critical adjustments for economic distortions and the time value
 
of money in synthesizing these benefits and costs. These
 
adjustments include:
 

* 	Using actual market prices (including parallel markets)
 
as proxies for economic value whenever feasible and
 
credible;
 

• 	Adjusting for inflation;
 

e 	Including only cash inflows and outflows; and
 

* 	Netting out all major economic transfers.
 

This approach builds primarily on data collected and analyzed
 
under the medium-level evaluation strategies described in earlier
 
chapters, and takes 8-14 person-days to complete.
 

A still more intensive strategy is to also quantify both
 
indirect and relatively ambiguous project benefits and costs,
 
such as indirect value added and employment, quality of life
 
changes, externalities, and spillovers. This approach also
 
entails making more detailed and refined used of shadow pricing,

for example, trying to calculate the economic cost of capital via
 
a weighted average, or the economic value of foreign exchange
 



288 

TABLE X-1
 

HIERARCHY OF STRATEGIES TO SYNTHESIZE EVALUATION FINDINGS
 

Evaluation 
Strategy 

General Evaluation Methodology for 
Synthesizing Evaluation Findings 

Level of 
Effort 

Low Focus primarily on producing a 
qualitative synthesis of evalua-
tion findings, based on a mixture 
of quantitative and qualitative 
data collected and analyzed under 
the least-cost strategies described 
in earlier chapters 

3-7 
person

days 

Medium Quantify only the most easily 
documented and most direct project 
benefits and costs, and make only 
the most critical adjustments for 
economic distortions 

8-14 
person

days 

High Quantify indirect and relatively 
ambiguous project benefits and 
costs, and make more detailed and 
refined use of shadow pricing 

15-21 
person
days 



289
 

through sophisticated supply and demand analysis. This approach
 
requires high-quality data from the most intensive evaluation
 
strategies described in earlier chapters, together with analyses
 
of these data by professional economists. Given these inputs, it
 
takes 15-21 days to complete; without such inputs, this strategy
 
is simply not feasible.
 

Regardless of the evaluation strategy selected, however,
 
analysts should be able to rely primarily on data they have
 
collected and analyzed while assessing donor, implementing insti
tution, and SSE performance, and in determining the community
 
impact of SSE activities. That is, the evaluation strategies
 
selected at these stages of the evaluation will largely determine
 
the nature of the evaluation synthesis: if the analysts followed
 
the least-cost strategies during the previous stages of the
 
evaluation, they will be restricted to a largely qualitative
 
synthesis, whereas adherence to the medium- or high-level
 
strategies earlier would enable them to incorporate quantitative
 
findings along with their qualitative assessments in their
 
evaluation synthesis.
 

The section on quantitative analysis methods concludes with
 
a review of standard techniques used to compare benefits and
 
costs. Since a vast literature exists on this subject, readers
 
wishing more complete information should consult texts listed at
 
the end of the chapter.
 

The manual concludes with a short section on report prepara
tion, review, and distribution. This often underestimated
 
process is as important as data collection and analysis. If done
 
poorly, it can relegate the report to dusty shelves where it will
 
remain unread.
 

C. QUALITATIVE PROJECT SYNTHESIS
 

A qualitative project synthesis should try to analyze
 
whether the project has achieved its basic objectives, based on
 
general trends and easily available quantitative data. This
 
analysis should incorporate qualitative changes and intangibles
 
into the analysis. Qualitative changes are those that can be
 
measured only in general terms, even if the change itself is
 
specific and tangible. Intangibles are factors that are
 
important to the individuals involved in the project but are
 
difficult to value concretely.
 

