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INPORMATION MEMORANDUM POR THE ADMINISTRATOR
TEROD: DAA/PPC, Allison éLG¥kcg

FRONM: DAAA/PPC/CDIE, Paala Goddard
SUBJECT: : AID's Evaluation Experi nce vith Small and Nicro-
Bnterpriae Developnent Projects //

In response to your telephone request for findings from AID's
evaluations of small and micro~enterprise development preojects, CD
has conpiled the attuched intornation.

This 13 vhat we cculd p:oduce as an immediate response to your
request: -

(a) a synthesie of AID's evaluation experience with small
and zicro-enterprise pfojm;ts:

.(b). & brief summary of another domor's (Inter-American
Development Bank) approach to SSE development;

(¢) an illustrati‘ve AID micro-ente:rprise project “success
atory”;

" (d) ~ an annotaui6gJ bilicgraphy of key evaluztion reviews of
AID's axperience vith small and micro—enterprise
development projects. )

If you would like Zor us to do mcre on this subject, for example,
provide you with more SSE project evaluation abstracts, let us know.

‘Attachments

1. mu I . - .:.’.
2. Annex II - -

cc: PPC/PDPR, Alison Rosenberg
Drafted: PPC/CDIB/PPE.ABiunendij(k.u =0163g .
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AID's EXPRRTECE TS SLL D KICRO-ENTSEPIISE PROTICES:
EVALUATION HIGHELIGHTS

Amo:)mmmmmmmzimmm
Enterprise (SSE) projects indicatas that they are among most
ummmmm,mmg

-wmdm

m, mmmwafmmmmxﬁm,
the financial profitability is frequently low, due to factocs such as
mmmmwmmmmm
development in general and SSEe in particular,

" 852 project performance in attaining fimancial visbility anl
self-sufficiency also tonds to be problesmtic. Pactocs xich as
artificially low intsrest rate ceilings, high lcan defaults, and high
inflation typically centribute to the intermediary credit institution's
tinsocial probless, -

sszsanmummngmmuymmaww
cpportunities at low cost per job. Evidence indicates that more new
jobs are caeedbymﬁngm:hlmotmsszs,m
setving the smllest “micro-enterprises” tends to reduce undec- -

ezployment. of the family cuner/cperatocs.

mummm&mwmmunﬂ
etrepreneurs, difficulties remain in cost-effectively reaching the tiny
zxicro-entrepeneurs working in the informal sector. Because tha level of
SSE projecc resources are linited and sCas of the problems ate so
intractable, the vast majority of SSBEs in developing countries are not
di.rec:lyaﬁec:edbythesegojectdﬁn:ts

) Recurring patterns common to successful SSE projects help us to

formulate appropriate quidelines for designing and implementing these

} Bowever, some of the xost .
Wmﬁundm& -

success are aie to a harsh policy environment that can only be

project
dealt vith at the national level through palicy dialogue with the-host
government .
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extension services for smll businesses. ' Other SSE [cojects ars more
mom?mwczmﬁphm,am
institutional development and 'systess' appromches. Todey, AID's
mnﬁmmmmwmumaﬂ
entsrpeisas. .

CHARACTERTSTICS OF

revieving clear
In literature on ssall scale enterprise, it becomes
that SSEs are not a hamogeneous group but include various groupings of

" firms, based on size, business sophistication, profitability, gro-th

potential other characteristics. It be-omes important to ~
MWMMomam'smwm
approach should be tailorad to the specific needs of the target )
beneficiary group A particular subset of SEs is the smallest level of
enterpcise, referred (o as micro entarprises of informal sector
enterprise, which are typically family cuned and operated, employing no
more than five persons. (
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SSE QPPORTIMITIES AND CORSTEATNTS

to entar the market place and requires minimal rescurces oc skills, many
such entegprises are initiated by the pook.

Atz small, SSEs are isportant, accounting for thwe vast majority
of indascrial esployment in most LOCs. m:rntm;:i-:yo:m
sovces of income for a majority of families in poor rural arees,
Mogeover SSE activity iz growing faster than large-ecals industries.
ﬁvnmmwmdthmmi;hitmdau
lasor-intxnsive tscimiques are most appropciate. ecenit study
e/ficiency vith which SSEs used capital in severzal LDCs concludad that
mmmvmammto:mmmmmum
and actually higher than larger firms. ¥

mmotssammmuam,mmdnm
ssny constraints, includings :

o a frequantly hostile and

© lack of access to institutional credit, rass .-
mtarmsaﬂmmuq:

) mawmmm;

o eurketing of desand problems, which are
) dependent on loaal economic conditions.

