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FOREWORD

In the period 1982-85, PACT supported five progr ams
that pioneered the solidarity group methodology in Central
and South America in conjunction with its member agency
ACCION International/AITEC. These projects utilized nearly
51 million of resources from the PACT Development Fund.

In our contacts with these programs, it became obvious
that they all had prospered in their first few years and
that each program had developed variations on the model.
They were encountering common problems:; and above all had
developed a desire to know more about each other in order to
learn from their common experience. As a logical
consequence of its project funding, PACT sponsoreé an
interchange among the various programs that culminated in
the "First Latin American Workshop on Solidarity Group
Programs".

As part of its commitment to document the event, PACT
contracted Maria Otero, an economist with an extensive
background in small enterprise and women in development
programs. She participated in the workshop and accompani ed
the participants through the entire learning process. 1In
preparing this report she has added her own ample perspec-
tive to the papers written by the participants during
the workshop.

The experience of these Latin American agencies is
relevant to all private development organizations struggling
to meet the needs of the urban poor throughout the world.
The solidarity group approach is not the only recsponse
needed, but its success cannot be ignored. PACT isg pleased
to share the contents of this report in order to stimulate
further thinking in this vital sector.

Thomas R. Bvine
Executive Director
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REPORT SUMMARY

In December 1385, PACT Sponsored a week-long seminar in Bogota.,
Colombia on microenterprise development projects. Twelve Latin
American and Caribbean development institutions from five countries
participated. With technical assistance from ACCION International/
AITEC (a U.S.-based PVO), these organizations provide credit and
training to tiny. informal businesses run and owned by the urban
poor. The services they provide are delivered through "Solidarity
Group Programs". The twelve programs represented at the workshop
have reached over 9,500 beneficiaries and disbursed over USS1.6
million in credit to micro-entrepreneurs. The programs have been in
operation from one to three years.

Solidarity group programs utilize self-selected "solidarity
groups" of four or five micro-entrepreneurs as the center of all
project activity. Credit and training are the two major components
of the programs.

Credit

The solidarity group is eligible to receive credit for each
member's needs. The program disburses one loan to each groupr, which
is then divided among its members. The group is responsible for
collecting the payments on time, with members acting as quarantors
for each other. When the loan is repaid: the group becomes eligible
tor a second, larger lcan.

Credit is primarily provided for working capital. 1In the case
of micro-producers: it is also provided for the purchase of equipment
and machinery. Five factors characterize the aelivery of credit in
solidarity group Prog. ams:

2. The loan amount, duration, and payment schedule are adapted
to the needs of the beneficiaries. 1In some programs the payment
sChedule is coordinated with the production cycle of the micro-
enterprise,.

3. Interest charges are at commercial or near commercial rates
in order to generate income for cperating costss and to prevent the
fund from decapitalizing.

4. A system of negative and positive incentives is built into
the repayment mechanism. Default by one member of the group excludes
the whole group from future credit (the stick). Credi twor thy groups
immediately receive larger loans (the carrot).

- v -



5. Credit delivery is linked to tne provision of training and
technical assistance, which increases the trust relationship among
group members and staff, at the same time increasing the borrower's
capacity to manage and use the loan. 1In addition, a program staff
member visits each group a few days before the payment due date to
encourage the group tc make the payment on time.

Most solidarity group programs report repayment rates of over
90%. However, controlling arrearage (overdue payments) is a problem
for all the programs. Many programs have resorted to third parties
and debt refinancing to address this problem.

Training

Training is an essential component of solidarity group programs.
It is understood as a catalyst for personal and group development.
Most training content can be divided into two modules: the economic
unit, which addresses entrepreneurial activity, credit management;
marketing, and record-keeping; and the social unit, which seeks to
build leadership and organizational skills, analytical capacity, and
understanding of cooperation and collective action. The training is
carried out by program promoters using ron-formal education
principles. Several hours of training per month are provided to the
group members.

In the training, program promoters stress collective action
around issues of common concern other than credit. For example,
Ssolidarity groups can cut costs by buying in bulk, can increase
income through improved marketing, can provide access to resources
or services in health, education and housing, and can advocate
institutional or legislative changes on behalf of the micro-
entr epr eneur.

Although the lack of experience in collective action:, the
individual nature of the micro-entrepreneur's work, and the wide
distances between individual micro-entrepreneurs in a large city
create difficulties, experience shows that micro-enty epreneur
associations with wide and far-reaching areas of concern can and
do develop from solidarity groups.

As solidarity group programs have matured, a variety of issues
affecting their ability to continue operating, as well as their over-
all socioeconomic impact on beneficiaries, have been identified.
Chief among these concerns is the ability of program beneficiaries to
graduate into other sources of credit and training. In order to
continue assisting the smallest and poorest micro~-entrepreneurs,
earlier borrowers, whose needs have exceeded the program's capacity
to lend and train, must be able to move on to other credit and train-
ing resources. However: Latin American and Caribbean countries lack
the financial and institutional infrastructures to receive r ogr am
graduates. Thus, as program beneficiaries become more successful,
they may jeopardize their future access to program credit, and their
interests may become pitted against the interests of the solidarity
group program itself.

- vi -



Another key concern of solidarity group programs is developing
sel f-sufficiency. Operational self-sufficiency, i.e., covering all
program costs from income generated through the programs, is an
established objective. Some of the oldest programs have establ ished
ccmplete self-sufficiency. However, the average program covers
approximateiy 54% of its costs. The relatively small size of credit
funds, the effect of econcmic trends on repayment, and the costs of
providing training make self-sufficiency, though attainable, very
difficult,.

A number of evaluations on the impact of solidarity group
programs have been conducted by the institutions themselves or their
funders. These evaluations indicate that overall the programs have
hhad a positive impact on the lives of beneficiaries and, in some
cases, on the community as a whole. Increased income has resulted
from the Frograms; however, this has varied according to the type of
enterprise and contextual factors. Most of the employment impact has
been on retaining jobs that would otherwise be lost rather than on
Creating new jobs.

Solidarity group programs have been especially successful in
reaching women micro-entrepreneurs. Nearly 60% of the program
beneficiaries are women. This is due in large part to the fact that
the program recognizes that women make up a larger percentage of the
poorest sector of the economy than do men. 1In addition, the program
recognizes the importance of women's economic activities in terms of
the economy as & whole. 1In this respect alone, the solidarity group
brogram demcnstrates a valuable lesson to other development programs.

Solidarity group programs are an innovative: effective way of
reaching the urban poor and enhancing their economic activities. A
variety of issues require further study, however: in order to
strengthen and expand the programs. Examples of such topics include:
the life cycle of the brograms; the internal dynamics of the
solidarity group itself; the impact of these Programs on the imple-
menting institutions; and the role and background of the promoters
who are the backbone of the program.

The thirty-one participants concluded the workshop by forming a
committee to plan future seminars on issues of common concern and to
raise funds for common activities, such as the production of an
audiovisual on the Solidarity group brogram methodology and a seminar
on impact evaluation to take place in early 1987.
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GLOSSARY OF ACRONYMS

ACCION ACCION International/AITEC

ACP* Accidon Comunitaria del Perh

ACTUAR* Coorporacion Accidn por Anticquia

ADEMI* Asociacion Para el Desarrollo de la Microempresa
ADIM* Asociacion Para el Desarrollo e Integracion de la Mujer
AID Agency for International Development

ASEPADE* Asesores Para el Desarrollo

Cbv* Centro de Desarrollo Vecinal "La Esperanza"
CIDES* Cooperativa Multiactiva de Desarrollo Social
CORFAS * Corporacion Fopndo de Apoyo de Empresas Asociativas
CRS Catholic Relief Services

Cs* Cruzada f;ocial Manizales

FED* Fundacion Ecuatoriana de Desarrollo

FEE* Fundacion Eugenio Espejo

FF* Fundacion Familiar

IAF Inter-American Foundation

IDB Inter-American Development Bank

ICRW International Center for Research on Women

PACT Private Agencies Collaborating Together

SENA Servicios Nacionales de Aprendizaje

SG Sclidarity Group

SGP Solidarity Group Program

WWB Women's World Banking

* Latin American institutions that impliement solidarity group
programs and participated in the workshop.
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CHAPTER 1

SOLIDARITY GROUPS :
THEIR CONTEXT AND CHARACTERISTICS

INTRODUCTION

The unprecedented rate of rural to urban migration that has
accompani ed post-World wWar IT mcdernization patterns in developing
countries has brought enormous numbers of semi- or unskilled men and
women to the cities. The inability of the industrial sectors of the
Cities to absorb this influx of labor has resulted in a dramatjc
rise in the number of Urban poor. Increasing numbers of these urban
poor have turned to Sel {-zimpl oy ment. Today, millions of low-income,
urban households in Latin America and the Caribbean live from the
earnings of tiny, informal enterprises engaged in a wide variety of
commercial activitjes whyse broducts are sold on the street or
from makeshift quarters.

Recognizing the importance of this growing sector: Latin
American governments and Frivate institutions have sought to design
brograms that enhance the economic activities of these tiny busi-
nesses. One strateqy devised to reach the poorest in this sector

Bangladesh and the Working Women's Forum which sought to integrate
the provision of Lesources with the promotion of Collective action
dmong the urban poor in India. It is called the "Solidarity Group
Strategy" and is based on the formation of solidarity groups (SG)
that have access to resources, such as,credit and training, provided
by a "Solidarity Group Program" (SGPp).

THE SOLIDARITY GROUP STRATEGY

A Description of Solidarity Groups and Their Members:

Solidarity groups consist of five to eight micro-entrepreneurs,
usually engaged in similar activities, who organize themselves into
a4 group in order to receive the credit, training and technical
assistance of fered by a solidarity group program.

soliaarity Yyroup concept to each country's context and heeds.
Currently it has five advisors (four Latin Anericans and one North
American) who assist ongoing procrams, or help to initiate new
ones,



urban dwellers who engage in marginal economic activities in the
informal sector. A Survey of solidarity group members participating
in the Colombian programs shows that they fall within the lowest 20
Fercent income category among the economically active population in
urban areas. Almost 100 percent of them have & monthly income below
what is needed to purchase a government def ined "minimum consumer
basket" (canasta familiar) of basic goods and services, which means
that few solidarity group members have an income equivalent to the
monthly legal minimum wage. (ACCION, 1985)

The majority of the group members are women, most of whom work
as micro-vendors in the sale of prepared street foods and produce or
other agricultural products. About half of the solidarity group
members have completed some schcoling, but are considered
functionally illiterate. In one program, 12.1 percent of the group
members have never learned to read or write, yet they bhave devel oped
basic mathematical gkills, The average age of participants in most
brograms 1is between 30 and 40, with women concentrated on the higher
end of the age spectrum. Group members in one program have been
involved in economic activities on average 11 years, working an
average of 7.6 hours a day (Fernandez, 1984). Among group members
of three programs, family size averages between seven and eight
people.

The solidarity group methodology has been described in detail
in other studies (Ashe, 1985). 1Its most important features are:

(1) Member participation in group activities is emphasized.

(2) Those members already in the broject are responsible for
recruiting new mcmbers, who organize themselves into provisional
groups.

(3) Newly formed groups attend a 3-4 hour course in which
bprogram starf explain the solidarity group concept, assist in group
consolidation,; and emphasize group responsibility for the repayment
of loans. At the end of this capacity-building session, each group
selects a coordinator and defines its modus operandi .

Once a solidarity group is formed, it is eligible to receive
credit from the solidarity grour program. One loan is disbursed to
each groups then is divided equally among the group members. The
group is responsible for tollecting payments on tine., There is no
collateral requirement for loans. Each group member serves as a
cosigner for the debt of the other. When and if the loan is repaid
on time, the group is eligible for ¢ second, larger 1loan.

on a variety of issues related to group formation: economic produc-
tion and enterprise management. 1In addition, the group members



receive one-to-one technical assistance on issues of particular
relevance to their situation.

Solidarity groups can participate in the solildarity group

Program as long as they meet the brogram criteria and observe its
requirements.

Summary Characteristics of Solidarity Group Programs:

Currently, at least thirteen institutions in Six Latin American

and Caribbean countries (Colombia, Ecuador, Dominican Republic,
Honduras, Costa Rica and Peru) use the solidarity group approach for
working with micro-entrepreneurs in large and medium-sized cities.

Each SGp isg individual. Tables 1 and 2 summarize the main

Characteristics of eleven SGPs: providing an overview of the dif-
ferent types of brograms and a backdrop for the indepth examination
of SPG's that follows in this report. These Tables reveal :

In three of the institutions (CORFAS, FF and ADIM) the SGP is
the main or only activity of the institution. 1In the rest, the
SGP represents one of several lines of credit provided to
micro-entrepreneurs. However, it is the one that reaches the
pboorest sectors. These institutions may also have other
activities, such as community development, housing programs, or
social services delivery programs.

Full-time personnel in SGPs ranges from 2.5 to 15 with an
average of 7.6 persons Per program. Of this staff, over 50
percent are promoters, and the remaining are progr am
coordinators and accounting or administratjve personnel.

Every program has received outside donations. Seven of the
eleven programs have funding from PBACT, four from USAID
Missions, and two from UNICEF. The IDB, CRS and ICRW have also
funded these brograms. In most cases, local donations of cash
Oor in-kind services are made to the programs. In all programs
for which there is information, brogram operating costs are
covered in part from interest income earned on loans.

The eleven programs assist approximately 9,500 beneficiaries
with a combined total of USS$340,000 in original credit
funds, which rotate about three times a year.