The direction and magnitude of change at the donor,
 
implementing agency, SSE and community levels provide a useful
 
framework by which to evaluate the project. Table X-2 summarizes 
the issues discussed in Chapters Five-Nine. They form a basis
 
for evaluating each project level and, in turn, the project as a
 
whole. This analysis may be derived by adopting the low-level
 
evaluation methodology option; however, results may be more valid
 
if options requiring a higher level of effort have been used.
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TABLE X-2
 

CRITERIA TO EVALUATE PROJECT PERFORMANCE
 

Unsatisfactory Good Excellent
 

DONOR
 

Status of Resource Flows
 

Efficiency of Resource Flows
 

Effectiveness of Donor
 

Assistance
 

CREDIT INSTITUTION
 

Financial Performance
 
-Financial Policies
 

-Financial Condition
 
-Profitability
 
-Sources and Applications of Funds
 
-Loan Portfolio Quality
 
-Loan Collection Performance
 
-Portfolio Yield
 
-Financial Viability
 

Administrative Performance
 
-Organizational Structure
 

-Internal Credit Procedures
 
-Internal Inspection and Control
 

-Staff Productivity and Efficiency
 
-Customer Service and Follow-up
 

Client Profile
 
-Financial Classification
 

-Socioeconomic Features
 
-Socioeconomic Profile
 

TECHNICAL ASSISTANCE AGENCY
 

Administrative Performance
 
-Organizational Mandate and Objectives
 
-Organizational Structure
 
-Internal Procedures
 
-Decision-making Process and Management
 

Information System
 
-Personnel Background, Training, and Incentives
 
-Training Methods and Content
 
-Productivity and Efficiency
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TABLE X-2 (Continued)
 

Unsatisfactory Good Excellent
 

Administrative and Financial Sustainability
 
-Administrative Viability
 
-Financial Viability
 

Client Profile
 
-Socioeconomic Features
 
-Socioeconomic Profile
 

ASSISTED SMALL-SCALE ENTERPRISES
 

Financial Performance
 
-General Financial Trends
 

-Financial Condition
 
-Profitability
 
-Liquidity
 

Administrative and Technical Performance
 
-Organizational Structure
 

-Management Information System
 
-Market Standing
 
-Innovation
 
-Access to Physical and Financial Resources
 
-Production Quantity and Quality
 
-Labor Relations
 

SMALL-SCALE ENTERPRISE IMPACT
 

National Income
 
-Direct Value Added
 
-Indirect Value Added from Linkages
 
-Income Multipliers
 

-Consumer Benefit
 
-Income to Producers of Complementary and Substitute Goods
 
-Qualitative Indicators and Proxies
 

Employment
 
-The Magnitude and Composition of Net Employment Changes
 
-Qualitative Changes in Employment
 

Quality of Life
 
-Economic Structure
 
-Physical, Social, and Political Environment
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The discussion of these issues should include:
 

" 	An analysis of the relationship between project inputs
 
and intermediaries to project impact; and
 

* 	An examination of the effect of the project's economic,
 
social, political, and infrastructure context on
 
achieving project aims and any confounding variables
 
that may account for changes.
 

Each project has negative as well as positive aspects; their
 
relative weight should be determined by the evaluation's para
meters. These parameters, discussed in Chapter Two, include:
 

• 	Whether the evaluation is being conducted to address
 
policy, program, or project concerns;
 

* 	 Who is the evaluation's audience, and what are their 
needs;
 

" 	 What is the timing of the evaluation, and has enough time 
elapsed to judge the project's impact.
 

Perhaps the most important criteria to use when determining
 
the relative importance of the factors listed in Table X-2 is
 
their relationship to project objectives. For example, if the
 
project's objective was to build a viable self-sustaining
 
Implementing institution, the administrative and financial
 
viability of the institution would assume greater importance than
 
the financial viability of assisted SSEs. The project may have
 
helped to strengthen SSEs, but fail to achieve its primary

objective of creating an institution capable of sustaining this
 
process. However, if the primary objective was to increase the
 
incomes of assisted entrepreneurs, the viability of the
 
implementing institution would assume lesser importance.
 