QVERVIEW QF AID'S PROJECT APPROACHS TO SSE DEVEL.OPMENT

Most recent AID appcoaches to assisting SSE development have
typically included fairly simple interventions that provide SSEs with
access to credit and sometimes training and extension services. AID
generally provides resources for SSE via-an intemmediary credit - -
institution (frequently a PVO, dlvu.lm finance corporation, com-
mercial bank, or credit cooperative). i
provided thru management training ocrganizations. Whasbemuimd,
as detailed in the following seciions.

mmnymwmmmmc:m
caplex, inteqrated services to cover multiple beneficiary needs
and constraints. It has been difficult to evaluate these projects
or separate cut the effectiveness of individal cosponents. They tend
mmm&mwﬁmmwm,dmtbnmmud
by the credit component camnot begin to cover tim multiple services.
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these
training udnnlogya:;ﬂ Mmjntmmin -
. , . proven
to be salf-sustaining ance cutsids support is terminated.

Measuring the success of SSE projects is not a simple or straight
forvard task, because there are a diversity of project approaches,
cxpanents, and even ddjectives. This section generalizes about the
overall of *typical® SSE projects (that is, those involving

beneficiary impact. -
ECONOMIC IMPACT: A recent comparative avalyxis by Pecter Eilby of several
AID- SSE cTedit operated by FFOs concluded thiat SSES are

SSE lending projects amng the most successtul of AID'S progravs. ¥

FINANCIAL ANALYSIS OF THE FIRM: Bowever, the financial analysis of the
projects in the Kilby study at the isvel of the individual firms found
in most of the project cases, that wages and peofits earned did not
cautweigh the costs. Thus, the credit projects anly became economically
viable by factaring in the econmic benefits that occurred ocutside of the
~assisted firms (e.g., backward linkages to other firms, income multiplier

effects, consumer benefits). h

A review of SSE roject evaluations by R. Bunt concluded that
providing credit to the smll micro-enterprise firms only rarely _
produced self-sustaning qains. The increases in income were short-lived
because the ow.«rs were frequently forced to consune profits rather than
reinvest, Be concluded that the impacts of credit on firm profitability
and income were more likely to endire if the loans
larger than micro-enterprises. Thus, be
to be a conflict between SSE project dbjectives of promoting business
growth and equity (concentrating on the smallest enterprises).§/
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is, mmmmmﬁ"‘"’] “du”u:g paid
mmmmmmﬁm“ r”h,mm
inflation. Only in ane case, the Rural Developmmk cover of the
Industrial Bank of Peru, did the interest income fully the

~ Froject’s adninistrative costs.
EMPLOYMPNT GENERATTON: mmammmmm
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EEFICIEY DMEOACT: A miox cbjective of SSE projects has been to

Benefit the pOGTEr segrents of LOC society. PFrejently SS2 credit

’ ”hmm.@uybylmungcndi:mtmuﬁtbmm
income or assests. However, the difficulties w“m“m'zzmilg i
requiremnts bas frequently proven imractical. o _
appecoach bas simply been to limit the total size of the loans, thus '
assuring that the more advantaged wouldn't be attracted. ;

Bovewsr, erphasizing the “poorest of the pooc® businesses has led to
other p:d:la- These micro-enterprises have often been!mm ig‘!nﬂ"i among
Lacking Frofit and srosirgotential, sin bighligielog tra
objectives of equity, and econamic and financial vial mmmthe
credit project becomes financially viable (o continues to find
funds), it will eventually decapitalize and thus not "revolve® funds to
-new bensficiaries, Given that the rescurces initially allocated to SSE
credit projects are tmﬂllymnmdmm:h:.i md m, a |
potential target group, the beneficiary impact of have at, B
been relatively limited, Surveys of ssmll enterprises typically
Cevealed that only a smll fraction of entrepe 3 fred a V
oe intended to help them, and fewer yet have actually received aid.

SEE PROJECT CHARACTERISTICS AFPFECTING SIXCESS

mdmalmmﬁnﬁég-otﬂmammmﬁm
same lessons from experience on what vorks and what doesn't work. That
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o a gpotivated and committed leadecship and staff with
appropriate mnagement skills and knowledge of SSEs.

0 a flexible and sutonceous organization, able to respond
to changes in client needs and market conditions.

o adsyuate interaction between fieldworkers and beneficiar-
ies, and information feedback to ramagement concerning
their nesds and perspectives.