The number of groups assisted by each program promoter varies
greatly, ranging from about five in FEE to 100 in ACP. Part of
this diversity is due to the variety of responsibilities
assumed by each promcoter, the intensity and duration of the
training and technical assistance each promoter provides, and
the efficiency of the promoter.



- The majority of the programs are still growing, registering
their current number of organized solidarity groups as the
highest assisted to date. 1In the case of ADEMI, the SGP pro-
gram was discontinued in 1984 and reactivated in November 1985.

- Programs have been operating anywhere from six months to
three years. Five have operated more than two years.



TABLE 1

SUMMARY CHARACTERISTICS OF SOLIDARITY GROUP PROGRAMS :

PART 1
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TABLE 2
SUHMMARY CEHARACTERISTICS OF SOLIDARITY GROUP PROGRAMS: PART 2
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NOTES TO TABLES 1 and 2

GENERAL NOTE: Data for Tables 1l and 2 was provided during the
workshop by representatives of the institutions
listed. 1Two institutions from Colombia are not
included: ACTUAR, which could not disaggregate
the information from its overall program, and
Women's World Banking/Conlombia, which was not
present at the workshop. The figures provided
are approximations and meant to provide a general
picture of sol idarity group programs.

TABLE 1:
(1) & (2) Exact figures were not available at the workshop
but can be obtained through field vigits .
(3) Promoters work part-time.
TABLE 2:

(1) Portion of total credit fund allocated to SGs
(estimate)

(2) Unable to disaggregate portfolio between individual
and solidarity group credit.

(3) All programs charge commercial interest rates which
vary from country to country.

(4) This training doec not include an average of three
hours of "information and orientation" given to each
prior to loan application. In the case of ADIM, it
does include the 10 hours of training most borrowers
receive before entering the SGP.

(5) In ACP training is voluntary and provided for a fee

at participant'sg request.

(6) Program reactivated in December 1985.



CHAPTER 11

KEY COMPONENTS OF TEE
SOLIDARITY GROUP STRATEGY

INTRODUCT ION

Workshop participants agreed that all SGPs have three main
components: credit provision, training/technical assistance, and
promotion of organization among solidarity groups. Because the
emphasis in these programs is on promoting the overall development
of the urban poor micro-entiepreneur, the SGP strategy attempts to
address a variety of needs, and to create the conditions that will
eénable program beneficiaries to participate, in a self-directed way
in their process of socioceconomic change.

This chapter considers each of the three SGP components sepa-
rately, describing the methodological framework that guides the
implementation of each component, and identifing issues of
importance under each component.

A variety of topics that cut across the three components also
received special attention at the workshop. They include four
lssues essential to understanding the SGP strategy: (1) program
sel f-sufficiency; (2) graduation of borrowers; (3) savings mobil i-
zation among beneficiaries; (4) provision of additional services
to micro-entrepreneurs. 1In addition, there are broader concerns,
such as problems of program expansion and evaluation of SGPs and
their impact. Each of these topics will be addressed in subsequent
chapters.

CREDIT PROVISION

Credit issues highlighted during the workshop related to
del ivering credit effectively and to maintaining the health of
the portfolio. ©Procedures and requirements for extending credit,
problers of timely repayments, issues of arrearage and default,
and monitoring the credit rortfolio received special attention.

Background:

Credit extension is central to the strategy of SGPs, and is
based on the assumption that micro-entrepreneurs do not have access
to credit. This assumption derives from the experience of earlier
programs and from interviews with potential program beneficiaries
who almost always identify lack of credit at reasonable rates as a
major problem (PISCES, 1981; Sebstad, 1982).



Drawing from their experience with Solidarity Group Programs,
workshop participants emphasize that an effective methodology for
credit extension must attempt to combine the Priorities of the
borrower and the 1enderu—micro—entrepreneur and institution--and
must be adapted as these priorities evolve for both.

The micro-entrepreneur requires a line of credit at affordable
rates that responds to hig needs for capital. There are two types
of capital:

Working Capital is used to maintain an adequate supply of
inputs, to assure efficient production, and to pay workers on time.
Because most microenterprises Operate at very low profit margins,
lack working capital to purchase inputs in bulk or to pay cash: both
of which often lower costs, micro-entrepreneurs cannot operate
efficiently or develop plans for expansion.

Fixed Capital is used to repair or purchase equipment and
machinery, or to improve the workplace. A lack of fixed capital
impacts on productivity. 1If, for example, one piece of machinery
breaks down and cannot be replaced or repaired, the whole production
process is interrupted, leaving other equipment and workers idle.

The amount of credit a micro-entrepreneur requires varies
according to the demand for his or her goods and services. Product
demand may, in turn, be determined by seasonality, national
holidays, inflation level, or a variety of other €xogenous factors.

From the point of view of the financial institution, credit
nust be provided in a way that: (1) ensures *hat loans are used for
income~producing activities; (2) avoids endless subsidization by
reflecting as Closely as possible the real costs of lending; and

These three, interrelated factors directly affect the institution's
ability to generate interest income to cover Some or all operating
Costs - a stated objective of all SGps - and to prevent the credit
portfolio from decapitalizing.

It should be noted that SGP staff cverceive microenterprise
development and credit extension as a means to a larger end - that
of empowering the entrepreneur by strengthening his or her position
in the society. In this context, workshop participants summarized
the specific objectives for credjt provision in the following way:

- to make commercial-type credit available to micro-
entrepreneurs;

- to strengythen existing jobs and to generate new empl oyment ;

~ to increase the level of profits of micro-entrepreneurs by
increas:ng enterprise productivity and product quality; and

- to promote savings among micro—entrepreneurs.



Requirements for Extending Credit:

In solidarity group programs, credit is only extended to
solidarity groups. The brograms assist in the initial stages of
group formation, i.e., electing a coordinator, defining objectives,
responsibilities, and strategies.

Group formation is a credit requirement for three reasons.
First, it simplifies credit delivery. The SGP disburses one loan
instead of four or five, which is more efficient by decreasing
administrative and operating costs. Second, it creates group
incentives and group pressures to assure timely repayment. Third,
it is a way to introduce collective, problem-solving mechanisms
among the micro-entrepreneurs, and is an intermediate step to the
broader goal of organizing micro-entrepreneurs around issues of
mutual concern. In sum, solidarity groups are used for credit
delivery for immediate and pragmatic reasons, as well as for
long-term, social reasons. '

SGPs also outline the specific requirements borrowers must meet
in order to qualify for credit. These requirements are summarized
in Table 3, which provides an explanation for each requisite and an
indication of how widely each criterion is used among the various
SGPs.

Characteristics of Effective Credit Delivery in SGPs:

Table 4 draws from existing studies to identify five character-
istics of effective credit delivery in SGPs and the advantages of
each to the borrower and the institution (Ashe, 1985; Stearns,
1985; Blayney and Otero, 1985).

l. Agility in Loan Application and Review: Application
procedures must be kept simple, yet collect the needed
data. First-time loan applications are an occasion to
collect baseline data from the applicant. Subsequent loans
enable the institution to collect impact information. It
is often difficult to determine what data is not essential,
though interesting, and what data is essential for making
prudent lending decisions. Well-designed questionnaires,
visits to the workplace, and qu-~lified staff contribute to
effective loan application and review procedures.

Quick loan review procedures must complement the applica-
tion process. Involving the staff in loan decisions helps
avoid the bottleneck that results from centralizing all
loan review procedures in the hands of the program director
or board. Although the mechanisms for loan review vary
wicely from institution to institution, all SGPs reviewed
in this study have a turn-around time from loan application
to loan disbursement of under sevzn working days.
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TABLE 3*

CRITERIA FOR EXTENDING CREDIT IN SOLIDARITY GROUP PROGRAMS

Explapatiopn

—Requi rement
1. Age (18 and over)
2. Minimum period of existence

of firm

3. AlLtend meetings
4. Participate in solidarity
groups

5. Defined geographical area

6. Attend training

7. Open Savings Account

8. Minimum amount of working
capi tal

Sel f-explanatory

Indicator of viability;
decreases risk; time required
ranges from 6-12 months.

To inform and orient the group;
begin group formation process.
Required by all.

Promote organization; lower
costs; guarantee credit.
Required by all.

Some SGPs restrict activities to
a zone. Applies to 5 out of 10
S5GPs.

Emphasis on dealing with the
whole person; builds capacity
and changes attitudes.
Mandatory in 8 out of 10 SGPs.

Mobilizes savings; encour ages
savings practices; increases
ligquidity of credit fund if
savings in the same institution;
guarantees loan. Required in 8
out of 10 programs.

Help establish size of firm;
volume of sales also used,
though not as reliable.
Required by all.

* Based on information provided during the workshop by ten of the

attending institutions: ACP,
CS:, FED and ASEPADE.

ADIM, FF, CIDES, CDV., CORFAS,
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TABLE 4
FIVE CHARACTERISTICS OF EFFECITVE CREDIT DELIVERY
IN SOLIDARITY GROUP PROGRAMS

real cost of
lending

Generate

income to cover
operating costs
Contributes to
meeting sel f-
sufficiency
targets

Receptivity/
greater accept.
by lccal bus.
community & local
sources of funds

Interest Rates enough to coverl| borrowing than from
all operating
costs (money lenders)
.Paves the way for
dealing with other
commercial lending
institutions
.Increases credit
availability

(by avoiding
decapitalization
for 2nd and subseq.
loans

FROM_PERSPECTIVE QF; | THE IMPLEMENTING INSTITUTIQN [ __THE BENEFICIARY A
CHARACTERISTICS | ADVANTAGES |_DISADVANTAGES | ADVANTAGES i DISADVANTAGES = |
! | | |
1. Agility 1n loan | .Decreases statf | .Requires high | .Doesn't require .None
application and | time spent in I level of loan | elaborate appli-
review | these activities | fund liquidity | cation procedur es
|.Lowers operating | | .Makes credit
| costs | | quickly available
| .More responsive | | .Strengthens basic
| program | | organizational
l.Usually relies I ! skills in group
| on a decentral- | | formation
| ized, decision- | | .Relies on self-help
| making approach | |
— I 1 |
I | |
2. Flexible Loan Terms|.More responsive | .More labor- ! .Adapted to each .None
(amount, frequency | program | intensive | borrower's needs
of payments, |.Greater demand | .Harder to I .More suited to
duration of loan) | for credit | monitor | borrowers finan-
| .Speeds up port- | .Higher overall | cial ability to
I folio turnover, | transaction | repay
| generating more | costs on | .Takes into account
| interest income | initial very | the activity cycle
| | small loans | of a given business
! ! | .Reaches the smallest
] i I
| | I
3. Commercial I.Can reflect the | .May not be highl .Much lower costs of .None
I !
! |
l. I
| !
| I
I, I
! I
I !
I I
I |
| i
| |
I I
I I
| I

.The whole group
suffer if one
group member
fails to pay

4. Built-In .Ensure that credit
Repayment

Incentives

Improve repayment
rate

Help control
fund decapitali~
zation resulting
from high levels
of arrc.age and
defaulcs
Requires less
staff follow-up
for repayment.,
theretore is less
costly

.Do not guaran-
tee 100%
repayment

!

I

|

|

|

|

|

!

|

|

|

I

!

|

!

| fund doesn't dry up.
| thereby increasing
| credit availability
| .Make larger loans
| available to the
| creditworthy
| .Make group respun-
| sible for collecting
| payments on time
| .Fosters group
| cohesion

I

!

I

!

I

I

|

!

|

I

!

I

I

I

i

I

!

|

i

|

|

I

|

|

|

|
}
|
|
|
!
!
|
|
|
|
|
|
|
|
|
|
]
|
|
!
|
|
|
|
|
|
alternative sources |
|
|
]
|
|
|
]
I
|
|
|
|
|
!
|
|
|
|
|
|
|
|
|
1
1
|
|
|

.Increases skills and! .Takes time
ability to manadge anl| away from
enterprise | direct produc~
.Develops leadershin tion activities
.Cost (fee for
servicer trans-
portations etc.)
.May not be suited
to his or her
needs

.increases
costs

.Increases benefi-
ciaries commit-
ment to the .Training gener-
pzogram ates little

| I
I !
l. !
| !
| !
] I
I |
| I
. !
| I
| |
] |
I |
1 1
I !
S. Linked to Training | |
| I
! I
I I
|.Strenqthens trust{ income through
| I
| I
i I
| I
I !
! |
| !
l. I
i I
| |
t I
| |
I !
| !
] |
| I
1 |

& Technical
Assistance

and analytical
between staff and "fee for skills, tuols for
beneficiaries services" and
Expands statf{'s other schemes
capacity and .Can lead to
ability to work beneficiary
with micro- dependency 1if
entrepreneurs not designed
Provides and conducted
mechanism for properly
airing benefi-

ciary needs and
problems

Provides informa-

tion to measure
progr sm perform-

ance and impact

|
|
|
empowerment I
.Increases awareness |
of context in which |
micro-enterprise |
operates |
.Helps entrepreneur |
gain capacity needed!
to organize and |
promote his/her ]
interests i
|

|

|

|

|

]




Flexible Loan Terms: The loan amount, and the length and
frequency of payments aye adapted to the needs of the
beneficiary. Small amounts of working capital are lent
for short periods of time that are in line with his or her
cycle of production. Usually other terms, such as
requirements and interest rates, are fixed for all
borrowers. Collateral is not required in SGPs. ' here are,
however, a variety of other requirements that must be met,
such as the ages size, and duration of enterprises.

Loan amounts generally range from USS$30 to USS166 for
micro-vendors; for micro-producers, maximum amounts range
from USS35 per group to USS333. The length of lovans vary
from two to fourteen weeks, averaging about ecix weeks for
all programs. Depending on the length of the loan.,
payments are made weekly, bi-weeklyr or monthly.