Since project objectives sometimes change over time or may
 
be interpreted differently by the various project actors, it is
 
important to reach a clear consensus before adopting this
 
approach. Changing certain underlying assumptions about project
 
objectives (Were objectives appropriate to meet longer-term
 
goals?) and performance (What is the probability that impact is
 
due to the project?) can allow the analyst to conduct narrative
 
sensitivity analyses that may illuminate further the intrinsic
 
worth of the activity.
 

Although the analyst may receive pressure or feel the urge
 
to quantify these results (that is, excellent = 10 points, etc.) 
and thereby grade the project, this usually will reduce the 
evaluation's validity and often serve as a self-fulfilling 
exercise. The strength of narrative, qualitative reviews is that
 
they can avoid simplistic generalities and allow project
 
subtleties to be discussed.
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D. 	 QUANTITATIVE PROJECT SYNTHESIS (SOCIAL BENEFIT-COST
 
ANALYSIS)
 

1. Introduction
 

The qualitative analysis still evaluates the project in
 
terms of discrete components and how they affect the achievement 
of project objectives. The quantitative analysis described in
 
this section requires the analyst to regard the project from a
 
broad national perspective. Because this economic analysis is
 
concerned with the net effect the project has had on national
 
income, the performance of any one project intermediary is not
 
important. Benefits at the SSE level can cancel out costs at the
 
implementing institution level.
 

Although the comparison of economic project benefits and
 
costs is useful when conducted properly, it should not substitute
 
for an analysis of unquantifiable project aspects. Pure economic
 
analyses do not help to explain the development process, nor do
 
they capture the longer-term qualitative effects of project
 
success or failure. Often, projects are designed to build
 
institutional capacity or to begin a process of community
 
organization and development whose success cannot be quantified.
 
In these cases, quantifying project benefits and costs may be
 
beside the point.
 

In addition, an economic benefit-cost evaluation should
 
never substitute for financial analysis of the implementing
 
institution and assisted SSEs. Although corrections for economic
 
distortions may transform financially unprofitable SSEs into
 
economically beneficial entities, they will still go under unless
 
theoretical changes are reflected in the real world.
 

When reading a project benefit cost analysis, the reviewer
 
should turn quickly to the footnotes in small print, for it is
 
there that most assumptions are hidden. The assumptions
 
underlying these calculations are often based on the analyst's
 
subjective judgments; yet, a small change in these assumptions
 
often dramatically affects whether the project can be termed
 
successful. The reviewer's suspicions should reach a feverish
 
pitch if no explicit assumptions are attached to the analysis.
 

One method of determining the project's sensitivity to such
 
assumptions is to calrculate (at a minimum) two benefit-cost and
 
calculations: the first would include only direct and easily
 
quantified benefits and costs using conservative assumptions,
 
whereas the second might include indirect benefits and costs
 
using more subjective and liberal assumptions. These two cases
 
would then present a range by which to judge the economic worth
 
of the project.
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2. Direct Benefits and Costs
 

The project's direct benefits and costs can be found
 
primarily by examining the financial statements of the donor
 
agency, implementing agency, and assisted SSEs. These data only
 
can be derived if the evaluation team has chosen the high-level
 
evaluation strategy for analyzing the implementing agency and
 
SSEs and the medium-level strategy for the donor agency.
 

All values should be in net terms, that is, reflecting
 
benefits and cost changes resulting from the project. Only the
 
difference in net benefits between SSEs that have participated in
 
the project, for example, and those that have not should be
 
included. If no control group information is available, the
 
analyst may choose to use the enterprise's performance
 
immediately prior to assistance as a proxy for what performance
 
would have been throughout the project. All costs and benefits
 
should also be in constant prices that correct for the effect of
 
inflation.
 

Net direct project benefits at the SSE level (sales minus
 
raw material purchases, other purchases from outside suppliers,
 
and the opportunity cost of labor) is equivalent to the SSEs'
 
direct value added, as discussed in Chapter Nine.
 

