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Center for Development Information and Evaluation 
U.S. Agency for International Development (A,l.D,), Washington, D,C, 20523 

This issue of A,l.D. Evaluation Highlights 
provides A.l,D. management with 2 short sum- 
mary of the impacts, findings, le,vsons, and issues 
identified in a comprehensive Stocktaki'ng Evalu- 
ation of A,l.D,'s Microenterprise Assistance Pro- 
gram. The study, which was completed in 1989, 
includedfdd visits to 10 countries, covering 24 
projects and additional analysis of data on an- 
other 8 A.I.D. projects. 

SUMMARY 

ALD, recently complctcd a CDIE-coordi- 
natcd Stocktaking Evaluation of its Micro- 
cnlcrprise Assistance Program. This major sluly 
providcs a comprchcnsive analysis of micro- 
enterprises-who runs them, what they arc 
doing, thc problems thcy face, and the various 
approaches A.I.D. has used to accelcratc their 
development. 

Thc study highlights the hctcrogencous char- 
actcr of microenterprises and the fact that lhcy 
includc a wide range of firms operating wit'n 
various dcgrccs of economic sophistication. An 
important contribution of thc Stocktaking is the 
identification of three broad typcs of micro- 
enterprim and the assistance approaches A.I.D. 
has used to mcct the needs of those threc types of 

firms. Each approach has diffcrcnt objcctivcs 
and diffcrcnt ways of achieving those objectives. 

Thc study found that thc poor are being 
reached. Although thc poorcst 20 pcrccnt gcn- 
crally do not bccome microcntrcprcncurs, they 
bcncfit from thc cmploymcnt opportunities gcn- 
erated by microcntcrpriscs. In addition, A.I.D. 
projccts havc bcen successfully rcaching womcn 
cntreprencurs. 

The Stocktaking found that in two-thirds of 
the projects, the avcragc loan sizc greatly ex- 
ceeds $300. A $300 average loan size only 
makes sense if the goal is to provide a limitcd 
and very narrow type of assistance, for zxamplc, 
short-term working capital loans. 

Thcre is oftcn a tradeoff between concentrat- 
ing on generating succcss~l  and sustainable 
businesses and the goal of targeting special dis- 
advantaged groups. The most successful micro- 
enterprise programs tcnd to focus primarily on 
dcveloping profitable and sustainable btisinesses 
rather lhan achieving social goals. 

The study found that A.I.D. projects havc had 
limited succcss in graduating microcntcrprises to 
nonconcessional, formal crcdit markets. As an 
altcmativc, the study rccommends that rather 
than try to graduate firms, the programs thcm- 
sclves should gradualc to nonconcessional 
sources of capital. Thesc funds would thcn be 
rctailed to the microcnterprises by thc program. 



Thc study found thut thc cntcrprisc cxpnnsion 
nppmach, which providce short-tcrm worklng 
capital and minimal tcchnicnl navistnncc and 
training, is thc l c ~ t  costly mclhod of rcnching 
thc largcst numhr of bcncflciurics, Whcn thc 
problcms faccd by microcntcrprlscs go bcyond 
Just crcdit, ALD, has much lcsv knowlcdgc of 
how to dclivcr cost-cffccdvc tcchnicnl nssistnncc 
and training, 

13ACI<GROUND--WI~IY A 
STOCKTAKING WAS NEEDED 

Ovcr thc last fcw years, within ALD,, Con- 
gress, and thc dcvclopmcnt community, thcrc has 
becn growing intcrcst in microcntcrprisc assis- 
tance, All agrccd that it was an important arca 
and that morc necdcd to be donc, but Ihcrc was 
no agrcemcnt on cxaclly what the problcms and 
solutions wcrc. Thcrc wcrc many diffcrcnt ap- 
proaches that at times sccmcd to be at odds with 
each othcr. 

In the summer of 1988, ALD. decidcd that it 
needcd to lcam mon about its microcntcrprisc 
program. The outcomc was a Stocktaking, coor- 
dinated by A,I,D.'s Ccntcr for Dcvelopmcnt In- 
formation and Evaluation (CDIE), which had 
two objectives: (1) to take stock of cxisting 
A.I,D, programs and examine the different ap- 
proaches being uscd and (2) to scc what works 
best under which conditions. A.I.D. wanted to 
find out which characteristics separated the suc- 
cessful from the unsuccessful approaches. 