O decentralized credit institutions located close to
Clients served, and decentralized decision-meking so .
field staff can take actions.

o a simle, efficient and easily mmitored credit appli-
cation process, s0 that a reasonable mumber of clients
can be served without exhaustise analysis and deluy.

0 beneficiaries that are grauped into cooperatives,
business associations or solidarity goups, thus cutting
prosotion and processing costs, increasing poor
beneficiaries reached, and increasing &memq

'~ of repayment,

The SSE credit project's impact on econamic profitability can be
increased by: :

o concentrating on firms with 'backward® linkages, i.e.
exphasizing manufacturing instead of retail trade.

"o concentrating cna:a(indmries to increase competition

mdt@cemi,cutomm
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pcre likaly to endure if:

o Mmlmgubemandﬁxﬁadapital.
C ﬁmmhrag:thanw.

- The project's equity impact is prosoted byz

0 limiting credit to those with minimum income or
assets.

o Mﬁngtbama:mgimim.

mmmmmm
° required by the smllest micro fims.

o targeﬂngc:ditéootémimdgnmpso:

credit:

0. for longer terms. .-
o' to new firms.
o to firms larger than micro-enterpcises.
0  to manufacturing enterpcises rather thmn
secvice or retail trades. )
The project's financial viability and sustainability will be

-] setting loam interest rates high enocugh to

mmswmﬁmumum'
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o the trainees are personally motivated, as
opposed to taking the course as a pre-
requisite for cbtaining credit.
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mmmwmmmmmﬂm
SSEs are post effective if£:

o the training is sisple rather than sophisticated,

the recipients are crganized into o
° agsociations, thus reducing the costs of reaching
than, .
As with most projects, the evaluation experionce of SSE
mwmmuwm@aammm
eviramant to xoject success. -Neqative external factoes which
mmm&mms& project ro=.:=-"7:- include:
- “wuvsm w;mua
Woere inflation rates are over 40%, governments and
PWOs have been reluctant to charge on
losns equal to the rate of inflation, impoeing a

entreprenuer ‘together. ,-,..A-

o mﬁwutmmrmltinbdmgmm-
S n et e v Frpmion

and discrimination against riskier ScPs,

o Trade ions sach as foreign exchange
Tm’%'_wmmmﬂyﬁ@
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Previocusly, SSE project designers and managers have treatsd these
factors as external, or bayond their direct control. Howewver, some
recant SSE project evaluations indicete hov scme projects have beqm to
take innovative actions to deal vith specific policy or imsti
coastraints, Some of these succassful "systems® approaches include:

0 setting up SSE project “boards of directors® with
govarmnent and private business sector representa-
tives, to pramote understanding and suppoct for
mjwt&pcdvsmgmmmdmm

- a forum for policy dialogue.

0 working to establisgh acsociations oc <ooperative
groups of small and micro-entrepceneurs, so they
can take advantage of project resources and
gexvices in greater muxbers and more efficently.

0 providing project credit and technical serwices
in a manner supportive of economic linkages and
cxplenentary sectors.
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carl Liectclm and Donald Mead, "Samll Scale Enterprises in
Courtries: A Review of ths State of the Art® Michi

Developing
Stats mm____mm (M)

Y Jeffery Ashe, The PISES IT :etim.mlm in Miczo-
WMW
Intsrna AITEC, pP. 26.

5/ peter xilby and David D'Zmira, for Benefits (June 1985)
-mmwmua.%gmﬁm.pn.

Y mid, p.15
14

Ibid, pp 10-14; Peter Kilby and David D*Zmara, op cit. oo. ll4-
TI8; Jetfrey Ashe, op cit, pp-13-17: - ’

Y/ peter xilby and pavid D'zmra, ¢ cit, pp 118-119,
19/ porrert W. Bunt, op cit p 23-26.
1/ mid, pp 29-33.
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AREX I

MWWM'SWMW
ENTERPRISE DEVELOPMERT

metmummm Bank (IDB) funds small scale
enterprises through its Program tor Fimncing Sanll ’
Projects (EFSP). The PSFP was initiated in 1978 to provide.