3. Primary Economic Adjustments
 

Some basic adjustments must be made when using financial
 
data for an economic analysis:
 

• Include only cash inflows and outflows; and
 

" Eliminate direct transfer payments.
 

Since only cash inflows and outflows are included at the
 
time that they are incurred, financial items such as depreciation
 
do not appear in an economic analysis. Similar to a cash-flow
 
statement, the entire investment is treated as a cost when it is
 
incurred; including depreciation throughout its usable life would
 
cause this cost to be double counted.
 

Some items appearing in the financial statements of donors,
 
implementing agencies, and SSEs represent transfers from one
 
group in society to another, rather than net changes in national
 
income. In social benefit-cost analysis, these transfer payments
 
are therefore eliminated entirely. The four most common types of
 
transfer payments encountered in SSE project analysis are:
 

* Loans;
 

" Debt service;
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* Taxes; and
 

e Subsidies.
 

Loans from a credit agency to an SSE do not reflect a change
 
in national income, but a transfer of control over existing
 
resources. The loan amount as well as the repayment of principal
 
and interest, therefore, are excluded from an economic analysis.
 
However, the use of this resource is recorded as a benefit or
 
cost; if the loan is used to purchase equipment, this will appear
 
as a cost to society since this uses up resources and thus
 
reduces national income. Debt service payments made by
 
implementing institutions to foreign donors are treated as a
 
transfer payment even though these funds may leave the country.
 
This practice ensures that differences in funding sources for a
 
project do not influence whether it should be undertaken.
 

Taxes used for general purposes are not subtracted as a cost
 
to acsisted enterprises since they represent a transfer from the
 
enterprise to the government. Import duties on equipment or goods
 
also fall into this category. Thus, the analyst should include
 
only the border price of an imported good as a cost to the
 
enterprise. The enterprise's net income is thereby increased by
 
the amount of the tax or duty. Taxes paid in exchange for a good
 
or service, for example, water rights or docking privileges,
 
however, are included as costs.
 

Subsidies are transfers from the government to assisted
 
SSEs. Export promotion subsidies paid by a government to
 
encourage exports, for example, should not be included as
 
revenues to SSEs. Subsidized inputs used by assisted SSEs
 
should be valued at their full cost. In a high subsidy
 
environment, such as exists in many developing countries,
 
subsidies may will make the difference between survival and
 
failure for SSEs and supporting institutions. Subsidies may be
 
justified to obtain socially desired purposes, but if not
 
removed, they distort the economic analysis.
 

Other transfer payments that are sometimes forgotten are
 
social security payments, accounts receivable, and accounts
 
payable. Only larger enterprises will have these items in their
 
financial statements.
 

These adjustments are relatively easy, albeit time
 
consuming, to make when financial statements are available. If
 
only these adjustments are made, the analyst assumes implicitly
 
that market prices reflect the opportunity cost of foreign
 
exchange and labor. This means that the official exchange rate
 
reflects the economic cost of domestic currency (and, thus, there
 
is no parallel foreign exchange market), little underemployment
 
or unemployment exists, and SSEs operate close to full capacity.
 
If these assumptions are blatantly false, the analyst may
 
consider using shadow prices to correct for gross economic
 
distortions.
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4. Shadow Price Adjustments
 

The value of a good or service in its next best alternative
 
use is referred to as its shadow price. Economists revalue
 
financial prices to reflect the opportunity cost of a good or
 
service when governments adopt policies that cause major price
 
distortions. Sophisticated treatises have been written on how to
 
construct shadow price formulas; as mentioned earlier, the
 
analyst involved in a low cost short-term evaluation effort
 
should use figures already prepared by the national planning
 
agency.
 

The three items subject to potential shadow pricing are:
 

" Internationally traded or tradable good:;
 

* Wages to labor; and
 

" Non-traded goods. 