The Stocktaking included a number of studics: 
an issues paper, a desk study of existing micro- 
enterprise evaluations, a statistical analysis of the 
present portfolio, field evaluations in 10 coun- 
tries, and a synthesis that pulled topther all of 
the studies. The synthesis report draws on a 
review of 32 microenterprise development 
projects. 

A.I.D.'s MICROENTERPRISE 
ASSISTANCE APPROACHES 

The term "n:icroenterpriseW naturally directs 
attention toward firm size as its primary distin- 
guishing feature. In fact, in A.I.D.'s October 
1988 Microenterprise Guidelines, or:: of the 

primnry ehnructcristlca ol'n rnicrclcntcrprlnc i~ its 
smnil H ~ X C  (10 cmployccu or fcwcr), Although 
vim is u U Z I C ~ U I  wny afclnssifylny cntcrprisca, tl~c 
study found lhr~t microcntcrpriscs arc n hctcro- 
gcncous group nnd thcrc la broad continuum of 
cconomic acdvity, Somc microcntcrpriscs trrc at 
thc low cnd, In survivnl=oricntcd aclivitics on thc 
fringcs of thc cconomy, whcrcns olhcrs arc nt thc 
othcr cnd, in morc complcx and sophisticatcd 
microcntcrpriscs, An important contribution of 
this Stocktaking is thc recognition of this divcr- 
sily and thc identification of thrcc distinct assis- 
tancc appmachcs that A.I,D, has uscd to match 
thc cconomic constraints and opponunitics of 
diffcnnt typcs of microcntcrpriscs: 

The enterprise formation approach, At thc 
lowcst lcvcl arc thc vcry poor or economically 
disadvantagcd who want to start a busincss. As- 
sistancc usually takcs thc form of a community 
dcvclopmcnt program dcsigncd to ovcrcomc the 
social and cconomic constraints that prevent thc 
poor from becoming cntrcprcncurs, Thcse pro- 
grams tend to have a high cost pcr bcncficiary, 
with social bcncflts bcing morc important than 
economic bcncfits, 

Enterprise expansion approach, The goill of 
the second approach is to improve thc perfor- 
mance of cxisting microentcrprises, This ap- 
proach usually rclics on a minimum of inputs 
(usually only crcdit, although sometimes limited 
technical assistance and training) to reach a large 
number of firms at a relatively low cost per 
beneficiary, 

Enterprise transformation approach, This 
appiaac!: strives to graduate larger clients up and 
o u  of thc microenterprisc sector. It is morc 
costly per beneficiary reached than the other 
approaches, because it requircs much more tech- 
nical assistance and training. Table 1 identifics 
some of the main diffetences among the three 
microenterprise approaches. 

THE IMPACT OF MICROENTERPRISE 
ASSISTANCE PROGRAMS 

The Enterprise Fwmation Approach 

Enterprise formatian programs target highly 
disadvantaged groups and women, who ate the 



Tuble 1, Kcy Indicutors in A.J,D, Microcnterprisc Stocktaking 

Progrnrn Appronch 
Indicator (nvg, arnl,) Entcrpriyc formetion Entcrprisc cxpnnvion Entcrprisc transformntion 

Bcnc~clnrlcs 
Numkr scrvcd ycurly 
Womcn 
In mnnufncturing 

Lonn s i x  
Do1 tar avcrngc 
Rclativc to pcr cnpita incomca 

Program Cost 
Pcr bcncficinry 
Pcr dcllnr loancd 

Lcnding for fixed asscts 

a Loan Sizc in Rcladon to Pcr Capita ODP, This indicator comparcs loan size with incornc Icvcl, If M LDC has n pcr capita 
GDP of$150 md thc avcragc loan sizc is $300, thc ratio would bc 2,O. This indicator hclps comparc programs in wunvics 
with diffcrcnt lcvcls of incornc. For cxamplc, a $300 loan in a country with a p r  capita incomc of $300 is quitc diffcrcnt 
from a $300 loan in an LDC with a pcr capitu incornc of $1,000. 
Ron1 In~crcst Ratc. This indicntor dcflatce thc nominal or statcd ratc of intcrcst by ratc of inflation. 