Interest Rates: All SGPs charge commercial, or near com-
nercial interest rates. The interest rate charged on loans
is given particular attention because it may be the single
most important factor in maintaining a healthy credit
portfolio. All SGPs emphasize the importance of generating
income from lending activities to cover the operating costs
associated with credit delivery and to prevent the decapi-
talization of their credit funds. Charging commercial or
near commercial interest rates enables programs to address
both concerns. However, interest rates cannot cover all
costs and also vrevent fund decapitalization:s because most
SGPs operate with relatively small sums of noney, are
affected by the high inflation rates, and face high
operating costs. This issue will be further discussed
under "Program Self-sufficiency," in Chapter I1II.

Built—-in Incentives for Repayment: SGPs have developed a
variety of mechanisms to facilitate timely repayment.
Among these, the most important is the group itself. The
group members are responsible for collecting the total
loan. No member of a SG is eligible for additional credit
until the whole group has repaid its loan. 1In addition,
second and subsequent loans are made immediately and in
larger amounts to groups that repay on time. ‘This
continued availability of quick credit promotes repaynent.
Finally, a SGP staff member visits the group a fow days
prior to the payment due date to encourage timely payment.

Credit is Linked to Training and Technical Assistance:
Training and technical assistance are crucial ingredients
in the SGP strateqy. From the point of view of credit
provision, training offers an opportunity to strengthen the
trust relationship that must exist between the program
statf and the beneficiaries, and to enhance the borrower's
capacity to manage his or her loan.



The Problems of Delivering Credit in SGPs:

This section discusses the six most important problems in
credit delivery as identified by workshop participants. While many
of these problems do not have clearcut solutions: most SGP staff
have developed policies and approaches to minimize their potentially
adversa effects.

Controlling Arrearage:

Arrearage is the most important problem faced by SGPs. It is
defined as late or delinquent payments and should not be confused
with default, which refers to lost debts. A high level of arrearage
affects credit programs in several ways:

Lowers the income earned from interest;

Decreases the program's overall income by

slowing down portfolio turnover;

3. Limits portfolio growth;

4. Decreases the program's credibility in the

eyes of creditworthy borrowers, who may then

feel that they also need not meet their payments;
Limits the amount of funds available for lending; and
Diverts staff time from productive activities.

1.
2.

5.
6.

All SGPs have established procedures for minimizing arrearage.
The following are the three most commonly used:

Debt Refinancing: Renegotiation of a delinquent loan is used
by every SGP to enable a borrower to pay the original debt. Each
program establishes its own policy for determining when renegoti-
ating a loan is appropriate. The SPG usually looks at the c¢ircum-
stances that led to delinquency (e.g., illness, family emergency) s
the borrower's credit history, and the level of refinancing
proposed.

Debt refinancing helps control arrearage. However, it hides
the real level of arrearage in a program, and can deplete a credit
tund if not used sparingly. Workshop participants pointed out that
their programs resort to refinancing only in exceptional cases: and
refinanced loans are held to a small percentage of the outstanding
portfolio.

Loan Collection through Third Parties: Once an institution has
exhausted the standard channels for loan collection, a lawyer or
loan collector assumes the portfolio and attempts to collect the
debt. This approach is difficult and costly partly because neither
lawyers nor collection agencies are interested in pursuing such
loans.
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Use of Judicial System: As a last resort, delinquent borrowers
are taken to court. Loan recovery can take years. Most institu-
tions allow six months to a year after a case enters the judicial
process before declaring a loan in default.

Controlling Defaults:

If none of the mechanisms designed to control arrearage result
in loan recovery, a program must declare the loan in default. A
loan in default shifts assets (loans) to liabilities (debt) on the
balance sheet and effectively decapitalizes the loan fund (the
amount available for lending). Each program defines when a loan
becomes a loan jin default, The measure is usually an established
time period from the last payment. For most SGPs, this time period
ranges between 90 days and 12 months. SGPs monitor default rates
carefully, attempting to keep the loan default percentage between 0
and 6% of the outstanding portfolio. As with arrearager default
rates are cften affected by the economic situation in the country,
or by changes in government policies, both of which are outside the
control of the SG or the SGp.

Attracting and Keeping Trained Staff:

It is difficult for most SGps to attract skilled and committed
staff. Salary levels for field staff (promoters or advisors) are
low even relative to similar public sector positions, and working
hours are long. sGps depend a great deal upon staff commitment to
the program as an incentive for hard work. At a time when keeping
costs down is a major objective, few brograms contemplate higher
salaries or other benefits Ffor their staff. Hiring and retaining
high quality svaff is a long-term issue for SGPs, and will be
discussed with more detail in Chapter v.

Data Collection:

Most SGPs base credit decisions on information gathered by field
staff through interviews and visits to the place of work. Reliabil-
ity of the data is a constant concern since economic and financial
estimates must often be made from observations and conversations.
Other more practical considerations, such as distance, or locating a
borrower who sells on the street from shifting locations, contribute
to the difficulty of making reasoned credit decisions and monitoring
the credit fund. Well-trained staff and well-designed collection
instruments minimize this problem.

Group Formation as a Requirement:

The impetus for forming a yroup comes from the desire for
credit, rather than from experience, conviction, or even mutual
trust among potential borrowers. Before participating in an SGP,
few micro-entrepreneurs have taken collective action to addr ess
their problems, and the idea of forming a group, even if sel f-



selected, often meets with some resistance. Likewise, SGPs may
encounter resistance on the part of newly formed groups to the
initial orientation and information sessions which are requisites in
all programs. Previous negative experiences in cooperatives or
other associations, and the individual, competitive nature of a
micro-entrepreneurs's work contribute to a borrower's hesitancy to
explore collective alternatives.

The training and technical assistance provided by the SGPs is
aimed at helping borrowers see the solidarity group as a source of
mutual support as well as credit.

Credit Monitoring:

A final key issue related to credit provision is monitoring the
credit fund. Because the monitoring function of a program is so
closely aligned to evaluation:, and because SGPs have made important
contributions in the area of monitoring credit, this topic is
addressed in Chapter 1V.

TRAINING AND TECHNICAL ASSISTANCE

In training and technical assistance: the workshop discussion
focused on reviewing the training content of SGPs: the frequency and
method of training, the difficulties of follow-up activities, and
the costs of training.

The Rationale for Training:

All workshop participants consider training an essential
component of the solidarity group Strategy. Training is provided in
cshort sessions to small groups of 15 to 25. Very little, if any
training is conducted prior to the first loan disbursement. On
@verager three hours per month are spent on training. Experience
indicates that more time spent on training detracts from the
enterprise, and costs become prohibitive.

SGPs do not consider the three to four honrs of "orientation
and information" given to each group prior to loan approval as
training. Training also differs from technical assistance, which
is provided on a one-to-one, unscheduled basis and concentrates on
production issues specific to each micro-entrepreneur.

Training is seen as a catalyst for personal and group
development, contributing to changing attitudes, overcoming existing
limitations: and breaking down barriers. Training is not an end in
itself, but a means for achieving overall program objectives. It is
conducted throughout the life of the solidarity group and is based
on needs assessment and establ ished guidel ines.

Several principles guide this approach to training including:
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l. Each person is an agent of his or her own development;

2. Training not only addresses enterprise development,
but reinforces leadership, solidarity and a cooperative
approach;

3. The process of training improves the quality of the
institution's staff; and

4. Training is based on non-formal., adult learning principles,
taking into consideration that micro-entrepreneurs have
little formal education.

On this basis: the training objective of SGPs is to improve the
quality of life of micro-entrepreneurs by enabling them to take an
active part in their personal development. More specifically,
training seeks to: increase awareness of the potential of organized
action tc¢ create change; promote values of cooperation;, solidarity
and leadership: increase the level of commitment to the program;
increase the skills necded for entrepreneurial activity; and orient
the micro-entrepreneur towards actions on behalf of himself, the
family and the community.

This approach to training differs from that of nore traditional
programs, such as Fundacion Carvajals/Colombia and Fundacion
Dominicana de Desarrollo/Dominican Republic, in which many hours of
training occur prior to loan provision, and training is primarily
concentrated on issues related to microenterprise development.

Training Content:

While curricula, materials, training skills and techniques vary
from institution to institution, workshop participants agreed that
the training content of SGPs is very similar, and can be divided
into two general training modules: Economic Unit and
Social Unit.

Economic Unit:

All sessions in this unit relate to enterprise production, and
concentrate on managing credit, buying and selling, and record-
keeping. This unit directly addresses the process of credit
extension and helps meet the credit objectives of the SPG. The
material covered in this unit can be divided into five sessions:

1. Ent[ggreneu;igl_AgLiy;;y; highlights the importance of the

micro-producer or micro-vendor; identifies the
characteristics of a good entrepreneur ; clarifies terms
related to sales, credit, control, staff, production and
planning.

2. Credit Mapagement; defires the role of credit and its use;
highlights the importance of prompt repayment; identifies
alternative sources of credit; reviews credit application
Procedures.
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3. Marketino: explores alternative marketing channels; ex-
plains the factors that contribute to effective buying and
selling; creates mechanisms for monitoring purchases and
sales.

4. Costing: emphasizes the importance of separating enterprise
and family expenses; suggests ways of maintaining separate
records.

5. Record-keeping: helps the micro-entrepreneur discover
the importance of record-keeping; identifies the kev
tactors in effective record-keepi.ig; enables the
micro-entrepreneur to design and practice the use of a
record-keeping system.

Social Unit:

Sessions in this unit are designed to help the micro-
entrepreneur better understand the context within which he or she
operates, to devclop traits that will enhance his or her capacity to
bring about change, and to assist micro-entrepreneurs form their own
group or association. Not only is the content important, but parti-
Cipating in the training itself enhances the capacity for collective
response. This unit is one mechanism for achieving the program's
Objective of organizirg entrepreneurs, and consists of five
sub-units.

1. Cooperation and Solidarity; clarifies concepts of
cooperation and solidarity; highlights the importance of
solidarity for group growth; clarifies the concept of
competition.,

2. Leadership; identifies the key characteristics of a good
leader; differentiates among types of leadership; promotes
group feedback to each inuividual; promotes participatory
leadership.

3. Needs_Assessment and Group Qwnership: assists participants
identify common needs; reinforces each person's commitment
and contribution to the group.

4. Human Relations: emphasizes the importance of communication
and public relations in entrepreneurial activity; increases
the individual's capacity to communicate clearly.

5. Individual and Group Worth: increases awareness of the
value of each person and of the combincd value of group
members; promotes mutual support.

These units represent the core of the training content of SGPs.
Each institution decides the emphasis to be given to each sub-unit,
the time to be spent on each subject, and the material to be
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covered. Tn some cases training also includes complementary topics
requested by the participants, such as literacy, legal rights,
family Planning, and skills training. Some institutions, such as
ADIM in Peru, have found that providing training in areas speci-
fically requested by the beneficiaries, though nout directly related
to microenterprise activity, increases their commitment to, and
sense of ownership of the program. 1Institutions 1acking the
capacity to meet this beneficiary need directly, have coordinated
with other private or public eatities, such as Servicios Nacionales
de Aprendizaje (SENA) in Colombiar a public vocational training
institution, to provide these training services.

Training Methodology:
The training methodology used by all SGPs follows tenets
derived from non-formal education and adult learning principles:

Ihe trainer is a facilitator in the learning process, and must
create an environment that encourages a risk-free exchange of ideas
and open exploration of new concepts, attitudes and skills. sGp
trainers introduce the subject matter, outline the objectives for
the session, guide the discussion, and introduce techniques to
éncourage maximum participation.

Workshop participants identified the following four
characteristics of a good trainer:

l. Direct contact with the communi ty ;

2. Knowledge of both subject and presentation techniques;

3. Ability to incorporate individual experiences into the
training content; and

4. Capacity to win the trust of participants and to
maintain a horizontal relationship with them.

The learning process builds upon each individual's existing
knowledge and €ncourages participants to learn from each other's
experience and knowledge. Trainers do not insist, for example, that
micro-entrepreneurs all adopt the same record-keeping system, but
help them each develop one best suited to their individual needs and
Capacities,

Participatory technigues are used to .nvolve the trainees in
the session. Small group work, role playing, brainstorming,
sel f-assessment tools and consensus exercises are among the methods
used in SGP training. Since the experience of participants in
formal education is limited, long lectures and approaches based on
a teacher-student relationship are not effective learning devices,
and are used as little as possible.

Iraining is linked to action and understood as one component in
@ broader development effort to create jobs: enhance income, and
equip the micro-entrepreneur to address problems individually and
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collectively. Many of the techniques used emphasize "learning-by-
doing"™ to highlight the practicality of the training material and to
facilitate learning. In some cases:, %he material presented in the
training session is reviewed in greater depth in the one-to-one
technical assistance sessions.

Training is used to build self-confidence among participants.
The training weaves into its content ways to encourage participants
to reflect on their attitudes and assumptions about individual
capacities;, to experiment with nuw roles and behavicrs: and to
assess personal and group talent and limitations. SGP trainers
assert that a well-d=signed participatory technigque can enable a
participant to learn a new skill and at the same time increase his
or her sense of confiderce. The goal is that, as a result of
training, program beneficiaries will decide to organize and seek
additional assistance in this process from SGP staff.