Since many developing countries experience a chronic
 
shortage of foreign exchange, SSE project impact on imports and
 
exports is often of special concern to policy makers. Developing
 
countries often adopt exchange rates that overvalue their
 
currency, as evidenced by thriving parallel markets in most major
 
capitals. Although this policy serves to stimulate exports and
 
restrain imports, it undervalues the value of foreign exchange to
 
the developing country. An economic project evaluation should
 
attempt to correct for this distortion by using a shadow exchange
 
price that restores a premium on foreign exchange. These
 
corrections are most important when project participants import
 
or export a large volume of internationally traded goods or when
 
SSEs produce goods to substitute for imports.
 

If a foreign exchange shadow price cannot be obtained from
 
the national planning agency, the analyst might consider using
 
the parallel market exchange rate as a conversion factor for
 
foreign exchange.
 

Wages for individuals who have been employed because of the
 
project also may not accurately reflect their value to society.
 
Wages should reflect the value of the additional product that an
 
extra laborer could produce. If the SSE hires someone who
 
otherwise would be completely unemployed, no loss in output
 
occurs elsewhere in the economy. The cost of hiring this laborer
 
to society is, thus, zero. However, when minimum wage laws
 
require SSEs to pay wages that exceed their actual marginal
 
output contribuuion, their opportunity cost is less than their
 
wage. But the highly skilled individuals hired by donors and
 
implementing agencies may be presumed to be in short supply;
 
thus, their salaries can be presumed to be a reflection of their
 
market value.
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Despite high unemployment rates, the opportunity cost of
 
even unskilled labor in almost all cases is positive. Rural
 
areas with high unemployment rates often face employment short
ages during the planting and harvesting seasons. The opportunity
 
cost of unskilled laborers hired by rural SSEs during the peak
 
agricultural season, thus, should approximate the wage paid to
 
daily agricultural laborers. Managers and skilled laborers are
 
usually in scarce supply in developing countries; the market wage
 
they receive may be assumed to reflect their opportunity cost.
 
Indeed, it is not unusual for SSE owners to earn less than they
 
might were they working for another firm. Intangible benefits
 
such as the pride of ownership and independence may be presumed
 
to compensate for these apparent costs.
 

When SSEs use inputs that come from firms operating well
 
below capacity, the opportunity cost of purchasing that good may
 
be below its market price. In theory, the price of these goods
 
should be adjusted so that it reflects only the marginal
 
variable cost of production rather than the higher average cost
 
of production. Fixed costs plus profits should be excluded. It is
 
unlikely, however, that the analyst will be able to collect this
 
information during the course of a short-term evaluation.
 

Shadow prices can also be adjusted to:
 

" Weight benefits to certain groups or geographic regions;
 

* Place a premium on savings; and, 

" Include indirect benefits and costs.
 

Including distributional weights within a benefit-cost
 
analysis is a highly subjective endeavor that has the potential
 
of discrediting the entire painstaking process. This practice is
 
done when the analyst wishes to value income received by one
 
group more than another. Income received by microenterprises, for
 
example, might be weighted more heavily than that earned by
 
larger enterprises if the former is the target group. The key is
 
deciding what weight to use. Is income received by poorer
 
enterprises worth twice as much as that received by larger
 
enterprises? Three times? Ten times? If the weight is determined
 
by whim, it clearly is subject to great dispute. For this reason,
 
it is usually safer not to accord any special weights to certain
 
groups, or if absolutely necessary, to present results without
 
weights separately from those with weights.
 

The long-term investment effect of the project may be
 
estimated by including a savings weight in the shadow price. This
 
is included when societies value current savings more than
 
consumption on the theory that higher investment today leads to a
 
higher standard of living tomorrow. Since the poor have a lower
 
propensity to save than the rich (the former must spend most of
 
their income on basic necessities), this method usually winds up
 
weighting income to the ri.. f the poor.
heavier than that to 
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Although this argument is couched in strictly economic terms, it
 
does have underlying political assumptions that any analyst
 
should review carefully prior to using it.
 

Shadow prices may also be constructed to include other
 
indirect project benefits and costs such as income multipliers.
 