poorest of thc self-cmploycd and the uncm- 
ployed in cconomicillly remotc arcas or marginal 
urban areas. Despite the odds and the attendant 
risk of failurc, thc Stocktaking found that, under 
the right conditions, it is possiblc to design and 
implcmnt programs that successfully develop 
viable microcntcrpriscs. In addition to the busi- 
ness promotion sidc, the projects oftcn includc 
community dcvclopmcnt and social services 
dcsigncd to improve the welfare of a distrcsscd 
group of people, 

All of thc projects were able to dclivcr ser- 
vices to highly disadvantaged people and were 
ablc to gencratc positive (though oftcn relatively 
small) beneficiary impacts. Thc programs gen- 
erally focused the;? resources on a limitcd num- 
ber of beneficiaries; oftcn, only a few hundred 
people were reached each year. The program in 
Bangladesh was the exception, reaching more 
than a thousand beneficiaries a year. 

The clients of these pmgrams were indeed 
poor, but they were not necessarily the poorcst in 

the areas of project activity, Nearly all of the 
programs rcachcd a large proportion of women. 
both through explicit targeting and by focusing 
on the neediest groups in the local communities. 

In spite of rathcr selective screening, a rcla- 
tively high number of microenterprises partici- 
pating in these programs failed (oftcn 30 
pcrcent). This result is not unexpectcd, in light of 
the difficult business climate faced by a relative- 
ly inexperienced entrepreneurial group. The pre- 
carious economic conditions of the clients often 
meant that earnings wcrc not reinvcstcd in the 
cnterpriscs, but rathcr wcrc used to mect con- 
sumption nceds. 

Since enterprisc formation programs deal with 
the poor and economically marginal, they usually 
include a high level of support, training, and 
technical assistance services. Economies of scale 
are often difficult to achieve, because the pro- 
grams must be highly adaptive to the needs of 
the target population and loans an: U S U ~ ! ~  quite 
small. As a result, the cost per beneficiary tends 



to bc rclstivcly high, as docs thc cost pcr dollar 
loancd, Institutions thut opcrrltc thcsc programs 
arc rarcly financially wlf-sustain in^, 

The Enterprise Expansion Approach 

Programs classified undcr thc cntcrprisc cx- 
pansion approach do not try to transform thcir 
clicnts, Rathcr, Lhcsc progrnms offcr scrviccs- 
primarily crcdit-that cnablc microcntrcpnncurs 
to increasc thcir salcs and incomc and, in somc 
cascs, to gcncratc ncw jobs, This approach is 
often callcd a "minimalist modci," bccausc it 
providcs only onc or two inputs and vcry limitcd 
support services, Typically, it is a financial scr- 
viccs program, providing small working capital 
loans to a large numbcr of borrowers, 

The majori ty of programs targct existing 
cntcrpriscs, looking for microcntrcprcncurs who 
havc already successfully dcmonstrated thcir 
busir,:us ~;kills. Thc programs gcncrally dcvclop 
a bdance bctwecn "poverty allcviation" and 
"business dcvclopment," although most micro- 
cntrcprcncurs would arguc that busincss dcvcl- 
opmcnt is the means to alleviate poverty. 

Enterprise expansion progrme usually are 
oriented toward commercial and rctail activitics 
and, because of the high rate of female participa- 
tion in informal sector commercial cntcrpriscs, 
tend to havc a high proportion of womcn 
bcneficiarics. 

The most successful programs provide simple 
and quick loan application and disburscment, 
limitcd training, repaymcnt terms that corre- 
spond to thc cash flow of entewrises, and assur- 
ances of additional loans upon rcpaymcnt. 
Program clients a E  less concerned with intcrest 
rates than with the simplicity and timelincss of 
thc credit process. Thc Stocktaking found that 
microentreprencurs arc able and willing to fi- 
nance their businesses (operations and expan- 
sion) at positive, teal interest rates--intetcst rate 
subsidies are not necdcd. 