The location of training varies among SGPs. Decentral ized
training within the community is more convenient to the participants
and can increase attendance and involvement. However, it is more
costly to the institution in terms of transportation and staff time.
It also often means less than adequate conditions (poor light, few
materials, etc.). Centralized training, although expensive to the
participant, gives him or her direct knowledge and familiarity with
the institution, which can lead to a feeling of greater "ownership"
of the program. Reqular attendance may be difficult however.
especially for women with small children. There is no conclusive
evidence to suggest one approach over the other.

The frequency and duration of training also varies among SGPs.
Nevertheless, they agree that training sessions should be schedul ed
in advance and conducted on a regular basis during the time that the
groups use credit. The number of hours of training per month varies
considerably. Fundacion Eugenio Espejo: for example, provides an
average of 16 hours of training, while the majority of the Colombian
programs provide one to two hours. The remaining programs conduct
between four and six hours of training per month per group.

Costs of Training:

Training activities, like any educational process, are a costly
undertaking. Staff sal:¢cies, honoraria for outside consultants,
material preparation, supplies, copying. audiovisual equipment and
training space are standard line itemz essential for any training
program. In the United States, for example, most international
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development training institutions. estimate that it costs over $600
to train <ne person for one week.

SGPs have reduced costs without reducing training effectiveness
by designing short, well-targeted training sessions with carefully
selected topics. They do not require weeks of training prior to
loan disbursement because they have found it does not contribute to
better repayment rates, improved production or increased empowerment
of the beneficiary.

In addition, many treining programs, including SGPs, attempt to
cover some training costs by charging participants a service fee,
Selling training materials, sharing the costs with another
institution, or devising a variety of other income-generating
activities. Most programs cover the bulk of training costs through
grants from international funding organizations.

What SGPs have not done, however, is to separate the training
costs they incur from the costs of operating their credit
components. This division of costs is important because the credit
component can and should be operated in a self-sufficient manner,
with interest income covering administrative costs. However, it is
unlikely that the training component of these programs can become
self-sufficient. It should, therefore, Le budgeted as an activity
requiring scme subsidy. By combining the two components and
attempting to cover training costs as well as credic operations with
interest income, SGPs and other credit programs set unrealistic
self-sufficiency goals which funders and others then expect them to
achieve. 1In fact, donor organizations can support SGPs precisely by
providing grants to cover training costs, and encouraging or
requiring the programs to operate self-sufficient credit funds.

ORGANIZATION OF BENEFICIARIES

The workshop discussion on the organization component con-
sidered the reasons foy collective action, and the nethods and
difficulties of achieving it,

Why Organize: Organization is the third main component of
SGPs. It is the most difficult to achieve, and the one over which
the institution and program staff have the least control. The
decision to organize ultimately comes from the program beneficiaries

Figure obtained from a review of tuition charged by U.S.-based
training organizations for Stateside training of persons from
developing countries (USDA, The Centre for Development and
Population Activities, International Manaqgement Institute).
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themselves; the only thing the program seeks to do is to develop
beneficiary capacity in this direction and create an envirorment
that promotes collective action.

SPGs believe organization is one way to address the mryriad
problems the beneficiaries face, not only in their businesses: but
in their families and communities. For example, micro-entrepreneurs
operating in the informal sector with low levels of capitalization
share problems such as:

l. Limited channels of distribution for their goods;

2. High costs of inputs and limited capacity to buy in bulk;

3. Poor product quality;

4. Precarious legal situation for their businesses;

5. Lack of access to adequate health and other social
services;

6. Poor housing conditions and limited access to basic
services (water, electricity, transportation);

7. Little experience of participation in associations or
other organizations; and

8. Constant economic instability.

By offering credit, training and technical assistance. SPGs
respond to some of the more pressing problems: but do not pretend to
address them all. However: the programs themselves can become the
vehicles for helping the micro-entrepreneurs seek solutions to
common problems through their own initiative. Collective action
represents one alternative, and can take various forms:

Economic-Based Organizations in which micro-entrepreneurs
organize themselves along types of productive activities.

Social-Based Organizations in which the purpose is to improve
access to some type of social service (health, housing,
education) or to advocate for institutional and legislative
changes on behalf of the micro-entrepreneur.

Mixed Organizations which have economic and social objectives.

Organizations with broader agendas do evolve from solidarity
groups and contribute to the micro-entrepreneurs’ capacity to
pressure government and other institutions to initiate change.

For example, in 1984 the Asociacion de Tricicleros in Dominican
Republic. with elected officers and over 200 members, was active,
among other things:; in reviewing the licensing and other municipal
requirements that raise the operating costs of its members.
(Reichmann, 1984)

The stall vendors or "tenderos" in Cartagenar Colombia who
participated in CDV's program, have formed an association, drafted
bylaws, elected a cuordinating committee, established and collected
fees from members, and started outlining priority actions. Others
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in Ecuador and Colombia utilize the cooperative formation approach
in which micro-entrepreneurs either join existing savings and loans
cooperatives or organize their own.

Experience shows:; however, that it is extremely difficult to
form organizations, and SGps are only beginning to understand how
to tackle the difficulties of achieving this objective.

A Suggested Approach to Promoting Urganization:

SGPs have developed a two-stage approach to promote the forma-
tion of grass-roots organizations: and to help strengthen them in
the early period of growth. The specific objectives of this
approach, which is modelled on the Cartagena experience with stall
vendors, are to:

l. motivate micro-entrepreneurs to analyze their own
Situation;

2. promote utilization of economies of scale in production;

3. demonstrate the importance of developing leadership and
decision-making abilities;

4. promote the use of basic social services; and

5. enable micro-entrepreneurs to represent their interests
through organized means.

The training approach is based on non-formal education
pcinciples. The training is aimed at helping micro-entrepreneurs
discover the advantages of organizing for collective action and of
making decisions for themselves,

The first stage consists of training sessions covering a
variety of topics related to group formation: leadership, analysis
of needs and resources, understanding of the informal sector in the
broader economic and social context of the country, and reaching
consensus. The content is organized around sinulations of situa-
tions that participants will encounter in their own organizations:
selection of leaders, group decision making, and participation in
small group meeetings, Plenary sessions, meetings of elected
leaders, and commissions.

In the second stage, training is based on the premise
that the micro-entrepreneurs have decided to organize and are ready
to take the first steps towards consolidation. The micro-
entrepreneurs must commit themselves to attending two-hour meetings
for fifteen days, consisting of thirty minute talks, and one and a
half hours of group work. In addition, they must record the process
of developing their statutes and organizational structure to assure
that an institutional memory exists from the outset.

Some of the topics covered during this consolidation phase
include:
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The basics of production (erg.s division of labor, the value
of work);

Orgarization in the workplace;

Types of workers' organizations;

Barriers to organizations;

Factors that strengthen organizations;

The basics of management and leadership;

Types of awareness (e.g., naives informed, critical,
individual versus group); and

8. Types of participation, and the importance of dialogue.

SO W N
.

At the end of this phase, the participants have prepared their
bylaws, discussed their priorities and objectives and have overcome
some of the traditional obstacles that stand in the way of creating
lasting organizations.

Workshop participants emphasized that the SGP role in
organizing micro-entrepreneurs is only the first step in a long
process. It is the group's desire for autonomy that ultimately
determines the birth of an organization and its success. As one of
its objectives,; the program can define the promotion of micro-
entrepreneur organizations, but it cannot set out to form these
organizations. In the past, programs that decided a priori to
organize beneficiaries into a grass-roots association met with
failure because they imposed a model on the weneficiaries, creating
a self-defeating dependence on the program, and ignored the search
for autonomy that is the lifeline of grass—-roots organizations.
Wisely, SGPs no longer involve themselves directly in organizational
decisions and respect the ability of micro-entrepreneurs to deter-
mine their own path and make their own decisions.

While there are examples of collective action emerging from the
solidarity group programs, the experience with promoting organiza-
tion among beneficiaries has been mixed. Most micro-entrepreneurs
lack experience in group formation, most of their activities and
survival tactics are individual, and it has been extremely difficult
to move from the solidarity group phase to a broader, self-initiated
association phase.

Some argue that SGPs should only concentrate on credit
extension and provision of training and that their challenge is to
be responsive to the poorest among micro-entrepreneurs while
maintaining financial viability. It may be that under the current
economic and social conditions in Latin America, meeting this
challenge is accomplishment enough. Nevertheless:, even with the
demands to perform in a self-sufficient and efficient manner: SPGs
are not abandoning their commitment to help beneficiaries find
mechanisms for mutual sel f-help.

_24..



CHAPTER III

CURRENT CONCERNS OF
SOLIDARITY GROUP PROGGRAMS

Workshop participants identified four areas currently under
study that are growing steadily in importance to SGPs. They are:
Savings Mobilization, Additional Services to Beneficiaries,
Graduation of Beneficiaries, and Program Self-sufficiency. The last
two factors have long-term implications for the sGp approach and
are held up as two indicators of whether SGPs should be adapted to
the urban poor in other Latin American, African, Oor Asian cities.

SAVINGS MOBILIZATION

Increasingly, the issue of savings has been included as a
Subcomponent of microenterprise programs. Arguments that the poor
living at subsistence levels, have no savings and cannot save, have
been countered in a variety of recent studies. In Bangladesh, for
example, the Grameen Bank Project: which provides credit to landless
rural poor, has in five years generated over Taka 16 million (US$1.3
million) in savings through group funds and Taka 3.4 million
(US$280,000) in an emergency fund, the total representing 10 percent
of loans disbursed to date (World Bank, 1985). Most members of
India's Sel f-Employed Women's Association (SEWA) had no previous
experience in saving. Yet, in seven years, SEWA opened nearly
14,000 savings accounts worth over Rs.3 million (USS$300,000) .
(Sebstad, 1982).

Savings mobilization among micro-entrepreneurs has the
following benefits:

l. it helps capitalize the micro-entrepreneur, increasing
his or her financial independence;

2. it increases the family's economic stability;
3. it promotes the practice of saving regularly;
4. it decreases consumerism in family spending patterns;

5. it enables micro-entrepreneurs to gain access to banking
and other commercial institutions, and

6. it enables micro-entrepreneurs to deal with emergency
expenses, especially illnesses.

SGPs feature a variety of savings schemes. 1In most casesr the

Program participant is required to save a certain amount each month,
depending on the size of the loan requested. Some institutions,
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such as CIDES in Colombia, place this money into a cooperative
savings account managed by the implementing organization ani pity ing
commercial interest rates. 1In others, such as ADEMI in Dominican
Republic, the micro-entrepreneur opens a savings account at a bank
that has estab)ished a working relationship with the implementing
organization. The total combined savings of five SGPs that have
been operating more thap one year is approximately US$80,000.

The degree of access that the micrec-entrepreneur has to his or
her savings varies. 1In some programs where the institution manages
the savings accounts,; the savings cannot be used, except in
emergency situations, until the micro-entrepreneur leaves the
brogram. At that time, he or she receives the accumulated savings
pPlus interest. 1In others, the entrepreneur only has access to a
bercentage of the accumulated savings and interest. In both cases,
savings are .sed as a means of gquaranteeing loans, and of increasing
the credit fund's liquidity situation.

SGPs continue to experiment with savings plans and to grapple
with the implications of savings mobilization. They counter the
argument tha: savings mobilization is based on forced rather than
voluntary schemes by maintaining that savings is an established
program requisite, similar to interest rates, loan terms and other
credit policies. To join the program, potential borrowers must
accept the whole package of program requisites.

From the perspective of SGPs, savings mobilization among the
poor has significant demonstration effects regarding their
propensity to save. In addition: savings mobilization can help
increase the access of the poor to financial institutions, and is a
first step toward the formation of their own savings and loan
cooperatives (as in the case of FED in Ecuador).

ADDITIONAL SERVICES TO BENEFICIARIES

Additional services are not directly related to credit
provisions or training and technical assistance as described in the
Chapter II. The types of additional services a program provides
respond to a variety of needs, such as health and family planning
education, referral or service provision; home improvement;
education and literacy; social security and other insurance plans;
legal advice and services; child care; and other family services,
such as counseling and mental health programs.

SGP staff recognize that it is impractical, financially
prohibitive, and ultimately inefficient to expand SGPs into a wide
area of activities that require different training, expertise, and
resources. The urban poor: however, have myriad needs and problems
that are interrelated. While no one pregram can address all
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problems, neither should it "compartmentalize" jits activity to one
area and ignore others. Workshop participants suggested three
approaches to providing additional services:

1. The institution provides services directly., integrating
already existing services into the SGP. For example, ADIM in Peru
has ongoing programs in legal services and family planning education
and referral for women, and is able to extend these services to SGP
participants with minimum cost. Others, such as CIDES in
Coiombia and ACP in Peru, cperate home improvement credit funds
that are made available to creditworthy SGp participants.

2. The institution coordinates with other private or public
service institutions. 1In this caser the SGPs become a channel for
information and an access to additional services for the
beneficiaries. ADEMI, in the Dominican Republic, links program
participants with educational institutions, and provides them with
Credit to pay for vocational training. Other programs coordinate
with public institutions in immunization and health campaigns.

3. The institution promotes problem solving among program
beneficiaries. FEE in Ecuador helped participants organize
community-based chile care. Women rotate the responsibility of
caring for several children Oor share the cost of hiring one person
to provide home-based child care.

There are advantages and disadvantages to each approach. For
example, direct service provision strengthens the institution's
links with the community and reinforces the participants' commitment
tc the program. However, direct service is costly and relies on
the availability of trained personnel. Coordination with other
institutions can be accomplished with minimal cost to the SGPs
and can increase the beneficiary's access to services. This
arrangement, however, depends on the willingness of other
institutions to collaborate and provide quality services. Finally.
promoting self-help increases the beneficiary's capacity to solve
existing problems, but requires considerable SGP staff time, and can
be used to address some but not all services.