Or, the analyst may attempt to itemize them separately in the
 
analysis, as described in Chapter Nine. In either case, the
 
analyst should be extremely careful to include only net changes
 
resulting from the project that can be quantified with a fair
 
degree cf accuracy.
 

5. Indirect Benefits and Costs
 

Indirect benefits and costs are those that accrue to SSE
 
input suppliers, marketing agents, and product consumers,
 
including externalities (spillover effects) and income
 
multiplier effects. Including these changes implies that the
 
analyst assumes implicitly that excess capacity exists in the
 
economy.
 

Indirect benefits are extremely difficult to quantify.
 
Unfortunately, they often appear to help justify projects that
 
fail to reach a high en.ough level of benefits when only direct
 
effects are included. The analyst should be extremely careful
 
when attempting to quantify what may not be quantifiable and
 
recheck that the methodological assumptions avoid double
 
counting. If shadow prices are used, the analyst should examine
 
whether they already include multiplier effects.
 

Examples of indirect benefits include:
 

Indirect value added from forward and backward linkages
 
to SSES;
 

* 	 Income multiplier effects;
 

* 	 Indirect value added to producers of complementary and
 
substitute goods and services; and
 

0 	 Quality of life changes.
 

These concepts are explained in fuller detail in Chapter
 
Nine. The first three items may be incorporated into shadow
 
prices; attempts to quantify quality of life changes such as a
 
decrease in infant disease rates or an increase in school
 
enrollment often become absurd, albeit elegant, manipulations.
 
The value of externalities created by supporting SSEs, such as
 
increased air or water pollution, also is difficult to quantify.
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6. Methods of Comparing Benefits and Costs
 

An example of the difference between the data included in
 
economic and financial evaluations of an SSE project is shown in
 
Table X-3. The cost of the project to the donor is not found
 
under the donor category, but is shown according to where funds
 
will be spent. If the donor's cost as well as equipment
 
purchased by assisted SSEs were shown, this would double count
 
project costs.
 

After net project benefits and costs have been calculated
 
for each year of the project life, three principal methods exist
 
to compare them. All rely on net project discounting annual net
 
project benefits back to the first year of the project. The
 
techniques are the same whether used for financial or economic
 
analysis; only the adjustments shown in Table X-3 discussed in
 
the previous sections create a difference.
 

The two parameters that influence the results of these
 

analyses are the:
 

e The length of the project life; and
 

* Interest rate used to discount benefits and costs.
 

Post-project evaluations usually are conducted three to 
seven years after project initiation. If the analysis includes 
only project costs and benefits up to that time, costs -- which 
are usually incurred early in the project life -- will probably
 
exceed benefits that are supposed to continue even after donor
 
assistance has ended. Thus, the project analysis should estimate
 
costs and benefits for the entire life of the project. The
 
project life, in this case, does not refer to the period of time
 
during which donor assistance is provided. Rather, it should
 
include the normal life span of any capital investments made with
 
project funds. Thus, if SSEs have purchased equipment with
 
project-funded loans, the life of the project would include the
 
number of years before the equipment is worn out. This might
 
range between 5-15 years.
 

however, a giant leap of faith is required before past
 
financial or economic performance can be used to predict future
 
performance. SSE performance may vary greatly each year with no
 
discernible trends; using the last year for which data are
 
available to predict future performance may be highly inaccurate.
 