Compared with the other two approaches, the 
cost per beneficiary and the cost per dollar 
loaned is gencrally very low for the enterprise 
expansion approach. The key to keeping costs 
low and achieving financial self-sustainability is 

thc ability of nn organization to focus on provid- 
ing working capital crcdit, to cmploy cMcicnt 
risk-rcduciny ~crcctling tcchniqucs, to chargc 
markct-icvcl intcrcst rntcs, and to maintr~in tight 
controls ovcr loan dclinqucncics and arrcanlgcs, 
Somc progrrlms arc drcad y flnnnciall y scl f- 
sufficfcnt, r~nd mmy of thc othcrs arc moving in 
that direction, 

The Enterprise Transformation Approach 

Thc cntcrprisc transformation approach sccks 
to accclcratc thc dcvclopmcnt of microcntcr- 
priscs that havc dcmonsvated strong growth 
potential into cvcn morc productivc, bcttcr 
managed, and more dynamic busincsscs. Pro- 
grams are dcsigncd to help rnicrocntnprcncurs 
surmount barricrs to cntry at thc small- 
enterprise levcl, thus positioning thcm on thc 
road to graduation out of the informal sector, In 
effcct, in many cascs, thc goal is to movc thcm 
up and out of the microcntcrprise category. 

Assistance is most commonly targclcd to 
firms in thc manufacturing scctor rathcr than to 
firms in thc retail, commcrce, or servicc scctct. 
Thc typical program provides clients with an in- 
tensive, oftcn tailorcd mix of training, credit, and 
tcchnical assistance. In all cases, loan approvals 
arc based on detailed feasibility analyses of thc 
proposed invcstment projccts, As a result, loan 
application procedures can be complicated and 
the timc from application to disbursement can be 
lcngdry. A relatively large proportion of loans 
are provided for fixed capital (rather than work- 
ing capital), and the average loan size tends to be 
significantly larger than undcr either the enter- 
prise formation or the enterprise expansion ap- 
proach. Intewst mtcs tend to be quite low and in 
many cases the rcal intercst rate is neleative. 
Thcse programs typically rcach a small number 
of clicnts and, cxccpt when specificaily targeted, 
do not reach a high proportion of women. This is 
because programs tend to emphasize manufac- 
turing firms where women generally do not pre- 
dominate. Cost per beneficiary tends to be high, 
but it is justified on the basis of the expectation 
of large long-term benefits. 



Reaching thc Poor 

A,I.D, projccts clcarly havc dcmonstratcd that 
it is possiblc to dclivcr scrviccs (training, credit, 
and tcchnical  assistant:^) to poor and highly dis- 
advantaged pcoplc in rcmotc locations, Although 
thc poor arc bcing rcachcd, thc vcry poorcst 
usually do not bccornc microcntrcprcncurs. In 
addition to a lack of skills and cxpcricncc, thcy 
lack a minimum thrcshold of household rc- 
sourccs ncccssary for succcss, Howcvcr, thc 
poorest do bcncfit from thc jobs creatcd by suc- 
ccssful and cxpanding microcntcrpriscs. 

Reaching Women 

Most microentcrprisc progr;lms arc wcll 
suited to the goal of integrating womcn into the 
development prcccss. The proportion cf women 
bcncficiarics is highest in programs that spccifi- 
cally targct women and those that targct 
assistance to urban and corrm3xial micro- 
cntrcprcncurs-sectors that havc proportionally 
high numbers of womcn participants, The 
cntcrprise formation projects (with thcir heayty 
crnphasis on community dcvclopmcnt and reach- 
ing thc poor) havc thc highcst share of women 
beneficiaries (59 percent). Enterprise transforma- 
tion projects (which include more manufacturing 
firms and generally larger firms) have the lowest 
share (27 percent). Entcrprisc expansion projects 
are in the middle, at 42 percent. Projects that 
focus solely on women or those with a high per- 
ccntage of women participants generally perfom 
no better or worse than those that focus on mcn. 
To the extent that problems develop, thcy arc duc 
to factors other than gender. 

Sustainability 

A.I.D, is interested not only in developing 
projects that generate substantial development 
benefits, but also in making sure that benefits 
continue to flow long after assistance ends, 
Therefore, it is important to develop programs 
and institutions that have the financial, 

organizncional, and managcrncnt cnpacity to bc 
su3tainablc, 

Programs that crnphasirx training and tcchni- 
cal assistrmcc (such as thc cntcrprisc formation 
and cntcrprisc transformation approachcs) gcn- 
crally haw high ovcrhcad costs. Although 
mawgcment and program operations can bc 
highly cffccdvc, financial sustainability all too 
often rcmains out of rcach, and thcsc programs 
tcnd to bc heavily dcpendcnt on conccssional 
assislancc. 