GRADUATION OF BENEFICIARIES

The graduation of beneficiaries from the program depends, in
part, on the policies and goals of each institution. Therefores, the
definition and criteria for graduation vary. As a general concept.,
graduation implies that an SGP participant leaves the sgp to seek
credit and training from other sources. It assumes that the
borrower has undergone social and economic growth through partici-
pation in the program, but has not moved out of an informa' sector
activity to become part of the formal sector.
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SGPs give three reasons for graduating participants:

1. The borrower's credit need surpasses the institution's
established maximum and continuation in the program con-
strains the productive activity of the enterprise.

2. Graduation increases the institution's ability to bring new
borrowers into the program who are at a much lower level of
capitalization and need small loans.

3. Graduation encourages program participants to become more
self-reliant by turning to other scurces of training and
credit rather than developing a dependency relationship with
the program.

Graduation may be as important for the institution as it is for
the beneficiary. To continue meeting its objective of reaching the
smallest and poorest among micro-entrepreneurs, the institution must
gradually release those participants whose acquired level of
investment and skills warrant additional resources. From the
perspective of the program participant, it may be that the SGP no
longer addresses adequately his or her need for credit, technical
assistance, and training. 1In this sense, graduation of program
participants may be the responsibility of the institution, or it
may be accomplished througn the participant's own initiative.

While this explanation appears simple enough: a major
constraint in all SGP countries is that neither governments nor
commercial banking institutions have established policies:
regulations, and legislation to addrcss the neads of informal sector
economic activities. Broadly speaking, Latin American and Caribbean
countries lack the infrastructure to receive SGP graduates and to
enhance their self-employment initiatives. Few, if any, program
graduates can meet the collateral and other bank requirements, nor
can they easily approach vocational and other training institutions.
A participant who graduates into this financial and training void
runs the risk of reverting to dependence on the exploitative sources
of credit that were his or her only alternative before the program.

The seriousness of this problem cannot be overemphasized. It
is only recently that some governments have begun to study carefully
the implications of their countries' ever-growing informal sectors.
In the last two years, according to the Inter-American Development
Bank (IDB), countries, such as Mexico and Colombia, have established
public financial and training institutions whose priority is micro-
enterprise development. Others, such as Ecuador, are in the
preliminary stages of drafting legislation and developing quidelines
for involving private sector financial institutions in this area.

In spite of these advances, serious problems persist that limit

the degree of access micro-entrepreneurs have to the capital and
training necessary for their economic activities. The resources
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allocated to informal sector activities nowhere near aprrtoaches the
demand. In addition, no country in Latin America or the Caribbean
has passed or drafted legislation to require or encour age private
sector involvement in this area. There has been little attempt to
understand the major bottlenecks that prevent private financial
institutions from considering the informal sector as other than a
high-risk, low-profit venture. Factors that contribute to this
attitude: such as existing banking requlations, class and race
prejudices: demeaning attitudes towards the poor, and misinformation
about their economic activities, are not being addressed.

SGP staff are grappling with defining the extent of their
responsibility, and the deqgree to which they should be involved in
bressuring governments and institutions for structural changes on
behal £ of micro-entrepreneurs. While they concentrate their enerqgy
and resources on implementing responsive and effective programs.,
they recognize that unless there are political, policy and
legislative changes:, the income and employment problems of the urban
poor will become increasingly acute: and the long~term impact of
SGPs will be limited.

Workshop participants suggest that graduation can take place
effectively even under current conditions when the following
guidelines are considered:

1. The participant is a member of another organization: such as
a grass-roots organization;

2. There is discernible growth in the size of the firm;
3. The firm can generate some or all of its working capital;
4. Income has increased in real terms; and

5. There is evidence that training content is reflected in
the management of the firm.

In addition, SGPs recommend that programs also explore the
following:

- Coordination with other institutions that have greater outreach
and cover small or medium enterprises, such as development
banks;

- In the case of institutions that have other credit programs,
such as cooperatives or individual credit programs,
differentiation between internal graduation of solidarity
groups into these programs, and external graduation to other
sources;

- Organization of borrowers .o tap credit and training from
otherwise inaccessible sources by lowering risk, meeting
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collateral or gquarantee requirements, and decreasing
administrative costs.

PROGRAM SELF-SUFFICIENCY

A tinal key concern among SGP staff is the degree of self-
sufficiency they can achieve in program implementation. Workshop
participants defined self-sufficiency as:

A level or condition achieved by a program whereby through
the program's generation of income and investment of capital.,
it is able to cover operating costs, to achieve independence
from subsidies and grants, to continue providing adequate
services, and to plan its future activities.

SGPs see self-sufficiency as a constant target for their
programs. Self-sufficiency is essential to their programs because
it:

l. guarantees program continuity;

2. promotes program expansion;

3. decreases dependence on outside funding;

4. responds to the scarcity of available resources
on concessionary terms; and

5. reinforces the belief that microenterprise credit
programs can be run like a business.

It is assumed that self-sufficiency can be accomplished if the
following conditions are met: (1) The program has established
mechanisms to maintain the value of the credit fund through interest
income or other means. (2) Part of the program costs are assumed by
the borrower, which can include their participation in loan
collections, contribution to an emergency fund or other methods.

(3) The program's disposable income is invested to generate
additional capital. (4) Programs conduct local fund-raising drives
to secure private and public sector support.

Clearly. there are factors the programs cannot control. For
exampler a high level of inflation can decapitalize a credit fund
in a short time in spite of any mechanisms in place to protect it.
However, SGPs contribute to the attainment of self-sufficiency by
carefully monitoring self-sufficiency indicators, by adjusting
program procedures to improve the existing level of self-
sufficiency, and by using self-sufficiency as one measure of a
project's success.

Most SGPs are attaining much higher levels of self-sufficiency
than earlier credit and training programs. A review of the data
available on five programs for the month of October 1985 shows
levels of self-sufficiency between 33 and 101 percent, with an
average level of 54 percent (ACCION 1985). This means that income
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generated by the programs covered over half of their operating
expenses during the month in question. Additional information on
Lour of these brcgrame indicates that interest income and other fees
covered an average of 69 percent of the operating costs over the
life of the programs, and that they expect to be self-financing by
mid-1986.

These figures are especially impressive when one takes into
consideration that, as in all microenterprise programs, SGPs'
credit and training costs are budgeted together. It is difficult to
separate the costs of providing nonfinanciai services from the costs
of operating the credit fund since these activities are closely
entwined. They are usually implemented by the same staff persons,
making it difficult to determine accuratelyr for cost purposes, the
bercentage of salary that should be considered a cost to credit or
to training. The same is true for other expenses, such as supplies
and transportation.

While separating costs by program component is difficult, it is
imvortant because this type of monitoring of costs will help to
understand SGP potential for self~-sufficiency. For example, it may
indicate that the interest Spread charged on credit will cover
operating costs of extending loans, but that it is unreal istic to
expect such a spread to cover all the costs of training as well,
especially as programs increase their attention to organizing
micro-entrepreneurs.

In any cases there is little doubt that these programs, by
emphasizing cost-efficient operations, establishing self-sufficiency
guidelines, and monitoring their own performance, provide important
lessons for donors and other microenterprise programs. SGPs
demonstrate that self-sufficiency cannot be measured in absolute
terms, but nust be viewed as a process the institution upholds as a
priority, which donor organizations can help advance through timely
disbursement of funds, their own careful monitoring, and continued
support for expansion to programs achieving high levels of
self-sufficiency.



CHAPTER 1V

EVALUATION OF SOLIDARITY GROUP PROGRAMS

INTRODUCTION

Determining the socioeconomic impact of programs is, of course,
essential to any assessment of their usefulness. In the case of
SGPs, which aim to affect the beneficiaries' lives in social ways,
the impact of the programs must be examined at four levels: the
enterprise; the beneficiary and the family; the community; and
the institution that implements the program. Indicators of change
for each category will vary and may include, for example, the
following:

l. The enterprise: volume of sales, net profit, investment
levels.

2. The beneficiary and the family: changes in income:
employment, savings; allocation of additional income
within the household; new technical and management
skills; participation in associations or groups:,
involvement in community activities, increased access
to resources; increased access to services (health.,
educations housing).

3. The community or local economy: increased organization;
Creation of alternative marketing channels; changes in
regulations or legislation; employment generation;
backward and forward linkages to productive sectors.

4. The implementing instjtution: quality/preparation of
staff; management systems, revisions to organizational
structure, level of impact on local environment.

While recording and analyzing the impact of SGPs should con-
stitute the backbone of any evaluation: the term evaluation shculd
not be limited to measuring impact. For exampie, in the case of a
SGP's credit fund, the monitoring function is a critical component
of evaluation because it enables program staff to measure day-to-day
performance and to identify problem areas as they emerge. This
monitoring process, which occurs parallel to implementation, is one
way of meking evalution an integral part of the implementation
process, and not a separate activity sclieduled for after a project's
completion. In the same way, follow-up activities to a training
component, as in the SGPs, constitute another important facet of the
evaluation process.



The purpose of this Chapter is to provide a quick glance at
some of the results emerging from three levels of evaluation
information available on SGPs: monitoring the credit fund,
follow-up to training, and program impact on the beneficiaries. 1In
addition, this section seeks to highlight some of the reasons why
the impact evaluation material on SGPs is so sketchy, and to
identify possible ways to increase the emphasis placed on impact
evaluation.

MONITORING THE CREDIT FUND

The formation of solidarity groups and the processing of an
initial loan are only the first steps in credit provision. At the
same time, these programs handle hundreds, at times even thousands
of simultaneous loans that must be supervised carefully for proper
payment, and reviewaed periodically to glean from them the infor-
mation that is most important for continued credit provigion.
Devising a system for timely and efficient monitoring of the credit
portfolio is a major challenge faced by SGPs.

Among items that must be monitored are: number of loans,
total amount lent, new versus second and subsequent loans; average
size of loan, portfolio in arrearage, and real costs of lending.
When studied over time, this information can help a SGP surface pat-
terns or problems in credit lending that can be addressed quickly,
such ass too few new borrowers Oor a jump in the arrearage rate. All
these factors will affect the overall impact of the program.

It is in the area of monitoring the credit fund that outside
technical assistance from a U.S.-based PVO (ACCION/International/
AITEC) has had enormous demonstrable impact. Accion/AITEC
helps institutions develop simple and quick monitoring techniques
that enable them to control the movement of their credit funds and
to take immediate action in response to program crises. Each
institution collects information monthly on about twenty program
variables, as well as aggregates the data for the duration of the
vrogram. This information has been Systematized over time so that
@ll SGPs collect data on the same items and circulate these
monitoring summaries among themselves (Gross, 1984).

Table 5 is an example of this monitoring tooi. It uses seven
Colombian programs to illustrate the quality of the information
available and its utility for planning and programming. The summary
form presented by the table allows one to compare the level of
women's participation in the various programs and to flag problem
areas in each. For eéxampler one can compare the level of
participation of women in the various programs, and investigate the
reasons why a given program may have low female participation. The
relationship between outstanding loans and loans in arrearage is
easily computed and studied also, as is the number of groups that
have overdue payments. The level of savings and costs per dollar
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TABLE 5
MONITORIKG INFORMATION GATHERED MONTHLY IN SGP8 and
SUMMARY DATA FOR SEVEN PROGRAMS IN COLOMBIA (1)
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(1) Exchange rates used are as follows: Programs of 28 months' duration SUS 1.00 = Pesos 115
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(2) ACTUAR's methodology is different from other six programs because it also works at the
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lent are also tabulated each month as indicators of the program's
cost efficiency and savings mobilization.

This monitoring System also serves as an instrument for commun-
ication and exchange among the SGPs around monitoring issues of
common interest. Finally, the table shows at a glance the relative
as well as the aggregate magnitude of thesge programg, both in terms
of the number of beneficiaries reached (over 3:500 in solidarity
groups and nearly 6,000 through individual loans) and the total
amount of credit extended (over USS 1.6 million to solidarity
groups and individuals). Several other data areas are also
important to point out:

1. The programs disaggregate beneficiaries by sex so that
the level of participaticn by women is readily available.
While there is considerable variation among the programs,
Six of seven have 39 percent or more women micro-
entrepreneurs; three of the programs have 50 percent or
ore women participating.

2. Average size of loan to groups is small, with five out of
Six recording average loan amounts of USS 340 or less.

3. For the majority of groups, portfolio in arrearage is
currently at an unacceptably high level, fluctuating
around 25 percent of outstanding portfolio. This high
level of arrearage is relatively new, and is partly caused
by a recent government policy favoring larger wholesalers
that encourages them to form "movable markets" to sell
produce and other agricultural products. This government
policy is bringing more and more wholesalers into the cities
of Cali and Bogota and ig undercutting the activity of the
markets' vendors.

4. For each dollar lent, approxinrately US$ 0.10 are utilized
for admiristrative and operating costs. Of this total
administrative cost, about 50 percent or five cents on the
dollar are internally generated, leaving nearly the same
in subsidized administrative costs. Not included in this
calculation is the cost of money since almost 100 percent
of the funds utilized in the credit programs are obtained
through grants or soft loans.