Following the procedure previously discussed of dividing the
 
analysis into more and less conservative methods, the analyst
 
should first attempt to construct a benefit-cost analysis only
 
using past data. A second analysis (one that involves shadow
 
prices and indirect benefits and costs) may then be performed
 
using best estimates of future benefits and costs.
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TABLE X-3
 

FINANCIAL AND ECONOMIC MEANS TO
 
CALCULATE PROJECT BENEFITS AND COSTS
 

Year 1, 2, 3.... n
 

Benefits 

(by level of information) 


Donor
 

Debt service receipts 


Implementing Institution
 
Credit: principal and interest 


on payments from SSEs
 

Technical assistance:
 

Service fees from SSEs 


Assisted SSEs
 
Increased sales due to project
 
- Domestic 


- Exports 


- Subsidies 


Assisted SSEs' Impact
 
Indirect value added 

Income multiplier effect 

Consumer surplus 


Financial 

(all market 

prices) 


Include 


Include 


Include 


Include 


Include 


Include 


Exclude 


Exclude 

Exclude 


Economic
 

(adjusting for
 
critical econo
mic distortions)
 

Exclude
 

Exclude
 

Include
 

Include
 

Include
 

Exclude
 

Include
 

Include
 
Include
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TABLE X-3 (continued)
 

Year 1, 2, 3....n
 

Financial 
Costs (all market 
(by level of information) prices) 

Donor
 

Project-related Include 


administrative costs
 

Implementing Institution
 
Project-related
 

- Administrative costs Include 
- Increase in fixed assets Include 


Principal and interest Include 


Assisted SSEs
 
Cost of raw materials
 
- Domestic Include 

- Imported Include 
- Subsidies, duties, and taxes Include 

Other Purchases from
 
outside suppliers
 
- Increase in gross fixed assets Include 


- Increase in inventories Include 

Labor costs
 

- Wages Include 

- Social security Include 


Principal and interest repayment Include 


Taxes Include 

Depreciation Exclude 


Economic
 

(adjusting for
 
critical econo

mic distortions)
 

Include
 

Include
 
Include
 

Exclude
 

Include
 

Include
 
Exclude
 

Include
 

Include
 

Include
 
Exclude
 
Exclude
 

Exclude
 
Exclude
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The interest rate chosen to discount benefits and costs has
 
a critical bearing on whether projects will be viewed as
 
successful. The interest rate chosen for a financial analysis
 
might equal or be greater than the market cost of capital (loan
 
and equity capital) for an SSE to cover its actual costs (see
 
Chapter Eight). The economic rate should reflect society's time
 
preference for return on an investment. Since society has a
 
longer time horizon than an individual investor, the social
 
discount rate is usually far below the market cost of capital.
 
The analyst should use the discount rate used for other projects
 
by the central planning ministry or major donors such as the
 
World Bank. If these numbers are not available, the standard
 
figure commonly used is 10 or 12 percent.
 

Table X-4 describes the four alternative methods of
 
comparing project benefits and costs ai d special considerations
 
involved in using each method. The first three techniques are
 
commonly used by development banks and donors institutions. The
 
payback period method, although popular in financial analysis,
 
has serious drawbacks that should limit its use in choosing among
 
projects. References cited at the end of this chapter can offer
 
more detailed discussions of each technique.
 

As shown in Table X-4, the net present worth method of
 
analysis is the only technique that takes the project's scale
 
into account. This feature is particularly important when the
 
economic benefit-cost analysis is conducted to compare projects
 
of differing scale. That method and the internal rate of return
 
technique are most commonly used by development organizations.
 

E. REPORT PREPARATION, REVIEW, AND PRODUCTION
 

After the data analysis has been completed, the team should
 
conduct a formal debriefing with the donor, implementing agency,
 
and, when appropriate, interested SSEs. This process allows the
 
evaluation team to exchange ideas with those having a stake in
 
evaluation results and correct any factual errors or mistaken
 
impressions. At a minimum, the evaluation team should review
 
basic findings and make recommendations for future action so that
 
the written report will contain no surprises.
 