Programs in thc cntcrprisc expansion category 
drc dcsigncd to support sustainable firms through 
a suslainablc institution, They placc a high valuc 
on moving toward full cost rccovcry, which 
mcans a minimum of tcchnical assistmcc and 
training, whilc concentrating on providing loans 
to mcct thc short-term working capital nccds of 
microentreprcneurs. CT the thrcc approachcs, thc 
entcrprisc expansion approach is rcaching the 
largest numbcr of beneficiaries at thc lowcst cost 
per bcncficiary and the lowcst cost per dollar 
loaned. Programs that follow this approach havc 
the bcst chance of achieving financial and in- 
stitutional sustainability. 

Business Development, a Means 
To Improve Welfare 

The majority of A.I.D. microcntcrprise pro- 
jccts are implementcd by private voluntary or- 
ga~izations (PVO's). These include religious and 
charitable organizations that apply a strong equi- 
ty and social welfare emphasis to thcir micm- 
entcrprise programs. This helps ensure that the 
poor and disadvantaged are reached, but if the 
emphasis is not balanced, the financial success of 
both thc micmnterprises and the lending institu- 
tion can suffcr. 

The Stocktaking found that the more success- 
ful microenterprisc programs focus first and 
foremost on the development of profitable and 
sustainablc businesses. They target disadvan- 
tagcd groups, but they focus primarily on 
supporting viable and sustainable business cn- 
terprises. Business developmcnt is a means to 
improve welfare. 

Another important factor is whether an im- 
plcmenting institution expects to receive conces- 
sional assistance indefinitely. Programs that try 



to bccomc ficlf-sustaining, cvcn whcn thc goal is 
not rcachcd or is cvcn unattainnblc, gcncrally 
pcrfonn morc cost-cffcctivcly tlian programs that 
cxpcct to continuc rccciviny conccssional nssis- 
tancc. If financial sustainability Is an Initial and 
major projcct goal, thc projcct gcncrally will do 
bcttcr, 

Loan Size 

Thc A.I.D. Microcntcrprisc Guidclincs in- 
clude a number of critcria dcsigncd to tnrgct 
crcdit to ncw enterprises, to smallcr cntcrpriscs, 
and to Iowcr incomc bcncficiarics. Onc tech- 
niquc is to limit tho sizc of loans, According to 
thc Guidclincs: "'fie avcrage loan sizc should 
not cxcced $300 unlcss thcre arc indications that 
larger-sizcd loans are nccdcd to achicve thc ob- 
jectives of thc program." Thc Stocktaking found 
that in two-thirds of the projects thc avcragc loan 
sizc was abovc the $300 guidcline. 

Although the avcragc loan sizc cxcccds thc 
recommendation in A.I.D.'s October 1988 Mic- 
roenterprisc Guidelincs, it is important to note 
that thc p ~ ~ j c c t s  cxarnir~cd in thc Stocktaking 
wcrc dcvcloped, implemented, and in many 
cases, complctcd before thc Guidclincs werc 
developcd. 

Graduation 

Graduation is a statcd objcctive of many 
microenterprise programs and is included in 
A.I.D. Microcntcrprise Guidclines. Graduation in 
this case means the graduation of assisted micro- 
enterprises from donor programs into formal 
commcrcial markcts; thc key is thc movemcnt 
from a conccssional donor project to the mar- 
ketplacc. While graduation from concessional as- 
sistance is a sound objective, almost all projccts 
havc difliculty graduating cvcn thcir best- 
perfornqing microenterprises. Formal sector 
banks are reluctant to 6 a1 with small borrowers 
who lack the type of collateral that thcy usually 
expect. 