The table does not provide information for time series analysis
te study in greater depth the evolution and growth of the credit
components of SGPs. However, most SGPs collect these data on a
monthly basis, in some cases with the use of computers, which
permits graphic and other representation of credit activity for
analysis and control purposes. Monitoring procedures are an
important strength of §Gps, and have contributed to the level of
success with which these programs continue to reach urban poor while
maintaining financial viability.
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FOLLOW-UP TO TRAINING

Follow-up to training is a bridge between program implemen-
tation and evaluation and serves two key functions: to monitor
program performance, and to collect information for impact
evaluation. Follow-up activities are a way of learning more about
the micro-entrepreneur, the family and the community, and of
cetermining whether the program is responding to the needs of the
urban poor. In addition, follow-up sessions serve as a vehicle for
such other activities as providing technical assistance to reinforce
subjects covered in training.

Those SGPs that systematically follow-up training, such as ACP
and ADIM in Peru, CDV in Colombia, and FEE in Ecuadors rely on
interrally developed instruments for gathering information. ACP,
for example, conducts semi-annual interviews with each borrower on
four topics: the micro-entrepreneur, the enterprise, the family,
and the community. These data enable ACP to observe changes in a
variety of areas, such as sales, production and profit, housing or
nutritional improvements, and the micro-entrepreneur's involvement
in community action.

FEE uses accounting sheets to collect monthly data on the busi-~
ness and to determine if the micro-entrepreneurs have acquired
record-keeping skills.

ADIM, which works mostly with women, also collects data on
fertility changes and contraceptive use.

Finally, CDV visits the place of work to verify the use of
credit and to provide additional technical assistance.

Other programs have not emphasized follow-up and the need to
collect baseline data. Still others conduct follow-up in a general,
unsystematic way to obtain an overall idea of program p:rformance.
Program staff often lack the capacity and the resources to process
all the data gathered for impact evaluation. As a result, informa-
tion that would be instructive to the implementing institutions,
funders, and national governments, often lies unused in file
drawers.

It is understandable that programs that must pour their
energies into establishing credibility, conducting an enormous
number of simultaneous transactions to lend and collect money:, and
designing and conducting training have little time and resources
left for follow-up activities. However, follow-up is tied
intrinsically to overall pProgram evaluation and holds the key to
many of the lessons that can be learned from SGPs. As will be
discussed below, program evaluation is one of the areas where SGPs
must strengthen their capacities and performance.
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A SUMMARY OF THE IMPACT OF SOLIDARITY GROUP PROGRAMS

There is no systematic impact evaluation on SGPs that
incorporates all four levels outlined at the beginning of this
chapter, and no comparative impact study of existing SGPs. However.
there are useful evaluative initiatives conducted either by program
staff or outside consultants that give insight into the
socioeconomic impact of SGPs.

Existing data indicate that SPGs overall have had a positive
impact on the lives of the beneficiaries, their families and
businesses. A recent study of 35 Colombian micro-entrepreneurs was
conducted by Women's World Banking. 1Its findings were that in an
eight-month period, business sales increased by 53 percent and
profits grew by 45 percent. Similar evaluations based on sample
surveys of 107 participants in the ACP program in Peru record
economic indicators of change on a yearly basis, including monthly
sales, and level of reinvestment into firm activities (Fernandez,
1984) . These studies conclude that overall incomes for the sample
group rose in real terms 33.6 percent in one year, and 55 percent
in two years. 1In CIDES and FF in Colombia, samples indicate an
average income increase among beneficiaries of 75 Fercent and 35
bercent respectively in the first year of operation. The most
thorough evaluation analyzes ACTUAR, also in Colombia, and documents
a monthly jump in sales of 7.1 percent in real terms among
beneficiaries, which translates into a monthly change in income of
5.3 percent (Lopez Castano, 1985) .

Because most micro-entrepreneurs oOperate at near subsistence
level s, evaluations generally find that SGPs have nore impact on
helping retain existing jobs (enhancing job sustainability) and on
engaging family members in more productive activities, than on
actually creating additional full-time jobs. Credit and training
are used to keep the enterprise operating, rather than to expand it.
These studies also assert that manufacturing activities hold the
greatest potential for generating new employment.

The ACTUAR study cited above includes a detailed analysis of
the employment generation of each type of microenterprise activity
assisted by the program, thereby providing a scale of empl oyment
generation possibilities based on the type of microenterprise in
question. For example, micro-producers in the areas of metal
processing are likely to generate more jobs than those in
woodworking, and considerably more jobs than those in textile
processing.

Findings about distribution of bencfits at the family level
and the impact of the program on the local community also appear to
be positive, but generally rely on more sketchy and anecdotal
information. The ACP studies, for example, record that 95 percent
of those interviewed assert that the availability of credit has
enabled them to improve their living conditions, and to better
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address basic family needs, such as health, educa*ion, and housing.
The ACTUAR report identifies bottlenecks in the marketing systems
and suggests that in the case of micro-entrepreneurs in Medellin,
assisting them to organize collective marketing systems may be as
important as the provision of credit. Additional indicators of
social gainss e.g., capacity to organize, increased leverage.
ability to make decisions, and others, are examined in general
terms, but without the rigor necessary to include them among
program benefits.

There are also examples of the complexity and difficulty of
evaluating SGPs, and of the importance of considering the whole
spectrum ot factors that determine program impact. The evaluation
of the CDV program in Cartagena, Colombia, divides micro-
eéntrepreneurs into three cateqgories and records different progr am
impacts on each category (Cotc, 1984). A study of participants
demonstrated that while income increased among stall vendors by
about 11.6 percent, it remained unchanged among micro-producers and
decreased by 10.7 percent among micro-vendors. The study highlights
the increased pauperization of micro-vendors in splte of their
participation in the program:, and suggests contextual factors to
help explain these results, such as a drop in corsumer demand due to
increased competition from wholesalers or,in the case of micro-
producers, an excessive increase in the costs of raw materials.
Further, the formation of an organization of tenderos resulting
from their participation the program represents an important
part of the program's impact, yet it cannot be measur ed as easily
as the economic categories above. From this particular program
experience, one can conclude that participation in the program,
while not contributing to income improvement among the stall
vendors, did make a difference in their ability to organize
and increased their potential for bringing about a longer-term
change on their own behal f.

BARRIERS TO EVALUATION IMN SGPs

The above findings are a mere sketch of the socloeconomic
impact of SGPs and are presented to give a glimpse into the benefits
derived from these programs. However, the search for impact data on
SGPs raises a more important concern regarding the quality and
frequency of SGP evaluation. Unlike SGP monitoring systems, there
are no established guidelines for SGP evaluation. Partly for this
reason, there is little systematic, standard evaluation at the pr o-
gram level (with the exception of ACP, and perhaps CDV) and there is
no comparative baseline or impact data to analyze the relative
socioeconomic impact of these programs.

There are many reasons for this lack of systematics high-
quality evaluation including:

1. The cost of evaluating impact is high. In the case of



SGPs: which emphasize the need for participatory evaluation, the
cost of evaluating impact is even greater. This cost can seldom be
assumed by an implementing institution intent on maintaining 1low
operational costs.

2. The lack of clarity regarding identification of the
audience for the evaluation can diffuse the impact and reduce the
quality of the evaluation. The audience may be the beneficiaries,
the implementing institution, the donor organization, or others
interested in the program. The needs and pberspectives of these
various audiences are quite diverse and it is difficult to conduct
one evaluation that wili respond to all of them. In addition, donor
Organizations tend to take more seriously the evaluations they com-
mission directly than those brepared at the request of the local
institutions. Yet such evaluations may not be as useful for the
implementing institutions because they are seldom translated into
Spanish and Systematically discussed with the program staff.

3. Finally, due to lack of time, rescvurces: and technical
expertise, information available for evaluation is not well used.
For example, there is an unexploited wealth of information in
brogram files that program staff have been unable to codify.
Systematize or tabulate.

SUGGESTED APPROACHES TO THE EVALUATION OF SGPs

Considerable work has been done in developing frameworks for
evaluation and microenterprise brograms and for capturing the full
dimension and complexity of their impact (Santo Pietro, 1983;
Lassen, 1984; Goldmark and Rosengard, 1985). SGPs can draw a
great deal from this available material in developing their
own uniform approach to evaluation. 1In the brocess of improving
evaluation efforts, SGPs, with assistance from their donors and
other supportive organizations, can formulate an evaluation plan
that:

l. utilizes information currently in the files;

2. permits valid comparative analysis among programs;

3. utilizes staff's knowledge about the programs and
the beneficiaries through mechanisms that avoid overloading
their already demanding schedules;

4. includes mechanisms for breaking down some of the
institutional resistance to outside evaluators, such as
barticipatory planning and evaluation teams; and

5. includes follow-up instruments for training, which can yield

baseline and time series data for impact evaluation and
include economic and social indicators.
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The workshop represented a first step in this direction.
Participants identified the main areas that should be evaluated
under each program component. The next step, the consolidation of
an evaluation framework developed by the implementing institutions
in consultation with beneficiaries and technical assistance
organizations, and the training of SGP staff in tabulation and
analysis of evaluation material, requires a second workshop that
focuses on evaluation as the major objective.
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CHAPTER V
ISSUES FOR FURTHER LEARNING

AS SGPs evolve they face similar questions and problems. Five
issues that have emerged in most of the SGPs and that cut across
specific program components are discussed below. Several of these
topics were discussed in a preliminary fashion during the workshop.
At the request of the author, about twelve workshop participants who
had completed their other small group work participated in a round-
tabie discussion that covered most of the subjects that follow.

This chapter reflects their input as well as the author's overall
observations.

THE DYNAMICS OF A SOLIDARITY GRGUP

While much has been written and documented about the SGPs and
their social and economic impact on micro-entrepreneurs, we still
know very little about the internal workings of the solidarity
groups themselves. What emerges from the available data and project
experiences is a general understanding of how solidarity groups are
formed and the characteristics they have in common.

The impetus for group formation comes from outside the group,
with credit as the incentive, The lending organization sets some of
the rules for group formation, such as group size, use of credit,
and training requirements. At the same time, selection of group
members, group consolidation and growth, and group decisions are
left largely in the hands of the group members. For solidarity
groups to function, the group members themselves must assume respon-
sibility for maintaining the group and enhancing its cohesion. It
is the combination of barameters and incentives set by the
solidarity group program, and the decisions and responsibilities
assumed by the group members that form the basis for solidarity
group formation. There are general patterns that guide this type of
group formation: friends seek friends to comprise the groupr groups
tend to form along lines of activity rather than geographical
proximity, and groups continue functioning and using credit even
when one or more of the ilembers change.

A review of the numbers (thousands of SGs are operating
currently) and results from a variety of interviews with micro-
entrepreneurs (Fernandez, 1984; Coto, 1985) generally indicate that
micro-entrepreneurs willingly assume the organizational and leader-
ship tasks that enable the solidarity groups to function. While
there is initial resistance to group credit, some of which survives
even after participating in solidarity groups, microentrepreneurs in
the majority of cases express a preference for group credit over
individual loans, and remark that the group experience has expanded
their ability to solve problems and to make decisions.



While this information is extremely important, not enough is
known about two issues that are key to understanding the contri-
bution of SGPs to the social and economic development of urban poor
nicro-entrepreneurs.

First, the evolution of a solidarity groups its decision-making
process and internal life, if any, beyond obtaining and re-
paying loans, has not been documented. While recording the growth
process and consolidation of any group is costly: time~ccocnsuming,
and rife with methodological problems: greater insight into this
facet of the SGPs is essential to a full underitanding of the
strengths and limitations of the SGP approach.”*

A second important factor that is not fully understood is the
relationship between solidarity group formation and broader organi-
zation of micro-entrepreneurs around issues of common concern. SGPs
seek to provide both credit and training to micro~-entrepr eneurs and
to empower them through the experience of collective action. The
degree to which solidarity groups evolve into larger grass-roots
organizations varies from country to country, and even within
countries. The emphasis placed on the solidarity group as an inter-
mediate step to broader organizing also varies a great deal from
institution to institution and depends on the interpretation and
level of priority each institution places on the program's various
Objectives: to extend credit and training, and to assist in the
overall development of the micro-entrepreneur. However, even in
those situations where SGPs have played an important role in
organizing micro-entrepreneurs, such as the stall vendors "tenderos"
of Cartagena, Colombia, there is little documentation to help
understand the issue and draw lessons for other SGPs. AS SGPs
increase their emphasis on organizing borrowers around larger
issues, such as pressuring for improved legislation and requlation
or seeking financing from commercial institutions, strengthening
current knowledge in this area will become paramount.

THE LIFE CYCLE OF SOLIDARITY GROUP PROGRAMS AND THEIR
POTENTIAL FOR EXPANSION

One can identify several stages in the evolution and growth of
most SGPs. A program starts out slowly as it gains credibility and
receives approval from its potential beneficiaries. After this
bromotional phase, it takes off rapidly: reaching a large number of
beneficiaries in a short period of time, and disbursing loans whose
aggregate amount is as high as the credit fund will allow. There
is then a period of less activity when the program's liquidity
situation requires fewer loan disbursements. Eventually, the loan

Jeffrey Ashe, Senior Associate at Accion International. currently
is researching this topic.



capital begins rotating and the program reaches the maximum level
of beneficiaries it can assist without additional inflow into
the credit fund.

Closely related to this "life cycle" is the constant need and
pressure to expand program activities. Almost from the start,
demand for credit and training outstrips the supply: yet expansion
may be inhibited by lack of funds, a wise reluctance to grow too
quickly and organizational structures and systems not suited for
larger undertakings.

Programs have started experimenting with "planned expansion",
increasingly turning to decentralized models of operation as a
strategy for growth. Work teams set up small, low-cost offices or
sucursales in various parts of the city or in secondary cities.
Most business is conducted from these branches rather than from the
institution's headquarters, giving the work teams greater decision-
making authority regarding loan approval and other program issues.