After these meetings, the team should prepare a draft of the 
final report before leaving the country. Although the amount of 
time required to write a report depends on each team member's 
ability, a minimum of two ieeks should be slotted for draft 
report writing. If team members are not fluent in the language 
in which the report must be written, it is usually most cost
effective for them to write in their native tongue and have this 
translated. Also, sometimes technology experts -- for example, 
industrial engineers -- may not be used to writing flowing 
narrative prose; in this case, the team leader should try to 
extract a basic outline from the expert and write the section on 
their behalf. 
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TABLE X-4
 

SUMMARY OF TECHNIQUES TO COMPARE PROJECT
 
BENEFITS AND COSTS
 

Type of 

Analysis 


Net Present Value 


Benefit-Cost 


Internal Rate of 

Return 


Definition 


Present value of 

discounted bene-

fit stream minus 

present value of 


discounted cost 


stream 


Ratio of the pres-

ent value of 

stream of benefits 

to present value 

of costs 


The interest rate, 

which when applied 

to the stream of 

benefits and costs 

reflected in the 

cash flow of a 

project, produces 


a zero net present 

value 


Interpretation 


Can be positive or 

negative, but 

project usually
 
considered a
 

failure unless net
 

present value is
 
equal to or greater 
than zero 

Ratio should be 

equal to or greater 

than one 


Discount rate 

should be equal to 

or greater than 

the social dis-

count or market 

rate 


Special
 
Considerations
 

Often used by
 
development banks
 

Does not account
 
for scale of pro
ject; discrimi
nates against
 
projects with
 

high returns and
 
costs; must treat
 
costs consistent
ly (not subtract
 

them from benefit
 
stream) or ratio
 
changes
 

Does not account
 
for scale of proj
ect and there
fore may lead to
 
incorrect invest
ment choice;
 
multiple discount
 

rates will result
 
if the benefit
 
stream is nega

tive more than
 
once; approxima
tion by trial
 
and error is
 
tedious, time
consuming pro
cess; requires
 
sophisticated
 
hand calculator
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TABLE X-4 (Continued)
 

Type of Special 
Analysis Definition Interpretation Considerations 

Payback Period The length of Number of years Does not account 
time, usually should meet project for time value 
number of years, criteria of money, scale 
required for net of project, and 
(undiscounted) timing of costs 
benefits to and benefits and 
cover the costs favors activi
of the (undis- ties with short 
counted) payback periods; 
investment does not consider 

benefits or costs 
incurred after 
payback period 
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Whenever possible, all team members should write their
 
sections directly on a dedicated word processor or on a
 
microcomputer using commercially available word-processing
 
programs. Team members should either bring portable computers
 
with them or have full access to this equipment at the field
 
mission. %hen team members do not have direct access to computers
 
and must work through secretaries, the writing process is usually
 
prolonged. The main advantage of a word-processing program is
 
that it allows the writer to edit text directly and quickly; this
 
advantage is lost when intermediaries are involved.
 

The team leader should have a minimum of one week after team
 
members' sections have been completed (and translated, if
 
necessary) to synthesize all sections and write an executive
 
summary to the draft report. The team leader should assume that
 
most readers will read only the executive summary; thus, all
 
salient points must be included.
 

The draft report should be circulated to the donor and
 
implementing agency for their comments. This process helps to
 
ensure that they will actually read the report carefully at least
 
once. It provides another opportunity to correct factual errors
 
or, if necessary, eliminate false impressions and politically
 
sensitive items. The quality of the draft report often leaves a
 
strong impression on readers; a negative impression may not be
 
overcome even if substantial changes and quality improvements are
 
made in the final report. Thus, the team leader should try to
 
refine and polish the report as much as possible before
 
submission.
 

The final report may be prepared at the team leader's home
 
office or in the field. The report should be produced, when
 
possible, with the assistance of an editor and where adequate
 
production facilities exist. Although a book should not be
 
judged by its cover, report production quality does influence how
 
many will read the report; frequent typographical errors and
 
misspellings influence the reader's opinion of the report's
 
content.
 

If the donor believes that the evaluation may be of interest
 
to other donors or similar projects in other parts of the world,
 
an effort should be made to distribute the report widely. Only
 
through these efforts can lessons learned by one evaluation be
 
used to avoid mistakes elsewhere.
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