The Stocktaking suggests that A.I.D. should 
try to graduate microcntcrprisc programs or in- 
stitutions to commercial sources of funds rather 
than try to graduate the individual enterprises. 
The microenterprise institutiori would raise 

nonconccssionnl funds from thc capital markcts 
and thcn rctail thc nioncy to microcnrcrprlscs, 

LESSONS LEARNED 

The Credit Needs of Microenterprises 

A,I,D, should place priority on supporting the 
development of commercfsllly vlable, nontlrrgeted 
financial institutiow thut can, among other 
things, meet the short-term liquidity needs of 
microentrqveneurs. Businesscs, rcgardlcss of 
sizc, requirc acccss to financial services. In al- 
most all microcntcrprisc programs, crcdit is an 
important clemcnt that provides tiecl:sssry ser- 
vices to large numbers of bencficlarjcs. A.I.D, 
microcntcrprisc programs haw dcvc1ol;cd in- 
novative scrccning and lcnding procedures, and 
thcy havc performed wcll by commercial stand- 
ards. A.I.D. should contirw to fdlow this suc- 
cessful approach. 

Training and Technical Assistance 

Training and technical assista~ce programs 
should be supported, but only when they respond 
to clearly identified business nee& of micro- 
entrepreneurs, There is a danger d at programs 
might push extensive training efforts that go 
beyond the needs of thcir clicnts, Because train- 
ing and technical assistance ate usually the most 
expensive components of microcnterprise assis- 
tance, thcy must be limited in scope and closcly 
linked to the immcdiate bushess needs of the 
microentcrpriscs being scrvcd. 

OUTSTANDING ISSUES 

Loan Size 

The actual loan size in A.I.D. microenterprise 
projects and the suggested loan size in the A.I.D. 
Microenterprise Guidelines difer; there may be 
a need to change one or the other. Although 
the Guidelines call for an average loan size of 
$300, the Stocktaking found that in actual prac- 
tice only one-third of the programs met that 



standard, aivcn thnt ncarly ull of thc pmjccts 
wcrc startcd bcforc thc ~uidclincs wcrc in plncc, 
it would accm that cithcr thc (3uidclincs will 
havc to bc changcd to rcflcct uctunl pracdcc or 
projccts will havc to shift thcir cmphasis to much 
smallcr loans, Crcdit progrms that mcct thc 
$300 standard typically providc only small work- 
ing capital loans, If ALD, shifts to thc $300 loan 
limit, i t  wl'll also havc to shift its program cm- 
phasls to a working capital typc of loan program, 

Costs and Benefits 

For each pmjcct, Ihc Stocktaking WiiS ablc to 
idcntify thc cost per dollar loancd and the cost 
pcr beneficiary rcachcd, but data wcrc: rarcly 
available on thc benefits of microcnteprisc pro- 
grams. In judging the cconomic value of an ap- 
proach, it is important to havc both sidcs of thc 
equation--costs and benefits. The Stocktaking 
did an excellent job of quantifying the costs by 
assistance approach. More cffort is ncedcd to 
quantify thc bcnclits of microcntcrprisc 
programs, 

The Need To Develop New Approachce 

Thc Stocktaking idcntiflcd how to rcach thc 
most bcncllciarics nl rclativcly low cost-thc 
cntcrprisc cxpanslon approach, That typc of pro  
gram focuscs on u scrvicc (small, short-tcrm 
lonns), a markct (usually thc urban informal scc- 
tor), and an approprintc tcchnology for dclivcring 
thc scrvicc cfficicntly and at a low cost, If finan- 
cial sclf-sustainability and cost-cffcctivencss arc 
considcrcd thc critcrla for successful program 
performance, A.I.D. should condnuc to placc 
priority on thc cntcrprisc cxpmsion (or crcdit 
minimalist) approach, Howcvcr, thc Stocktaking 
docs suggcst that thcrc is a nccd to go bcyond 
programs U~at focus principally on thc working 
capital constraint, Thc cntcrprisc cxpansion ap- 
proach, which focuscs almost exclusively on 
working capital crcdit, reaches only a very small 
proportion of thc clicnt population, Thc nccds of 
the vast majority of microcn;:".prises cannot bc 
satisfied mcrcly by providing small working 
capital loans, A.I.D. nccds to lcam how to usc 
othcr approaches to reach entrepreneurs who 
nccd inputs othcr than working capital and those 
locatcd in Icss dcnscly populated arcas. 



This summary was prepared by Joseph Lieberson and is based on A.I.D.'s 1989 Stocktaking Evaluation of 
its Microetwprise Assistance Program. The Stocktaking was coordinated by A.I.D.'s Center for Develop- 
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