As many programs enter their third or fourth year of operation,
a ceries of questions related to program evolution and expansion
merit further consideration. Do SGPs reach a point of maximum
capacity beyond which they canno: or should not grow? Should each
évolutionary stage of a SGP be evaluated in the same way, using the
Same sets of indicators to measure program performance and impact?
Are there identifiable bottl enecks resulting from the model itself,
the institution, or the socioeconomic environment that progr ams
should address? And finally, what is the role of an outside tech-
nical assistance agent in assisting an institution to initiate a
SGP or expand an existing one?

THE ROLE OF THBE PROMOTER

The promoter is a linchpin in the SGP approach. The role of
the promoter encompasses a variety of responsibilities related to
credit provision and training. From the outreach and promotion
stages through the review of loan applications, to their disburse-
ment and collection, and in nearly all training and technical
assistance, the promoter is the main contact between the beneficiary
and the program. In most programs, each promoter is responsible for
all activities related to a given number of solidarity groups: wtich
varies widely among the institutions, but averages around 45 groups:
or 180 persons per promoter. SGPs emphasize that program success
depends in great part on the promoter's misticar a term which
loosely translates into a combined sense of mission, commitment to
the program, motivation, and enthusi asn.

It is the prcemoters who also know the minute details and
intricacies of the programr and who carry in their collective
memory a wealth of information about the programs and the benefici-
aries. Yet very little is known about the background of these



promoters, what attracted them to the program, what knowledge

and talents they bring and, indeed, what information they have,
especially about beneficiaries. Further, there are no ways of
measuring whether there are recurring gaps in the staff's knowledge
base, or if they feel their performance could be enhanced with
training.

A study of the role of the promoter to identify the charac-
teristics of an effective promoter:, to determine how their
collective program and beneficiary knowledge can be tapped, and to
explore alternatives for attracting and retaining good promoters,
can lead to more efficient use of promoters and strategies for
reducing staff turnover. Such a study is especially important at a
time when cost-efficiency dictates 1ow salary levels for the staff
of SG’s and possibilities for advancement are limited.

THE IMPACT OF SOLIDARITY GROUP PROGRAMS ON IMPLEMENTING
INSTITUTIONS

The types of institutions currently implementing solidarity
group programs include: national development foundations (FED in
Ecuador), cooperatives (CIDES in Colombia) ., community development
organizations (FF in Colombia), private non-governmental
development institutions (ACP in Peru, and ADEMI in Dominican
Republic), social service institutions (Cruzada Social in Colombia) .
and women's institutions (WWB in Colombia and ADIM in Peru). 1In
Some casess such as FF and ADEMI, the SGP constitutes the institu-
tions's main activity. In others, such as CIDES and FED, the SGP
is only one of many development programs the instituticn implements.

Informal discussions with representatives from these institu-
tions and SGP staff indicate that the process of implementing a
solidarity group program has had profound impact on almost all of
the institutions, most of which is considered positive. Amcng the
larger, more diversified institutions, management systems.,
decision-making procedures and internal monitoring activities for
other programs appear to have been affected by the presence of a
“5P. In others, the challenge of operating a financially viable
program has forced the institution to reassess its goals and
Objectives. 1In short, most institutiors indicate there is a link
between implementing SGPs and institutional changes.

All the above is very tentative and anecdotal information. 1n
the case of SPGs, the relationship between institutional growth and
program implementation is not understood. While several studies
identify the overall characteristics of institutions that implement
effective small and microenterprise programs (Ashe, 1985, Blayney
and Otero, 1985, Stearns, 1985), the next step - to determine if the
process of implementing a SGP leads to positive or negative
organizational changes - hac not been analyzed closely.
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THE PARTICIPATION OF WOMEN MICRO-ENTREPRENFEURS

If one judges from the berspective of the number of women they
reach, SGPs fall among the most exemplary of all devel opment
efforts. While the earlier SGPs did not set cut specifically to
Leacn women, they quickly found that the large majority of market
vendors, and the poorest among micro-producers, are wonen.  To
assure that women were reached, Programs began adapting existing
procedur es and requisites and establishing gender-related targets,
Some programs conducted pbromotion through institutions O. nectworks
of women, hired female promoters to break cultural male/female
barriers, and examined their lending criteria to ensure that they
took women's disadvantaged position into account. Other pr ogr ams
cater directly to women as the primary beneficiaries, arquing
greater need, especially among women who head households.

Today: most SGPs count at least 50 percent of beneficiaries as
women. For the Colombian programs, the figure is 60 percent. These
pPrograms have achieved the integration of women's economic activi-
ties from the point of view of the economy as a whole and from the
point of view of the poor urban household. This achievement alone
holds important lessons for other devel opment programs.

However, there is additional work the SGPs can do in this area.
Thece is almost no information available from SGPs analyzing the
brogram's impact from a gender perspective. Anecdotes abound and
are used to substantiate claims that women are better credit risks,
tend to spend additional income on the children (education, clothes,
food) rather than on themselves, and are more responsible in group
activities,

Currently, few organizations disaggregate data by sex in a way
that permits them to drgw gender-related conclusions about program
rerformance and impact. Further, few program staff perceive that
the wealth of information that can be collected, tabulated and
analyzed regarding women and SGPs not only can increase our know-
ledge in this area, but ¢can contribute to policy and programmatic
changes in other institutions, national governments, and donor
Organizations.

While there are many other issues one can explore vis a vis
SGPs: those suggested in this chapter, as well as the four discussed
in Chapter III, appear to be the most important to highlight at this
Stage of growth for most SGPs. It may be that as new programs
emerges as is happening in Colombia, Costa Rica. Paraguay, Brazil
and other countries, the learning obtained from the "first
generation" of SGPs will enhance their effectiveness and success.

An important exception is FED in FEcuador, which, in conjunction
with The International Center for Research on Women.: is
conducting an in-depth, two-year study on the SGP and its impact
On women micro-entrepreneurs.
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CHAPTER VI

CONCLUSIONS AND RECOMMENDAT IONS

SUMMARY CONCLUSIONS

This chapter highlights the major conclusions emerging from
this study of SGPs. It is important to reemphasize that this docu-
ment is based solely on the proceedings of a orne-week workshop of 31
SGP staff and from supporting documents from PACT and the SGP
implementing institutions. The author did not visit any programs,
speak to program beneficiaries, or collect data outside the workshop
experience. While questions about SGPs remain and should be
addressed through field work: there are important conclusions one
can draw about these programs based on the available information.

1. There is a wide variety of institutions involved in SGPs.
How each interprets, adapts, and implements the “approach”, depends
on the institutional philosophy, its leadership, and its definition
of development. What emerges from their collective experience is a
model for reaching the urban poor that is adaptable to many types
of institutions and can serve as an initial framework for other
programs.

2. SGPs tend to reach the poorest among the economically
active urban poor. However, urban dvellers with no sel f-empl oyment
initiatives and no skills, who depend on occasional jobs for income
and who constitute the neediest among the urban poor, are not
reached by SGPs.

3. The participation of women in SGPs is among the highest in
development programs largely due in to two factors. First,
these proyrams recognize the importance of women's economic
activities for the economy as a whole and for the poor urban
household. sSecond, the programs have adapted existing procedures
and requisites to ensure that women are not excluded from the
program's resources.

4. There is a consensus among SGP staff that the formation of
solidarity groups is not enough. It represents an intermediary step
to a broader process of organizing among beneficiaries, a process
the implementing institutions should foster.

5. Donor organizations and others may burden solidarity group
programs with a variety of unrealistic expectations. These
expectations may reflect the outside institution's development
philosophy more than a realistic appraisal of wh'.t solidarity group
programs can and cannot accomplish. For example, the objectives set
by SPGs are both to achieve self-sufficioncy .. operation and
to continue promoting the orgyanization of beneficiaries beyond
solidarity group formation. These two objectives are neither
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mutually exclusive nor necessarily complementary, but a donor's
influence may eéncourage or pressure an institution to emphasize one
more than the other.

6. SGPs have proven to be an effective and responsive approach
to reaching the urban poor with credit, training and technical
assistance. They consistently demonstrate high repayment rates,
higher levels of self-sufficiency than earlier credit programs, and
the ability to impact on the economic and social well-being of the
beneficiaries.

7. A key ingredient of effective SGPs is committed and
motivated staff who believe in the program's objectives: understand
community development principles, and have some technical training
in financial ang related areas. 1In general, program staffs are
overworked and perform admirably for little remuneration.

8. The quality of program monitoring is exemplary primarily
due to the technical assistance provided by ACCION International/

9. Training is crucial to the success of SGPs. For training
to be effective it must be provided in conjunction with credit, must
not require an excessjive amount of time from the beneficiary, and

organization.

10. Savings mobilization among the poor, through sGps,
enhances their economic situation and has significant demonstration
effect regarding their Propensity to save.

because Latin American countries lack the infrastructure to receive
SGP graduates and to enhance their sel f-employment initiatives.
SGPs could play an important role in accelerating policy and pro-
grammatic changes on the part of governments and financial
institutions in order to address this problen.

12. Most SGPs are attaining higher levels of self-sufficiency
than earlier credit ang training programs, while reaching smaller
and poorer entrepreneurs. The average program has attained over 50
percent self-sufficiency in operation.

13. The quality of impact evaluation in SGPs needs
improvement. There is no uniform framework for impact evaluation.
Therefore, the relationship between program performance and impact
on beneficiaries is not documented thoroughly. While the fact that
beneficiaries continue to demand credit and to repay it on time are
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important overall indicators of the programs' impact, a more system-
atic analysis of program impact would yield important lessons at the
programmatic and policy levels.

14. There are topics related to SGPs that have not been
explored carefully. This document suggestes several: the internal
workings of solidarity groups, the identifiable stages of growth of
each program: the SGPs' potential for expansion, their impact on the
implementing institutions, the role of the promoters, and the
participation of women micro-entrepreneurs.

RECOMMENCATIONS

The recommendations of this study are not compreirensive, but
are limited to the subjects covered in the workshop. They are
focussed on five areas.

1. Maintaining the Basic Premises of SGPs:

SGPs have demonstrated that their approach to credit extension
and provision of training and technical assistance is effective and
basically sound in spite of problems. The key program ingredients
(including group formation, loan application and review procedures),
the terms of the loans (commercial interest rates, working capital
loans, small amounts for short duration). the training content and
methodology, the emphasis on high repayment and quick portfolio
turnover, all contribute to the program's effectiveness and should
be retained by existing institutions or by those interested in
initiating a SGP.

2. Emphasis on Self-Sufficiency:

SGPs should continue to use the level of program sel f-
sufficiency as one measure of program success. All programs,
however, should seek to separate the operating costs of the
program's main components: credit, training, and organization of
beneficiaries. 1In all cases, the credit funds should aim to be
self-sufficient, covering operating costs within a specific period
of time. This period of time will be determined, in part, by the
size of the credit fund and the economic and political climate of
each country. SGPs should need outside assistance only to increase
the size of the credit fund, not to operate it.

Training and organization costs (salaries, transportation:,
administration, supplies and others) should be keep separate from
the credit's operating costs, and programs should seek to raise
outside grants for these activities. In turn, donor organizations
should differentiate between a program component that can achieve
self-sufficiency and one that probably cannot: and should avoid
confusing the two.
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3. Program FEvaluation:

SGPs are at various stages of development, with the earlier
brograms approaching three years of operation. Implementing
institutions must find effective ways to evaluate the impact of
these programs and to disseminate this information to other develop-
nent institutjons. Perhaps the first Step, as has been suggested by
the workshop participants, is to plan a second workshop of SGPs to
focus on developing an evaluation framework and identifying the
priority "learning" areas such an evaluation would cover. Donor

4. The Importance of Organization of Beneficiaries:

Several SGPs have demonstrated that it is possible to assist
micro-entrepreneurs in forming their own organizations. SGPs should
continue to emphasize this facet of their work, especially once a
brogram has been in operation for at least one or two years. The
degree to which SGPs can assist the development of grass-roots
organizations is still not well-known because most SGPs have been in
existence less than three years and have focused on credit
extension and training. Programs that have proven their viability
and have effective systems for credit and training in place should
consider approaching donor organizations for the specific purpose of
promoting organization among program beneficiaries.

5. The Role of Donor Organizations:

Finally, SGPs provide an opportunity for considerable learning
in a relatively new area--assisting the economic activities of the
urban poor. The subject is complex, yet of vital interest to any
agency whose mandate is to foster development amony the poorecst in
developing countries. Donor organizations can take an active role
in multiplying the potential impact of SGPs by :

l. Identifying areas of learning suggested by SGPs and funding
their investigation;

2. Continuing to support SGPs financially while demanding
high levels of program self-sufficiency;

3. Conducting carefu)l evaluations of program outcomes;

4. Assisting to strengthen the capacity of local institutions
interested in impl ementing SGPs; and

5. Assessing the validity of the approach for other Latin
American, African, and Asian countries.
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APPENDIX A - MICRO-ENTERPRISES:

AN OVERVIEW OF THE ECONOMIC ACTIVITIES OF THE URBAN POOR

In general terms, microenterprises are productive or economic
units that target their goods and services to local markets, a
factor that differentiates them from subsistence activity on the one
hand, and from export-oriented industry on the other. Although many
of these enterprises are one-perscn firms, the activity of micro-
enterprises implies coordination of a variety of functions - money r
marketing, and management - for a specified economically productive
end.

Microenterprise activity exists in nearly all sectors of the
economys and can be categorized under manufacturing, commerce and
services. The following chart suggests examples of microenterprise
production in each of these three subsectors for Lat.n American and
Caribbean countries.