" concessicnary loans for amall business ventures of individuals or

groups of individuzls who have no access to regular govermnent or
c:_e:ciaic:edit.nomfo:bendidadumdmlmmrmgb
intermediaries: private foundations, cocperatives, non=
oovernpental organizations and public banks., The losn amount
%mwwmmumm --
m' e

2. Between 1978 und 1984, mmmnmm@hn
funded under the PFSP. Most of the projocts were for agricalture-

- related enterprises and located in rural areas. Approximately a

th:l.niatthépmjeet: were aimed at spensoring saall cosmercial

_mmmmmmwmmmm

were targetted at the rural and urban poor who had not previously
mmumummm‘-m'zmpmgm .

3. A recent evaluation conducted by IIB concluded that

the PSFP has achieved its primary cbjectiwve - to create
aeploynant cpportunities for the poorer segments of the

rural and urban population in Central and Souts America.

Other abjectives attained were a) the establishuent

of enterprises which used domestic raw materials and esploy
technologies coxpatible with the socio-economic characteristics
of the beneficiaries ; b) providing institutional credit

_for marginal segnents of the society which are now dependent on
the inforzal credit markets; and ¢) using existing private, non-
mmmommmmmmmm ~

4. P:zblemmte:edinthnhglminndmimic&ed
that success was zore likely :

I)Amgthnlmpootpcpuhdm:

blnmmﬁctmwgnd?mmlymmed
economic activity:

¢) If the project included technical, menagerial and other
assistance for the onlending institutions

d) If the onlending institution is financially strong and has
had previous experience in administering credit to the poor.
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ANNEX I1
DOMINICAN REFUBLIC: THE ADEMI PROJECT (S17-0208)

mmmmm,mwmmma
{cro-Enterprises, Inc., i3 its reasckable sccoess, ADEMI, croated two years
muamawmwmumm
AAAAA —'—“‘—‘Dm It had groun spectacularly in its short
has fourd a wey to dispense with most
mmm,mam *up front® costs that almost
nding to the smll micro-entreprenaurs of the informal.-
are zisple and fast: its short-term loans for

procedures
a am:-i:a#‘ - -
mms)wnmmmm

00 from ESF local currencies into the credit account, and
o years for ovechsad expenses until ADEMI reaches
-gufficiency. And it appears that ADEXI soon will go into
awmmmmm
sfctthnm:hanpao: mwmmmmﬁgnm

c:eatucmjchfo:eacho.s. %818 lent;

- Rotates its portfalio 3.5 times a year; .
- Generates alpost U.S. $12 of new income per year for each dollar

ADEMI's progr-N wWas credted vwith two program cosponents, The ficst involved
loans to individml micro-entrepreneurs, who had from roughly one tn six _
employees, ° The gsecond, even more imnovative, provided loans to the very
lowest level of the micro-entreprensucial hierarchy: street sellers,
recyclers, hane-based minmi-workshop ventures, etc. With technical assistance
from AITEC/Accion Internatiomal, which devised the methodalogy, 3-8 of these
pecple were grauped together in a Salidarity Group to grarantee each other's
loans.* Coxmon to both cosponents vas the idea of the gradually increasing
loan size. With each successful, on~tine repayment, hnaue:sve:eeligiblt
to receive a larger sum,

Indvidual locans: As of May, 1985, 847 micro-en‘erprises had been
financed, 1/8 Gf them female owned. These businesses had created 1,151 new
jd:stmthnc,mm:ecaived( loan = 0S $35)). Wanen's
enterprises have added an averaze of 1.5 jobs each vs, 1.3 for men's, This is

especially marked in the clothizz mnufacture sector (imvolving 150 of the 847

businesses, including those of almost half = 4% -~ of the female
micro-entrepreneurs), where men's businesses exparded by 0.64 exployees, on
averags, while women's businesses added 1.4 jobs each.
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[rd World women and men informl sector entrepreneurs
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- 28, Searching for Benefits
mmﬁ;%rymﬂmﬁénm?

Wuos 1383 of an ecmalc cart-bewtit malysis of five,
mlcro-encerprine Cradit & tacimical assistance pros and Peru.
Opper Voltra, Brazil, Bonduras, the Domimican Bepublic

Is. n' mm

presented at the
esterprise g m:ctt- m:f‘ugcbcmm 1583, and hichlights

of the wrikshcp discussions.
mmmwmm‘ 27, Private

dmmmm.;wssmjeawﬂ =

= experience an
s 1ju== im, and factors q'ntribnﬁ.ng t effectiveness.

'meP""""! Stadiaa.

of Ebe Urban ook ( o
et e
%1‘19‘5) Were prepar

succass ¢t failore.
mwmmwmmm'mnmmm

experience
implementation and evaluation of four dewonstration
m,mmmmw Costa Bia, Femya and
Egypt.
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