TYPES OF MICRO-ENTERPRISE

MANUFACTURING COMMERCE SERVICE

= food processing - neighborhood corner - repair and

- textile processing stores maintenance
(tailoring) - small restaurants (electrical

- furniture making - street vendors appliances;,

= processing leather:, (food: convenience plumbing: auto-
metal, wood store) mobiless consumer

- ceramic/artisan durables, home
goods repair)

- transportation

All microenterprises regardless of subsector share
characteristics which differentiate them from other modes of
production prevalent in developing countries, and allow us to
separate them from large, medium, and even small enterprise
production. Ernesto Pzrra Escobars in his recent analysis of
microenterprises in Colombia, suggests the following three
(Parra Escobar: 1985):

1. The owner/entrepreneur in a microenterprise is also the wage
employee, and participates directly in the production process. 1In
medium and large enterprise, such as an oil-extracting plant or a
textile processing firm, the entrepreneur is the owner of the
capital - the enterprise - but does not contribute with his labor to
the production of goods and services, and may not even know very
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much about the production process. In microenterprises, family
labor, usually with no rémuneration, is an extension of the owner's
participation in the production process. In a real csense, the
entrepreneur is still the worker.

2. The division of labor among workers in microenterprises is
minimal. Because of its informal, flexible organization, workers
are usually engaged in a series of activities related to the
broduction process:; from burchasing inputs, to use of various pieces
of equipment, to distributing the final product. For example, an
apprentice to a tailor learns the trade not by concentrating on one
aspect of vroduction, but by gradually mastering all of its differ-
ent steps.

3. High labor intensity and the use of low levels of
technology also differentiate microenterprises from other firms.
Hand-held tools and simple equipment that is €asy to maintain and

On this basis, one can differentiate microenterprises from
small and large firms, and define microenterprises as units of
production of goods and services in which there is little or no
Separation between capital and labor, limited division of labor
among its workers,; and use of low levels of technology.

CLASSIFYING ENTERPRISES BY SIZE:

logical Starting point for firm classification, one can only use it
effectively with the above three characteristics as background.
Fixed asset amounts (nachinery and equipment) and number of wage
¢mployees are two quantifiable indicators of size of enterprises.
Al though there is great variation on the use of these indicators,
and each country, government, and institution defines the upper
limit of fixed assets and number of employees according to their
needs and priorities, one can generalize and say that for Latin
America and the Caribbean, a firm is considered a microenterprise
when it employs no more than five persons (wage employees), and
has fixed assets of less than $ u.s. 10,000 (Kilby: 1985; Ashe,
1985) .

There are qualitative measEres of size that further clarify
the nature of microenterprises. Five are suggested here:

For a more detailed analysis of qualitative indicators of size,
See Blayney and Otero, Small and Micro-enterprises:
Contributions to Development and Future Directions for AID's
Support: AID, November 1985, pp. 10-13.
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l. Location: Microenterprises often operate out of the
owner's home or from makeshift quarters. 1In most cases, the
enterprise is one of several productive activities for the family.,
and labor and capital are shifted among the various activities based
on need and circumstance. Microenterprises engaged in retail
and trading often sell their goods from mobile carts or from a
shifting location on the strcet.

2. Production and Organization: The management of a micro-
enterprise - planning, accounting, and record-keeping - is resolved
on a day-to-day basis in no planned or systematic way. Family labor
and apprentices who are paid in-kind are used as the need arises.
Production varies in quality within the same firm and can be quite
disparate from week to week. Finances, usually for working capital.
come primarily from local moneylenders and the extended family.

3. 5kill Level: Most micro-entrepreneurs have little formal
education, and register high rates of illiteracy. Most of them also
lack formal vocational training, and use the skills passed down in
the family or acquired while serving as apprentices (Anderson,
1982) . Women, who make up a large percentage of micro-
entrepreneurs, apply the skills they perfect through traditional
domestic chores to income~generating activities, especially textile
processing (e.g. sewing and embroidery) and food processing (e.q.
street food vendors, candy making, pastries) (Dulansey and Austin,
1985).

4. Externally-Supplied Inputs: Most micrc-entrepreneurs have
limited access to the inputs of the productive process,; such as
tinance, imported capital, intermediate inputs, knowledge of
effective production techniques and assistance in improving the
administration of the firm. Limited access in these areas increases
the firm's vulnerability and margin of risk.

Having outlined the characteristics that differentiate micro-
enterprises from other modes of production in the economy, one can
further disaggregate the concept of microenterprises to establish
important differences among them. One can suggest a three-tiered
categorization as follows:

—-- those microenterprises that accumulate capital, reinvest
it in the firm, and gradually expand production. Many manufacturing
and service enterprises fall into this subset. Eventually, these
firms may grow enough to be classified as small enterprises.

~- those microenterprises that accumulate very small amounts
of capital: enough to maintain a given level of production and
repair existing equipment. Manufacturing and service are also
represented in this category, which also includes commerce, such as
corner stores and small restaurants.
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~- those microenterprises without capital accumulation, in
which all profits are used to cover the family's basic needs. Most
street vendors, especially street food vendors: fall into this
category in which the enterprise provides a variable daily income.,
but seldom yields enouch for expansion of production. Women
predominate here because of their lower skills level, and because
they must combine their domestic responsibilities, especially
childcarer with economically productive activities (Lycette, 1984).

These variations among microenterprises mean that one can
differentiate between micro-producers, those in the first two
subsets, and micro-vendors, those that operate closer to subsistence
level. These differences are important because they help to
identify more precisely the characteristics of potential program
beneficiaries, whose education, economic situation, social and
structural contraints, level of productivity, and ability to
gyenerate income and employment varies depending on where in this
continuum the microenterprise is found.

In order to maintain or expand their sel f-employment efforts,
micro-producers and micro-vendors share a need for at least four
types of inputs:

~ access to capital, especially in the form of credit, is one
of the major bottlenecks that micro-entrepreneurs face.
Moneylenders, at usurious rates, are the major source of credit for
persons who cannot meet the credit requirements of the formal
commercial sector. Since most entrepreneurs need quick working
capital, the ability of money lenders to respond quickly and provide
short-term finance makes them the only accessible alternative,
Monopolizing the finance available to micro-entrepreneurs, the
moneylender can determine interest rates on lending, which can be as
high as 20+ percent per day.

T access to training, whether in the day-to-day management and
administration of the enterprise or in the mechanics of production,
is not available to micro-entrepreneurs. In many cases, lack of
formal education and/or resources limit their eligibility for
government or private sector pvrograms.

T access to technical assistance is also essential in
enterprise devel opment, yet a micro—entrepreneur can neither
contract an advisor nor bay for his or her services. Such technical
assistance can cover legal, administrative, market, and techno-
logical considerations particular to a given enterprise.

~ organization among entrepreneurs, which can enable them to
OvVercome existing structural constraints that limit their access to
resources and increase their costs, is a final area of need for
micro-entrepreneurs. Collective response to factors that affect the
broduction process (purchase of inputs, distribution and marketing),
Oor to factors that determine the resources available to them
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(government requlations, commercial sector legislation) is an
essential mechanism to strengthen this subsector's position in the
country's economy, and contribute to a more broad-based distribution
of resources within the society.

Poor micro-entrepreneurs operate larygely in the infomal sector
and their economic activities generally escape recognition,
regulation, government protection or enumeration (Moser, 1985). Tt
is in the context of what constitutes a microenterprise, and what
brevails as the micro-entrepreneurs' most urgent constraints that
one must review the solidarity group approach. The SGPs are one
alternative for addressing the needs of this significant but
neglected subsector of economic activity in Latin America and the
Caribbean.,
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APPENDIX B

WORKSHOP OBJECTIVES, METHODOLOGY AND FOLLOW-UP

The objectives of this week-long workshop were to:

l. Exchange information amonyg programs that utilize the same
methodology;

2. Compile a manual on the Strategy for use by institutions
that may consider initiating such a project;

3. Develop a document that will serve as feedback to the
barticipating institutions, summarize the learning to date,
and disseminate information about solidarity group programs
to donor agencies and others in the development communi ty.

4. Create a workshop environment for reciprocal technical
assistance based on individual experiences.

The content of the workshop centered around seven themes
identified by the participating institutions as both key to program
success and of interest to all implementing agencies. These are:

- Credit: policies and methodologies for provision;

- Training: policies and methodologies for provision;

- Organization of beneficiaries into associations or other
types of organizations;

- Graduation of beneficiaries to other credit and training
sources;

- Program sel f-sufficiency: suggestions for its achievement;

= Savings mobilization: its impor tance and mechanisms;

- Additional services provided by the programs.

The methodology used during the workshop was based on
participatory learning techniques. The participants worked in three
separate subgroups for three days: each concentrating on one topic.
Scheduled sessions for periodic feedback among the three groups,
Plenary sessions, and information exchange among the facilitators of
each group served to inform all participants of the content and
nature of each subgroup's discussion. During the second half of the
workshop participants worked in four separate groups, each
discussing one topic. A final plenary served fto summarize the
broceedings and highlight recommendations.

Each subgroup summarized its findings, conclusions, and recom-
nendations in writing. These documents were compiled and publ ished
as the final report of the workshop.

Participants assumed additional tasks. They signed up to take
part in various commissions that were responsible for workshop
evaluation, recreation, cleaning the training room:, and assuring
that sessions started on time. These various commissions planned
activities and made reports to the whole group.
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The three coordinators facilitated discussion: reminded
participants of the workshop's objectives in order to keep
discussion focused:; assumed all administrative tasks, and maintained
a low profile throughout the workshop.

Workshop Follow-up;

At the end of the workshop, a group of participants met to
discuss possibilities of follow-up to this workshop. They drew up a
plan of action consisting of the following steps:

1. Mechanisms for continuing to exchange information among the
brograms which do not require outs‘de funding. These include dis-
semination of information by each institution to the others;
production of tapes using the "cassette-forum" approach in which two
Or more institutions communicate--ask questions, request advice on
specific issues;, consult--through the use of cassette tapes;
periodic production of a newsletter to print highlights of
activities and events of interest to all participating programs.

B. Mechanisms for continuing to exchange information that
require outside funding. These include subsequent workshops on
specific topics; production of an audiovisual (video or slide) on
the collective experiences of the programs; provision of technical
assistance as requested by the institutions; exchange of personnel
for feedback and learring from each other.

C. The most effective way to conduct follow-up to the workshop:
it was suggested, was through the formation of a coordinating
committee of SGPs which would rotate every six months to a year from
country to country, and would assume the major responsibility for
continuing the discussion and information exchange initiated during
the workshop. The initial responsibilities of the committee
would be to:

-- draft a document to formalize the formation of the
Coordinating Committee of Solidarity Group Programs;

—-- produce the first issue of a newsletter;

-- develop a complete list of training and other materials
available from each institution and their cost.

== begin planniny a second Latin American workshop, tentatively
to take place in late 1986. The objective of this workshop
would be to develop a uniform System of evaluation for
solidarity group programs.

Ecuador volunteered to assume the responsiblity of the coordin-
ating committec during the first six months after the workshop, at
which time the Dominican Republic will house the committee.
Subsequent headquarters for the committee's activities will be Peru,
Honduras, Brasil, Costa Rica, bParaguay and Colombia. Some of these
countries have incipient SGPs that will be developed enough by 1987
to participate in this activity.
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APPENDIX D

FOR FURTHER INFORMATION

If you are interested in additional copies or more information
concerning this report, please write to:

Daniel Santo Pietro
Representative for Latin America
and the Caribbean
Private Agencies Collaborating Together (PACT)
777 United Nations Plaza
New York: New York 19017
Telephone: (212) 697-6222 Telex: 424272

For specific information concerning the solidarity group
methodology: you can write to:

Steven Gross

Accion International /AITEC

1385 Cambridge Street

Cambridge, Massachusetts 02139
Telephone: (617) 492-4930

Oor to the workshop participants:
Carlos E. Castello
AITEC
Avenida Caracas No. 47-39
Bogota, Colombia
Telephone: 287-97-18

- Mirtha Olivares de Hungria
Asociacion para el Desarrollo
de la Microempresa "ADEMI"
Vicente Celestino Duarte No. 48
Zona de Atarazana
Santo Domingo, Dominican Republic
Telephone: (809) 689-9184

- Rubiela Lopez

- Susana Jaramillo
Corporacion Accion por Antioquia "ACTUAR"
Palace No. 58-6
Medellin: Colombia

- Carmen Rosa Acevedo
- Edgar Jaime Cobos
Corporacion Fondo de Apoyo de Empresas
Asociativas "CORFAS"
Carrera 16 No. 36-12, Of. 304
Bucaramanga, Colombia
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Telephones: 32-86-30 or 28-19-50

Carlos Fernando Giraldo Reyes
Julia Clemencia Naranjo
Daniel Tabares
Cruzada Social Manizales "CS"
Carrera 20 No. 31-30
Manizales, Colombia

Telephones: 27-444 or 25-518

Francisco velez
Beatriz Eugenia Cardona B.
Thomas G. Bielawa
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Cali, Colombia

Telephone: 37-27-38

Gabriela Canepa Pérez Albela
Julia Jordan Anchissi
Caridad Sagastegui Vasquez
Asociacion para el Desarrollo e Integracion
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Calle vVan Dyck 281
Lima, Peru
Telephone: 37-19-97
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Ana Victoria Ortega Pp.
Cooperativa Multiactiva de Desarrollo Social
"CIDES"
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Telephones: 22-71-20 or 22-07-24
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Ivan Loachamin Gomez
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Telephone: 51-24-47
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Carmina Barrios
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